
http://www.inosr.net/inosr-applied-sciences/  

Opata et al 

INOSR APPLIED SCIENCES 7(1): 45-55, 2021. 

45 
 

©INOSR PUBLICATIONS  

International Network Organization for Scientific Research                                                               ISSN: 2705-165X 

Economic Implications of Chinese Loan on Africa Countries. An Evidence 

from Nigeria and South Africa  

Opata Nneamaka Mary-Blessing, Mbah Alex Donald and Okechukwu 

Mmesoma V. 

Department of Banking and Finance University of Enugu State Science and Technology 

 

ABSTRACT 

African countries have gotten billions of dollars in loans from China with no strings 

attached compared with the Western financial aid. This study titled the economic and 

financial implication of Chinese loan in Africa in the period of twenty years time. Aimsto 

achieve the following objectives: the impact of Chinese investment on the economy of 

African countries and the impact of Chinese loan on economic growth of African countries. 

The study made it clear that many African countries today are trapped in huge amounts of 

debt that is hindering development and growth as a result of dependency on foreign aids 

and the dependency theory and the world systems theory are the theory on which the 

study is anchored.  The study used ex-post facto design as it was relied on already 

recorded events, and researchers do not have control over the relevant dependent and 

independent variables they are studying with view to manipulating them.The strict textual 

analysis of the relevant literature. The Ordinary Least Squares (OLS) technique of regression 

was used to determine the impact of Chinese loans on economic growth in selected African 

countries and these include: Nigeria and South Africa using E-view 8.0 and Statistical 

Package for Social Sciences (SPSS) Version 20. The study found that Chinese investment has 

no significant impact on economy of African countries and that Chinese loan has no 

significant impact on economic growth of African countries. The study therefore 

recommended that African leaders must ensure the protection of local industries from 

cheap Chinese imports and there is need for the diversification of trading partners so that 

any slowdown in the growth of the Chinese economy will not hinder the growth of Africa.     
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INTRODUCTION 

Chinese policy makers have always made 

economic engagement with Africa since 

the 1990s a priority [1,2]. A reliable 

source of energy and raw materials, 

political support from African countries 

in international affairs, access to dynamic 

and growing markets for Chinese goods 

and services and lastly, a destination for 

foreign direct investment that makes use 

of lower local wages has been the benefits 

of China through improved economic 

relations with this continent [3,4,5,6]. In 

the same manner has Africa benefited 

from China’s relatively stable ability to 

execute development and 

industrialization projects, transfer of 

knowledge and technology and the 

technical and financial help in 

infrastructure investment [7,8,9,10]. In 

1955, after the Bandung Conference, 

China established formal connection with 

Africa. China-Africa connection can be 

described in two phases for the past 50 

years. Official development aid (ODA) and 

official trade was China’s economic 

activity with Africa mainly. China’s 

economy achieved great growth and its 

trade with Sub-Saharan Africa (SSA) 

increased very fast in 1979 when the 

country began its open and reform policy 

at a time when Africa’s trade share in the 

world reduced.China-Africa cooperation 

established a strong foundation in 

economy and politics as a result of the 

efforts of the leaders. Brothers, friends 

and partners is what the relation is been 

seen as by the leaders [11]. There was a 

new page for the China-Africa cooperation 

in 2000 when the Forum on China-Africa 

Cooperation (FOCAC) was established. 

China economic help to Africa increased, 

and the trade between both sides also 
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increased much faster since the (FOCAC). 

Africa is one of the major destinations of 

Chinese investment in recent years [12].  

Technological difficulties in the 

processing of natural resources, has been 

an obvious challenge for the developing 

nations [13]. The biggest producer of 

copper in Africa has been identified as 

Zambia and the Democratic Republic of 

Congo, notwithstanding multinational 

corporations are the ones function in 

these countries. South Africa lacks the 

required technology to process its gold so 

the export them despite being the huge 

gold producer likewise Nigeria which is 

the biggest oil producer, oil is still not 

processed by the country but by 

multinationals. For some years now, 

Africa has received several pledges to get 

assistance for their infrastructural and 

technology development needed to 

process their natural resources [14]. 

China is part of the countries that by its 

interest free loans supported African 

countries over the past decades [15]. 

While the Africa’s socio-economic 

development have been impacted on to 

some extent by the Chinese investment, 

this Chinese investment is seen by critics 

as a geopolitical strategy to offset the 

control of the United States. There have 

been praises by African leaders for the 

fast increase in the investment if China, 

notwithstanding if it has truly helped 

African development; is the main focus of 

this paper.   

Statement of the problem 

Despite the diplomatic relations 

maintained by Africa since 1955 with 

China, China seems to have the benefit 

that the relations have to offer which has 

been in their favor. For instance, there is 

huge trade imbalance to the favor of 

Chine resulting from the China exports to 

Africa being more. According to [6], the 

Nigeria’s export to China is valued at 

US$503.9 million while that of China 

import to Nigeria is US$2.3 billion in 

2005. According to [5], lack of adequate 

industrial infrastructure has been a 

challenge to the growth of Africa’s 

economic interactions with China. Africa’s 

consecutive governments have made 

intensive effort to rectify the problem of 

underdeveloped infrastructure which is 

the major hindrance to economic 

development [5].Between local realities 

and debt anxieties, has the China’s loans 

to Africa states been caught in recent 

time. According to credit analysts at 

Moody’s, Chinese lending to sub Saharan 

African nations has jumped to more than 

$10 billion in five years from 2012 to 

2017, which was formerly not up to $1 

billion in 2011. Development financing, 

loans and grants, has been pledged by 

China in tunes of billions of dollars in the 

last two decades. By investing in railway, 

highway and port projects besides 

industrialization, the Chinese extended 

their “win-win” economic policy at the 

forum on China-Africa cooperation, 

through its agreement with the African 

Union. China has been continually and 

increasingly been looked up to for loans 

by Africa nations in their desire to boost 

their economic growth, infrastructure and 

global competiveness. Until now the 

borrowing has been put to scrutiny in 

recent years, with scholars noting that 

china is encourage dependency, by 

entrapping countries in debt, and push 

debt limits to unsustainable levels. It is 

against this backdrop, that this study is 

expected to answer the following 

questions: 

1. What is the impact of Chinese 

investment on economy of 

African countries? 

2. What is the impact of Chinese 

loan on economic growth of 

African countries? 

Objective of the study 

The objective of the study is to examine 

economic and financial implication of 

Chinese loan in Africa while the specific 

objectives of the study are to: 

1. Examine the impact of Chinese 

investment on economy of African 

countries. 

2. Find out the impact of Chinese 

loan on economic growth of 

African countries. 



http://www.inosr.net/inosr-applied-sciences/  

Opata et al 

INOSR APPLIED SCIENCES 7(1): 45-55, 2021. 

47 
 

Research Hypotheses 

The following hypotheses below are 

formulated to test model of the study: 

H
o1

: Chinese investment has no significant 

impact on economy of African countries. 

H
o2

: Chinese loan has no significant 

impact on economic growth of African 

countries.   

METHODOLOGY 

This research work which is qualitative in 

nature depended mainly on secondary 

data and adopted relevant literature was 

strictly analyzed. This study is of great 

help in finding out if the increasing 

Chinese loans is beneficial or not and to 

know how true the critics on the loans 

are.It further argued that the use of 

secondary source of data is of high 

benefit in the study of present situations 

that cover a wide range of area. More so, 

The Ordinary Least Squares (OLS) 

technique of regression was adopted in 

examining Chinese loans impact on 

economic growth in selected African 

countries and these include: Nigeria and 

South Africa using E-view 8.0 and 

Statistical Package for Social Sciences 

(SPSS) Version 20. Thus, the OLS 

technique is suitable because of its 

simplicity and the validity of its 

assumptions.Based on this, a model is 

specified where Gross Domestic Product 

(GDP) is expressed as function of Chinese 

Investment and loans (CHL). The 

structural form of the model is;  

GDP = F (FDI)  

GDP = F (CHL)  

Where,GDP = Gross Domestic Product 

 FDI = Chinese Direct Investment 

to Africa  

 CHL = Chinese Investment in 

Africa 

The mathematical form of this model is 

thus:  

Y = a + b X 

Y    =     Gross Domestic Product = the 

dependent variable  

X =Chinese Investment (FDI) and loan to 

Africa (CHL) = The independent or 

explanatory variable  a and b are constant 

indicating the intercept and the slope 

respectively. 

Therefore GDP = F (FDI, CHL)   

Expressing equation in linear form  

RGDP= b
o

+ b
1

 FDI + b
2

 CHL +μ  

Y = b
o

 + b
1

x+ b
2

x+ μ 

Where, 

GDP is defined as real gross domestic 

product (output),  

μ is the total factor productivity;  

CHL is Chinese loans to Africa 

FDI is Chinese Direct Investment to Africa 

b
1

and b
2

are the constant elasticity 

coefficients of Chinese Investment and 

loans to Africa that are the slopes of the 

regression line. 

Presentation and interpretation of results 

This section is discussed in two folds: 

descriptive and econometric analysis 

Descriptive analysis 

Table 1: China’s trade with Africa grows, total values of trade in goods (in $ billion) 

Year(s)   Amount in $ billion 

2000 7.3 

2010 93.3 

2015 135.9 

Source: Academic Paper, 2018 
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Figure 1:African trade with China 

From Figure 1 above, it is obvious that 

Africa has been invested upon more by 

China as against the investment of the 

United States; thereby bring about 

employment and development socio 

economically in Africa [11]. China for the 

last two decades has strategically made 

strong their relationship with Africa in the 

views of Procter making the United State 

to have a rethink of its approach towards 

Africa. The United States later in the late 

2014 pledge to allocate $14 billion to 

support Africa. This pledge made by the 

then president of U.S. Like every other 

U.S. offer for assistance this very pledge 

came with condition requiringsome things 

from African countries like the fighting of 

corruption. This is the basic difference 

between the China’s investment in Africa 

and that of the United States [5].   
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Table 2: Chinese lending to Africa in 2018 

Type of financing  Amount in $ billion 

credit lines 20 

aid and interest-free loans  15 

development financing  10 

Investment 10 

financing imports 5 

Total  60 

Source:Chinese lending to African countries 
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Figure 2: Chinese lending to Africa in 2018 

Form Figure 2 illustration above, showing 

the increasing rate at which China is 

lending to Africa. Looking at the time 

frame it may take African nations to repay 

these loans; one might disagree with his 

judgment. Although it’s true that African 

nations are need the enhancement of their 

infrastructure for a better economy. In 

recent years the borrowing has come 

under investigation, with scholars noting 

that China could be encouraging 

dependency by entrapping nations in 

debts.  

Largest recipients of Chinese investment in Africa in percentage % (2000-2017) 

 

Source: Data China Africa Research Initiative 
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Figure 3.Source: Data China Africa Research Initiative 

Discussion and Interpretation of Chinese loan/investment to selected African Countries 

Restatement of research hypotheses 

Ho1:Chinese investment has no significant 

impact on economy of African countries. 

Ho2: Chinese loan has no significant impact 

on economic growth of African countries. 

Descriptive Analysis of the Variables 

Table 3: Showing the descriptive analysis of gross domestic product (GDP) and ChineseLoans 

to African countries (billion in USD) 

 FDI GDP_GROWTH 

 Mean  34.65000  2.690000 

 Median  41.00000  2.750000 

 Maximum  60.00000  5.600000 

 Minimum  2.500000 -1.500000 

 Std. Dev.  18.25141  2.027834 

 Skewness -0.604250 -0.450620 

 Kurtosis  2.290199  3.201228 

   

 Jarque-Bera  0.818455  0.355302 

 Probability  0.664163  0.837234 

   

 Sum  346.5000  26.90000 

 Sum Sq. Dev.  2998.025  37.00900 

   

 Observations  10  10 

2006, 1

2010, 0.9

2016, 6

2017, 4.5

, 0 , 0 , 0
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Other statistical properties with the mean, 

median, minimum, maximum and standard 

deviation are shown in the descriptive 

analysis of data presented above. The 

summary statistics of all the variables in the 

study are shown in table 3 in their raw form. 

Particularly, the mean value of Gross 

Domestic Product (GDP) growth rate standing 

at 2.69. While the mean value of FDI stood at 

34.56 billion USD. The average values of GDP 

growth rate is shown for the 11 years under 

study. Showing the changes are equally shown 

by the minimum and maximum values. 

Indicating the spread in the data series is the 

standard deviation values. Table 3, also shows 

the skewness, Kurtosis and Jarque berra 

statistics of all variables, indicating the true 

nature of the data series. The 0.05 is the 

acceptable value, but the probability value of 

Jargue berra statistics of all the series are 

shown to be more than the acceptable value. 

The FDI with p-value higher than 0.05 and 

normality of the series of domestic product 

(GDP).  

Presentation of the Result 

Table 4: showing regression results 

Source: Compiled By Researcher from e-view & SPSS, 2019 

 

Statistic   hypothesis 1 hypothesis 2 

R-squared 0.258893 0.810 

Adjusted R-squared 0.166254 0.715 

S.E. of regression 1.851609 2.179 

Sum squared resid 27.42764 40.500 

Mean dependent var 2.690000 5.00 

S.D. dependent var 2.027834 4.082 

Durbin-Watson stat 2.099672 2.026 

Coefficient  -0.056532 -1.500 

C 4.648841 9.500 

p-value 0.133121 0.100
b
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Discussion of Regression Coefficients 

Hypothesis One result: R
2

 indicating the 

level to which the independent variables 

explains the dependent variable known as 

the coefficient of determination is 25.6% 

of the variation in GDP can be explained 

by FDI. Therefore, Adjusted R
2

 is 0.1162. 

Only about 16.62% of the variations in the 

dependent variable can be explained by 

the independent variables specified in the 

model. Standard error of estimate value of 

1.81609 which is lower than the S.D. 

dependent var. of 2.027834 and a Mean 

dependent var. of 2.69. The tolerance 

value which is used in determining if 

mullticollinearity is present or not is 

indicated in the table, since the value of 

the analysis is less than 0.2 this shows 

that multicollinearity is absent as stated 

by [8]. Durbin Watson (DW) statistics 

which has its acceptable range as 2.0 

usually indicates the problems of 

autocorrelation. We conclude that the 

model is reliable and free from 

autocorrelation. The constant is 4.648, 

from the regression result above which 

means that there will still be an effect of 

4.648 on the FDIif other parameters are 

held constant. Following the information 

above the regression model is 

represented as follows: 

GDP = 4.648 -0.056532FDI + μi 

FDI shows a negative coefficient as the 

independent variable from the model. 

This means that the dependent variable 

GDP will decrease by the coefficient 

values of the variables, for every decrease 

in one unit of the independent variable. 

Therefore there will be a decrease in GDP, 

if an extra one Naira is spent on FDI. We 

conclude by rejecting the alternative 

hypothesis sine the value of the (p-value) 

0.13 is greater than 0.05 level of 

significance, showing that Chinese 

investment has no significant impact on 

economy of African countries.For the 

result of Hypothesis Two R
2

 0.810 which 

shows the degree to which the dependent 

variables is been explained by the 

independent variables. This means that 

Chinese loan (CHL) can explain 81.0% of 

changes in GDP. O.715 is the Adjusted R
2

, 

which indicates that 71.5% of the changes 

in the dependent variable is been 

explained by the independent variable 

specified in the model. Standard error of 

estimate value of 2.179 backs this up, 

which happens to be lower than the S.D 

dependent var. of 4.082 and Mean 

dependent var. of 5.00.  The model shows 

positive serial autocorrelation, reliable 

and free from autocorrelation since its 

Durbin-Watson Statistic falls within the 

acceptable range. The constant is 9.500, 

from the regression result above. This 

means that there will still be an effect of 

9.500 on the Chinese loan when all the 

model parameters are held constant. The 

estimated regression model is 

represented as follows: 

GDP = 9.500 -1.500 CHL + μi 

CHL which is the independent variable 

appears to be a negative coefficient. 

Therefore, there could be a deduction in 

GDP if an additional one Naira is spent on 

CHL. In conclusion, Chinese loan has no 

significant impact on economic growth of 

Africa countries with a (p-value) of 0.10 

which is greater than 0.05 level of 

significance.   

Implications of Chinese loans in Africa 

The credit risk that African states faces is 

been intensified by these lending 

practices according to Moody. The loans 

gotten by African states will have 

significant implications for debt 

sustainability, affordability, and growth; 

expect the Chinese financed loans and 

investment generates substantial 

economic gains boosting debt servicing 

capacity. Some of the African states might 

be exposed to external and fiscal 

vulnerabilities, with their already 

compounding debt problem and low 

foreign exchange reserves. The Sri Lanka-

China Hambantota port project funded by 

Chinese loans is a perfect example of the 

negative implications of over dependence 

on Chinese economic assistance. China 

has been given a 99 years lease of the 

port as a way of restructuring the debt, 

since Sri Lanka does not have the ability 

to repay the loan.  
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CONCLUSION AND RECOMMENDATION 

Summary finding 

The study having examined the economic 

and financial implications of Chinese loan 

in Africa came out with the following 

empirical findings: 

i. That Chinese investment has no 

significant impact on economy of 

African countries since the (p-

value) 0.13 > 0.05 level of 

significance indicates. We 

therefore summarize that foreign 

direct investment (FDI) has 

negative impact on economy of 

African nations with coefficient 

value of -0.056532. 

ii. Chinese loan has no significant 

impact on economic growth of 

African countriessince the (p-

value) 0.13 > 0.05 level of 

significance indicates. We 

therefore summarize that Chinese 

loan(CHL) has negative impact on 

economic growth of Africawith 

coefficient value of -1.500. 

CONCLUSION 

The development of the capacity to better 

manage the policies toward China’s 

engagement is where the first priority of 

African’s rest on. To communicate an 

understanding strategy that addresses 

African countries long-term need and to 

significantly expand its development is 

what African countries need to 

understand concerning China’s 

engagement. Short-term deals with the 

Chinese should be totally avoided by the 

African government. The study concludes 

based on the empirical findings that: 

there is no significant impact on the 

economy of African countries by the 

Chinese investment and the Chinese loan 

has no significant impact on economic 

growth of African countries.  

RECOMMENDATIONS 

The study offers the following 

recommendations based on the findings 

of the study: 

i. African leaders must make sure 

that local industries are 

protected from cheap Chinese 

import so as to maximize the 

benefits of Chinese loans to 

Africa and thereby avoid the 

pitfalls of dependency.  

ii. For any slowdown in the 

growth of the Chinese economy 

not to stop the growth of 

Africa; African leaders must 

also make sure that they 

diversify their trading partners.  

iii. The continent has to make sure 

that the Local laws and 

regulations are been complied 

with by the Chinese companies 

in the face of increasing 

Chinese investment.  

iv. Africa must however ensure 

that it protects itself from 

unfair business practices, 

despite the fact that China is 

Africa’s largest trading partner.  
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