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ABSTRACT 
 

Africa’s lack of economic development is closely related to its paucity of 

human capital, defined broadly as the unique abilities and skills of individuals. 

Traditional education and government-led training, while effective in certain 

settings, are not the only means to develop human capital. This study investigates the 

training of workers by foreign private firms in Africa to better understand which 

firms carry out such training and why. Using a unique survey by UNIDO, it 

measures the extent to which enterprise-based training by 1,216 foreign firms 

operating in 15 sub-Saharan African countries is correlated with other characteristics 

of those firms and the host country. I find that the level of human capital in the host 

country, industrial sector, investor’s region of origin, as well as the importance of 

government-provided services are statistically significant and positively associated 

with firm training. Based on these findings, I suggest a more proactive role for 

Investment Promotion Agencies in courting firms from certain sectors and regions, 
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greater government involvement in influencing firms to train, and an expanded focus 

on the role of education as a foundation for firm training. 
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I. Introduction  
 
Human capital – the abilities and skills of individuals – is widely recognized as 

one of the building blocks of economic growth. Yet, sub-Saharan Africa’s human 

capital levels lag far behind other developing regions. In Niger, for example, only 20 

percent of students finish primary school. In the 27 African nations where data are 

available, net primary school enrollment averages 73 percent. Moreover, of the 17 

African nations where data are available, there is only an average of 26 percent net 

primary school enrollment (UNESCO, 2006). In such desperate circumstances it is 

wise to explore all options for human capital development.  

While human capital often refers to formal education, another source of human 

capital development is worker training. Training can be provided either publicly by 

governments or privately by firms. The following study focuses in on enterprise-based 

training (EBT), which has the benefit of being demand-driven and teaching market-

relevant skills. Using firm level data from 1,216 foreign firms across 15 countries in 

sub-Saharan Africa, I investigate whether patterns of training behavior among these 

firms can reject the following two null hypotheses: 

(1) H0: that there is no association between firm training and the firm’s 

relationship with the local Investment Promotion Agency (IPA), and  
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(2) H0: that there is no association between the baseline amount of human capital 

in a country and the amount of training provided by firms. 

These null hypotheses are of interest for a few reasons. For one, finding out 

whether or not IPAs are encouraging firms to train is a question of direct relevance to 

education ministers, advocates of foreign direct investment (FDI), and policymakers. If 

IPAs are attracting firms that will train African workers, this strengthens the argument 

that IPAs are facilitating a process traditionally left to formal education and 

government training institutes. Second, the question of pre-existing human capital is 

significant from a policy perspective; the argument for formal education is 

strengthened if higher levels of education and literacy attract firms that provide 

additional training, suggesting a virtuous cycle. On the other hand, if neither IPA 

involvement nor pre-existing human capital is related to firm training, this may suggest 

that further research is needed to shed light on what makes foreign firms train workers. 

My findings suggest that there is a positive, statistically significant association 

between a firm’s decision to train and the level of human capital in a host country. This 

could be because countries need to have a sufficiently educated population in order for 

firms to see the value in training. While I find no association between a firm’s training 

and their relationship with an IPA, I find a positive association between the amount of 

training a firm provides and the importance of government-provided services to the 
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firm. I suggest a greater role for government that involves informing firms of the 

benefits of training and promoting the formation of professional training networks 

between firms. Furthermore, I find statistically significant differences in training by 

firms from different regions and sectors, leading me to conclude that IPAs may have a 

role to play in courting certain types of firms.  

 

II. Background  
 
Sub-Saharan African countries have suffered from low levels of human capital 

and poor public education since Independence, and many have fallen behind 

substantially compared to other regions (Exposito & Guisan, 2005). While 

globalization has brought some African countries into middle-income status, the lack 

of human capital in many African countries threatens to leave much of the continent in 

a state of long-term economic stagnation. Many lament the lack of human capital in 

sub-Saharan Africa, but remedies remain elusive.  

Interest in human capital development as a determinant of economic growth has 

grown substantially since the early 1950s, when researchers were more likely to focus 

on physical infrastructure and capital (Blunch & Castro, 2005). It is now widely 

accepted that a sufficient level of human capital is needed for a developing country to 

realize economic growth, adapt to changing macro-economic trends, and absorb new 
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technologies (Romer 1989; Borensztein, De Gregorio & Lee, 1998; Blomstrom, 

Lipsey, & Zejan, 1994).  For example, Borensztein, De Gregorio and Lee (1998) show 

that FDI has a positive effect on economic growth, but the effect is stronger when 

higher levels of human capital are present. Blomstrom, Lipsey, & Zejan (1994) suggest 

that a “threshold level of development is needed if the host countries are to absorb new 

technology from investment by foreign firms.” Romer (1989) finds that initial levels of 

literacy predict investment rates by foreign firms, indirectly contributing to growth. 

As a result, the determinants of human capital – formal education, skill training, 

and other forms of knowledge acquisition – have all received increased attention from 

international development organizations. The World Bank and other donors began to 

support Technical and Vocational Education and Training (TVET) programs in 

developing countries. But TVET programs and other programs administered by 

governments soon attracted criticism for being inefficient, poorly-staffed, too supply-

driven, and unresponsive to market demand for skills. King (2002) gives the example 

of the Kenyan National Industrial Vocational Training Institute (NIVTI), where 

machinery dates to the 1970s and trainees commonly refer to their weeks of training as 

“a holiday.” An important study by the World Bank in 1991 called for reform of public 

sector training and more involvement of the private sector in training provision 

(Johanson & Adams, 2004). 



 

5 

The trend in Africa today is away from publicly-provided training. Grierson 

(2002) points out that “public sector training is both contracting in real terms and 

increasingly isolated from—and irrelevant to—a rapidly changing private sector.” 

Grierson (2002) cites the example of Konkola Copper Mines (KCM) Ltd.’s acquisition 

of several government-owned and operated mines in Zambia. In the process, KCM 

took on some 9,992 under-trained staff. Because of the lack of efficiency and relevance 

in public training projects, the company gave up hopes of partnering with the 

government, and instead launched their own ambitious (and costly) re-training 

program. As a result of situations like these, TVET and other forms of public training 

have fallen out of favor with donors. 

Disenchantment with publicly-provided training programs and the 

disappearance of formal-sector apprenticeship has coincided with a rise in enterprise-

based training (EBT). Grierson (2002) points out that EBT is not new; firms have 

always trained their workers. But in recent years EBT has begun to look more 

promising. Defined as “purposeful skills transfer that takes place in an enterprise,” 

EBT is the most common type of skills training and can include basic safety training, 

long-term managerial training, offsite training, informal on-the-job training, or 

privately provided training sponsored by the firm (Grierson, 2002). Although types of 

training vary widely in quality and usefulness, on the whole, EBT improves on 
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publicly-provided training in that it is market-responsive and directly connected to 

jobs. As noted by Tan and Batra (1995), “firms train only for needed skills,” as 

opposed to publicly provided training which may or may not impart such skills.  

Investment in EBT is being taken seriously by businesses in developing 

countries who, despite existing public training and public-private training partnerships, 

find that they still need better-trained workers. Recent interviews with firms in Kenya 

and Zambia reveal that firms are taking a less ad-hoc and more structured, long-term 

approach to their EBT practices, indicating a general shift toward greater firm 

responsibility in training (Grierson 2002). Studies demonstrate that returns to training 

are substantial (Almeida & Carneiro, 2008), particularly for small and medium-sized 

firms (World Bank, 1997), and even more so for firms in low-income countries (Tan & 

Batra, 1995). Yet firms generally under-invest in training, even when it can result in 

significant productivity gains (Miyamoto, 2003). 

Several researchers have pointed out that, while EBT is gaining prominence in 

practice, major gaps exist in the literature, making it difficult for policymakers to 

clearly understand the determinants and effects of EBT (Tan & Batra, 1995, Colin Xu, 

1998). Tan and Batra (1995) note that, “in many developing countries, policymakers 

design education and training policies in the absence of reliable training data.” Even 

the most extensive worldwide database that includes training information – the World 
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Bank Enterprise Survey (WBES) – only contains an indicator variable for whether the 

firm provides any sort of training, without describing its nature or extent. More 

detailed data are sometimes available via labor statistics bureaus or other agencies, but 

these data are rarely consistent enough from country to country to allow for cross-

country comparisons.  

 

III. Literature Review 
 
This study contributes to the growing literature on the determinants of EBT 

among foreign firms by studying the training practices of such firms in 15 countries in 

sub-Saharan Africa. The literature on enterprise-based training in developing countries, 

particularly countries in sub-Saharan Africa, is relatively limited. In the first place, it is 

difficult to know much about firms in Africa due to the paucity of good data collected 

by African governments (with the exception of South Africa, Botswana, and Mauritius) 

(Grierson, 2002). Furthermore, while it is clear that some theoretical models on EBT in 

developed countries apply to developing countries, there is substantial uncertainty 

about the applicability of other theoretical models. For example, researchers studying 

developed countries found a positive association between a worker’s education and the 

amount of training they received (Van Smoorenburg & Van der Velden, 2000; Lynch 

& Black, 1995; Johanson & Adams, 2004), while Tan and Batra (1995) found a 
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positive association in certain developing countries, and a negative association in 

another developing country.  

Perhaps the best-established determinant of EBT is firm size. A positive 

association between firm size and expenditures on employee training has been 

demonstrated both in a developed (Goux & Maurin, 2000, Van Smoorenburg & Van 

der Velden, 2000) and developing-country context (Tan & Batra, 1995, Tan & Lopez-

Acevedo, 2003; Miyamoto & Yasakuki, 2003). It has also been established that foreign 

firms train more in developing countries than domestic firms. This may be because 

foreign firms have greater access to capital to invest in training, and because many are 

subsidiaries of larger companies with formal training procedures (Chen, 1983; ILO, 

1981; Johanson & Adams, 2004; Moran, Graham, & Blomström, 2005).  

A positive association has been demonstrated in developed countries between 

average worker education and EBT (Van Smoorenburg & Van der Velden, 2000; 

Lynch & Black, 1995; Johanson & Adams, 2004). In theory, a firm’s motivation for 

training workers with more education is that workers with more education experience 

greater productivity gains from training. This should apply regardless of whether the 

firm is operating in a developed or developing country. However, the literature 

suggests that in developing countries the link is less certain. Tan and Batra (1995) 

found a positive association between training and education in Mexico, Malaysia and 
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Colombia, but a negative association in Indonesia. Several researchers suspect that 

firms invest in more training for skilled workers, highly specialized staff and 

technicians, and supervisory staff (ILO, 1981; Grierson, 2002). In South Africa, 

Badroodien and McGrath (2005) note that “the beneficiaries of key forms of training 

remain white and male, particularly at the high skills end.” However, Miyamoto & 

Yasakuki (2003) suspect that firms actually train less when workers gain more 

education, though these findings may apply mainly to small, domestic, low-wage firms 

(Miyamoto & Yasakuki, 2003).  

At the country level, Noorbakhsh and Paloni (2001) find that pre-existing 

human capital in a host-country is a significant determinant of FDI inflows, and its 

importance has increased over time. Krkoska and Colombano find that companies train 

more in countries with better skilled workers (Krkoska & Colombano, 2006). Sanjaya 

(1995) suspects that a sort of virtuous cycle exists where countries with higher levels 

of human capital attract more FDI, which results in foreign firms training more 

workers and boosting human capital.  

The percentage of total sales from exports, a proxy for trade, may also be 

associated with greater training (Tan & Batra, 1995). If so, this would likely be 

because export-oriented firms are driven to be more internationally competitive and 
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reach higher standards. In a study on Mexican firms, however, export orientation had 

no significant effect on EBT (Tan & Lopez-Acevedo, 2003). 

The amount of EBT varies by sector (Goux & Maurin, 2000). These differences 

may come down to the technological sophistication (proxied by R&D expenditures) 

(Tan & Lopez-Acevedo, 2003; Lillard & Tan, 1992).  

The United Nations Center on Transnational Corporations (1993) hypothesizes 

that training has something to do with the amount of time a multinational corporation 

(MNC) has been in the country, as MNCs initially rely heavily on expatriates, but later 

train more locals. This would support the hypothesis that older firms train more.  

Noorbakhsh and Paloni (2001) measure human capital development using the 

secondary school enrollment ratio, the number of accumulated years of secondary 

education, and the accumulated years of tertiary and secondary education among the 

working age population. Stein & Daude (2002) use the human capital stock measure 

formulated by Barro and Lee.  

This study contributes to the literature in several ways. For one, it is the first 

study to analyze the correlates of training in sub-Saharan Africa from a cross country 

perspective. To date, I am not aware of any studies exploring the link between worker 

education and EBT in a sub-Saharan African country. Second, it explores the extent of 

training, whereas much previous work has considered only whether firms engage in 
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any amount of training. Third, it is the first study to examine statistically the role of 

IPAs in encouraging firms to train. Finally, it is the first study I am aware of that 

examines the importance of human capital levels across countries in relation to foreign 

firms’ training decisions. 

 

IV. Conceptual Model 
 
In the present study, the dependent variable is training expenditure. I test two 

independent variables of interest: 

(1) human capital levels in the host country 

(2) relationship with Investment Promotion Agency (IPA)/importance of 

government support services 

In terms of education and literacy levels in the host country, I would expect 

higher levels of human capital to attract greater firm investment in training. My 

assumption is that firms can only give effective training to workers that possess some 

baseline level of education. Productivity gains to training would be lower for less 

educated workers, and firms would respond with less training. If the opposite happens 

to be the case, then it may be that firms must train more in order to offset low human 

capital (Miyamoto & Yasakuki, 2003).  
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I would expect firms that assigned a greater importance to IPAs and 

government support services to train more. I would assume that aside from attracting 

FDI, IPAs have a vested interest in promoting positive spillover effects and knowledge 

transfers through training by foreign firms. IPAs may inform firms about the 

productivity gains from training, or offer incentives to firms that train. If the opposite 

is the case, that is if firms that view their relationship with the IPA as important do not 

spend more on training, it may be because IPAs attract foreign firms for whom the 

decision to locate in a particular country is not obviously beneficial, and who may 

therefore have less intention to develop worker’s skills for the long term.  

In addition the model must control for several firm traits with less obvious 

policy implications including firm size, number of years in the host country, sector, 

foreign ownership, number of university graduates in the firm, and what percent of the 

firm’s sales come from exports. This is because each of these traits could have a causal 

relationship with both the dependent variable and an independent variable of interest. 

For example, firm sector might account for differences in both IPA relationship and 

training. In this example, it would be possible to have a one-way, rather than a two-

way, causal relationship, as training or IPA involvement could be determined by 

sector, but IPA involvement or training would probably not cause a firm to change 

sectors. In addition, it would also be possible for firm size, firm age, foreign 
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ownership, percent of output exported, and number of university graduates in the firm 

to be associated in some way with both IPA involvement and training, with the 

possibility of a one-way causal relationship. I would expect all of these control 

variables to be positively associated with training and IPA involvement, with the 

exception of firm age, which I would expect to have a negative association with IPA 

involvement due to the fact that most IPAs have been established relatively recently. 

The relationships in the model are illustrated in Figure 1.1. 

Figure 1.1 
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V. Data Description 
 
This study uses data from the United Nations Industrial Development 

Organization (UNIDO) collected between May and November, 2005. A total of 1,216 

foreign-owned firms operating in Burkina Faso, Cameroon, Côte d’Ivoire, Ethiopia, 

Ghana, Guinea, Kenya, Madagascar, Malawi, Mali, Mozambique, Nigeria, Senegal, 

Tanzania, and Uganda responded to the 66-question firm-level survey. The data covers 

a limited number of foreign investors in these countries, and the respondent rates vary 

across countries (Tanzania: 100, Senegal: 38).  

Firms were selected from a master list in each country collected by UNIDO 

(often with help from the country’s Investment Promotion Agency). In most cases, two 

UNIDO representatives in each country called the firm’s CEO and, if they were 

willing, arranged a meeting, briefed them, left the survey behind, and later returned to 

collect the survey and check for accuracy. Firms had the option of reporting their 

answers in a hard copy or electronically, and the survey took most firm representatives 

about 30-45 minutes to complete. The survey targeted firms that were at least 10 

percent foreign-owned and had made an initial investment of at least $250,000. A total 

of 3,484 surveys were distributed, but only 1,216 were returned and usable. No 

businesses in the extractive industries were surveyed. 
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This 35 percent completion rate poses some potential selection bias issues. For 

example, it is likely that healthier, more efficient firms would respond to the survey. It 

follows that these same firms may also have above average training policies, and 

possibly an above average relationship with the IPA. This IPA connection is of 

particular concern, as many of the businesses contacted for the survey came from lists 

compiled by IPAs. If the survey was given mainly to firms with closer-than-average 

relationships to the IPAs, the sample may be unrepresentative. That is to say, the 

sample may have too few observations from firms without close ties to IPAs, and from 

unhealthy, informal, or inefficient firms. Still, UNIDO (2005) expressed satisfaction 

with the sample size and admitted it is virtually impossible to know what a truly 

representative sample of foreign businesses in sub-Saharan Africa looks like.  

One limitation of the data is that only 794 (65 percent of) respondents answered 

the question about training expenditure. Out of a sample of 1,216 firms, about a third 

have missing values for the question on whether or not they train and what their 

training expenditures are. This study makes the plausible assumption that these firms 

did not engage in training activities, since there would be little incentive for a 

respondent to complete other parts of the survey but conceal training activities. 

Therefore, these observations have been recoded to zero.  
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As a proxy for human capital level in the host country I use adult literacy, 

Education Index values from 1995-2005, and the Human Development Index value 

from 2005 as reported by the United Nations Development Programme. The Human 

Development Index variable is a combination of educational enrollment, adult literacy, 

life expectancy, and standard of living. These human capital variables do not vary by 

firm, but by host country. None of these variables are perfect proxies for human 

capital, but they each partially represent human capital. In the regressions I run, I 

alternate between these three human capital variables. I considered using Barro and 

Lee’s human capital stock measure. However, the Barro Lee index only contains data 

up to 2000, and does not include data on several of the countries in the UNIDO dataset.  
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VI. Descriptive Statistics 
 

Table 1.1 Descriptive statistics for variables of interest from UNIDO 2005 Africa 
Foreign Investor Survey 

 

 

Tables 1.2 and 1.3 show the percentage of firms that train from certain 

industries and countries of origin. Using these calculations, I determine that the Middle 

East region and published media industry should be used as baseline groups when 

controlling for industry and investor region dummies.  
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Table 1.2 - Firm Training by Region 

 

 

Table 1.3 - Firm Training by Sector 
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VII. Analysis Plan 
 
Using data from UNIDO’s 2005 Africa Foreign Investor Survey, I run several 

regression models for firm-specific variables including whether firms train or not, 

training expenditures, age, size, sector, number of university graduate employees, 

percentage of workforce that is unskilled, importance of IPA and government services, 

percentage of total sales from exports, industry, and the region of origin of the investor. 

Then I add additional host-country-specific variables using the UNDP’s Human 

Development Index from 2005, including the adult literacy rate and an Education 

Index, which serve as proxies for human capital levels. All data is from 2005, with the 

exception of the Education Index, which is compiled using data from 1995-2005.  

The first model uses a simple OLS model with a dummy dependent variable for 

whether or not firms train, and different combinations of the independent variables 

mentioned above. I also run a probit model for comparison. This model represents the 

correlates of a firm’s decision to train or not to train. In each model, the sample size is 

smaller than the total 1,216 firms, due to missing observations in other variables. 

In the second model, I run an OLS regression with training expenditures as the 

dependent variable, using similar combinations of independent variables. This model 

can be interpreted as the amount of training offered, given the decision to train. 

Because there is a non-linear relationship between the dependent and independent 
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variables of interest, a logarithmic transformation of training expenditures facilitates 

interpretation of the coefficients on the independent variables.  

When controlling for different variables, there is a risk of multicollinearity. For 

example, it would likely be a mistake to run a model controlling for both percent of 

unskilled workers and number of university graduates or literacy rate and education 

index. Keeping this in mind, I use alternate combinations of variables in different 

models.  

Finally, it should be noted that while one of my variables of interest, human 

capital, is measured with interval-ratio variables, my other variable of interest, the 

importance of IPA and government services, is only an ordinal variable ranging from 

one to five. One cannot attribute much meaning to unit shifts in these variables. 

Therefore, using these ordinal variables I create dummy variables for “Government 

services important” and “IPA relationship important” with one through three being 

“not important,” and four and five being “important.”  
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VIII. Results 

Table 2.1 OLS regressions with training dummy as dependent variable 
 

 

 

Table 2.1 shows the results of a basic OLS regression where the dummy 

dependent variable indicates the firm’s decision of whether or not to train its workers. 

Columns i-iv show the results from different groupings of independent variables, 

alternating adult literacy rate with Education Index and Human Development Index, 

and percentage of unskilled workers with number of university graduates. The number 

of employees a firm has is positively and significantly associated with the decision to 

train in all regressions in Table 2.1. Both adult literacy and its substitute, education 

index, are positive, significant and nearly identical in magnitude, but Human 
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Development Index is not. Percentage of unskilled employees and number of 

university graduates are both significant at the 0.05 level, and have coefficients going 

in the direction predicted in my conceptual model.  

Table 2.2 shows the results from a similar OLS regression also using a dummy 

dependent training variable, but this time adding in dummies for industry and region of 

origin of the investor. Because I add several dummy variables, I must leave out one 

group to serve as a baseline. Published media, the industry that trains the least relative 

to other industries, was used as a baseline industry group.  The Middle East, as the 

region from which foreign investors in the sample train the least, was used as the 

baseline group for region of origin of the investor.  

The results from Table 2.2 show that adult literacy stays significant and 

positive even when the model controls for industry and investor region of origin. The 

financial services sector and European investors are both significant and positively 

signed.   

Table 3.1 displays the same variables as Table 2.2, but uses a probit model 

rather than OLS.  
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Table 2.2 OLS regressions using dummy dependent training variable with 
industry & source region of investment 
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Table 3.1 Probit regressions using training dummy as dependent variable 
 

 

 

Tables 4.1 and 4.2 use the log of training expenditure as a dependent variable. 

Firms that spent nothing on training were automatically dropped from the model, since 

the log of $0 expenditures is undefined. Therefore, Tables 4.1 and 4.2 represent 
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subsamples of just the firms that train.  Tables 4.1 uses the same set of independent 

variables as those displayed in Tables 2.1. In Table 4.2, I substitute Human 

Development Index in place of adult literacy because it proves to be significant at 

higher confidence levels (see columns ii-iv in table 4.1) when the dependent variable is 

log training expenditures.  

Unlike in earlier models, firm age now appears significant and positive, while 

foreign ownership is significant around the 0.10 level and negative. Table 4.1 also 

shows a reversal of the direction of the coefficient on adult literacy, at the 0.20 

confidence level. 

Table 4.1 OLS using log training expenditures as the dependent variable 
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Substituting the Education Index for adult literacy yields similar results. Both 

are negatively signed and significant at the 0.20 level. This would be in keeping with 

the idea that firms train more to compensate for low pre-existing human capital levels. 

When I substitute the Human Development Index for adult literacy, the association is 

significant at the 0.05 level and negative, indicating that lower life expectancy, 

education, and per capita income are associated with greater firm spending on training. 

The importance of government support services appears positive and significant 

at the 0.10 level, while the importance of the IPA remains insignificant. Also, whereas 

the percent of workforce unskilled was significant at higher confidence levels in the 

simple decision whether to train (see Table 2.1), the number of university graduates is 

significant at higher levels in the model with training expenditure as the dependent 

variable.  

In Table 4.2, different industries and investor regions of origin prove to be 

significant at higher confidence levels than in regressions with the training dummy. 

The Human Development Index also remains significant even when controlling for 

industry and origin of investor. Foreign ownership, while still showing a negative sign, 

becomes insignificant at the 0.10 level when controlling for industry. 
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Table 4.2 OLS using log training expenditures as dependent variable, with 
industry and investor origin 
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IX. Analysis  
 

I reject my first null hypothesis – that firms do not train more given higher 

levels of pre-existing human capital – when it comes to the decision to train, but not 

when it comes to deciding how much to train. According to the results from Table 2.1, 

column iii, a country that raises its literacy rate by 10 percentage points would expect 

foreign firms to be 2.5 percentage points more likely to train. However, when it comes 

to how much firms train, I find Human Development Index (which factors in per-capita 

income and life expectancy as well as education) to be significant at the 0.10 level and 

negatively signed. The fact that in my second model Human Development Index is 

significant and negative at the 0.10 level (while Education Index and adult literacy are 

significant at the 0.20 level) seems to indicate that firms train less when populations 

are not just more educated, but when they are more educated, healthy, and wealthy.  

In regard to my second null hypothesis, neither IPA relationship nor 

government support seems to be significantly associated with a firm’s decision to train, 

but government support is correlated with how much the firm trains. Given that a firm 

trains their workers, a firm that reports government support being helpful is predicted 

to have log training expenditures 41% higher than a firm that does not report 

government support services as important. Both the significance level and coefficient 

become stronger and more positive when I control for industry and region of the 
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investor. I also add interaction terms between government importance and sector, as 

well as government importance and investor origin, neither of which yielded any 

significant results. This indicates that the correlation between government support and 

log training expenditures does not vary significantly across industries or regions of 

investor origin.  

Firms in certain sectors, specifically financial services, transport, 

communication, marketing, sales, distribution, electric, gas, water, basic metals, paper, 

garments, leather, food, beverage and tobacco, seem to be inclined to train more 

relative to firms in other sectors. Holding all else equal, firms from Europe seem to 

make the decision to train more often, and given that they train, firms from South 

Africa and Europe train significantly more than firms from other regions. All else 

equal, South African firms train 437% more than non-South African firms.  

 

X. Discussion and Policy Implications  
 
My results go against some of the traditional wisdom about the determinants of 

training, particularly the importance of the age of the firm, export orientation, and 

foreign ownership. My results show that firm age is not significantly associated with 

the decision to train, but it is a significant and positive correlate of the amount of 

training a firm provides, given that it does train. Export orientation is insignificant at 
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traditional levels in all models, and it shows a negative sign with the dummy dependent 

variable and a positive sign with the log expenditure dependent variable.  

More surprisingly, foreign ownership shows a negative sign and hovers around 

the 0.10 significance level in the models that use log training expenditures as the 

dependent variable. This would suggest that, given that the firm trains, it typically train 

less the more it is owned by foreigners. A relatively straightforward policy implication 

of this finding is that government support for greater domestic ownership in joint 

ventures may be associated with greater training expenditures, given that the firm 

decides to train.  

Adult literacy and education in a country are positively associated with a firm’s 

decision to train. However, the finding that the Human Development Index (and to a 

lesser degree, adult literacy) is negatively associated with log training expenditures 

seems to confirm Miyamoto & Yasakuki’s (2003) finding that education is negatively 

associated with training expenditures. From a policy perspective, one implication 

would be that a country needs a certain baseline level of education in order for firms to 

see training as worthwhile and make the decision to train. However, the results do not 

point to a sort of virtuous cycle where more highly educated workforces are rewarded 

with more training. In fact, if the results are correct it may be that there exists a turning 

point for education, after which the net effect of more firms deciding to train is 
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eclipsed by the smaller amount of training provided by firms for each employee. In this 

scenario, from a training perspective, it would benefit the host country to have a 

population sufficiently educated to motivate the largest number of firms to train, while 

at the same time maximizing the amount of training provided by those firms that 

decided to train (see Figure 2.1). Of course, this study can say nothing about the 

quality of the training being provided.  

Figure 2.1 

 
 

Government services appear unrelated to a firm’s decision to train. However, 

firms that view government support services as being important do appear to train 

more. “Government services” is a broad term that can have many meanings depending 
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on interpretation. Still, it seems safe to assume that a firm who would report 

government services as being helpful probably received some sort of help, advice, or 

support from a government agency. From a policy perspective, my findings suggest 

that, since the government’s efforts seems to have some sort of positive association 

with training expenditures, it should exercise as much influence on firms as possible, 

informing them of the benefits of training and the existence of local training programs 

and facilities. Also, it can support the formation of professional associations and 

networks where firms may be able to benefit from training cooperatively. The ILO 

(2008) lays out several roles for government in this space, including: helping to 

establish clusters, the formation of networks, building the capacity of trade 

organizations and intermediary organizations that encourage cooperation among 

enterprises. The role of government in connecting firms and promoting the idea of 

training may, paradoxically, be less costly and more effective than earlier attempts at 

government-run training institutes.  

In sub-Saharan Africa, South Africa has arguably done the most to promote 

skill development and training through the formation of 23 Sector Education and 

Training Authorities (Setas). Setas receive funding through a 1% training levy paid by 

domestic firms (a portion of which can be reimbursed to firms that train their workers). 

Foreign firms benefit from assistance and collaborative training resulting from Seta 
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activities. For example, Deloitte South Africa regularly hires individuals who have 

participated in “learnerships” sponsored by FASSETT, the financial services Seta. 

During the initial three-year contract period for trainees hired by Deloitte, the company 

reportedly provides 53 full days of training (Deloitte, 2007). In another example, the 

Electronics and Telecommunications Technology Seta (ISETT) established the 

CoachLab Institute of Sectoral or Occupational Excellence (ISOE), which attracted 

partners like Cisco Systems, Standard Bank of South Africa, and the University of 

Pretoria. To date, this advanced skills program has graduated 86 individuals, many of 

whom have been hired on at participating institutions (EPI-USE, 2008). Government-

services like these can facilitate cooperation and help in the establishment of training 

networks that benefit both foreign firms and the host country.  

IPAs, while not significantly associated with firm training, can play a role in 

attracting firms to locate in sub-Saharan African countries. Clearly, firms in certain 

industries train more, specifically: financial services; transport and communication; 

marketing, sales and distribution; electric, gas and water; basic metals; paper; garments 

and leather; and food, beverage and tobacco. Certain types of firms (i.e., those that are 

larger) also train more than others, and an IPA may choose to court those firms. My 

results show that, even when controlling for sector and a variety of firm characteristics, 

European firms decide to train more often, and, given that they train, both European 
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and South African firms train more than firms from other regions. South African firms 

train substantially more. UNIDO (2005) suggests that this may be because South 

African firms have a vested interest in developing the region, however, this does not 

seem to apply for firms from other sub-Saharan African countries. Nevertheless, IPAs 

and the African governments they represent may have an interest in regional 

cooperation when it comes to human capital development.  

 

XI. Conclusion 
 
This study investigates the training of workers by foreign private firms in 

Africa to better understand which firms carry out such training and why. Using a 

unique survey by UNIDO, I measure the extent to which enterprise-based training 

(EBT) by 1,216 foreign firms operating in 15 sub-Saharan African countries is 

correlated with other characteristics of those firms and the host country. When 

controlling for a firm’s industry, region of origin, and several other characteristics, I 

finds no association between a firm’s relationship with the local IPA and the training 

provided by the firm. I do, however, find a significant positive relationship between the 

amount of training expenditures and the importance of government services to the firm, 

suggesting an important role for government in encouraging firms to train more. I also 

find that human capital (measured by adult literacy and the Education Index) are 
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significant and positively correlated with a firm’s decision to train, but are insignificant 

and negatively correlated with a firm’s training expenditures.  

As policy responses, I suggest a greater role for government that involves 

informing firms of the benefits of training and promoting the formation of professional 

networks between firms. IPAs may have a role to play in attracting firms from certain 

industries and regions that typically provide more training. Finally, it is important that 

countries have a sufficiently educated population in order for firms to see the value in 

training. However, my findings suggest that given a firm’s decision to train, less 

educated, healthy, and wealthy populations actually receive more training. 
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