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INTRODUCTION

1. The importance of achieving sustainable economic development through

cooperation was recognized in Africa as of 1958 when the first conference of independent

African states was held in Accra, Ghana. The multiplicity of economic cooperation

organizations created since then in Africa shows the importance given to economic

integration as part of a general strategy for encouraging sustained economic growth in

Africa.

2. The importance of economic integration for Africa derives mainly from the

opportunities it provides to pool resources for investment and to enlarge both factor and

product markets. This perception is enforced by the fact that most national markets in

Africa are too narrow and inadequate to sustain sizable economic operations. Integration

can contribute to the increased flows of foreign direct investment through enlarged

markets and improved proximity to resources. Regional integration is also viewed as an

effective means to mitigate the adverse effects of the globalization process by improving

the bargaining power of African countries in external economic relations. Collective self

reliance, as embodied in the Lagos plan of action and the Abuja Treaty of 1991, is at the

heart of regional integration in Africa. Thus, progress in economic cooperation and

integration has often been viewed as important for utilizing Africa's agricultural and

industrial potential and realizing its prime objectives of accelerating economic growth

and reducing poverty.

3. Integration schemes in Africa have registered some achievements. For example,

exports within COMESA increased from 4 percent of total exports in 1985 to 8.3 percent

in 1997 and that of ECOWAS and SADC increased from 5.2 and 1.4 percent

respectively, in 1985, to 9.7 and 11.4 percent in 1997 (World Bank 1999b: 337).

COMESA's Annual Report of 1998 reports "phenomenal growth of

intra-COMESA trade" between 1996 and 1998 (COMESA 1998). In another report1,

COMESA noted the following achievements: elimination of non-tariff barriers in most

1 Speech made by a COMESA representative at an adhoc expert group meeting at the ECA June 13-

15,1999
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states; establishment of common customs Declaration documents; automated system of

custom data and management; establishment of COMESA yellow card scheme; and

advance cargo information system. Similarly, ECOWAS has shown positive results. For

example, it has funded projects in the field of agriculture, industry, telecommunications,

and regional road networks. It has also attempted to harmonize road regulations.

Moreover, it has achieved progress with regard to free movement of persons and goods

within the community. Similar achievements are also recorded in other regional

economic groupings in Africa.

4. However, despite these encouraging achievements, several decades of economic

integration endeavors have fallen short of expectations. There is consensus that African

countries have not yet achieved significant progress towards integrating their economies

as envisaged in the frequent declarations made on several occasions. Some of the

stumbling blocks towards integration included lack of political will, ideological

differences, reluctance to share sovereignty on the part of member countries, political

instability and endless conflicts in the region, lack of financial resources, capital flight

from the region, weak institutional framework (e.g. lack of mechanisms to control

corruption, problems of coordinating integration projects, high transaction costs of doing

business, limited administrative capacity of RECs, uncertainties prevailing in the region),

and adverse international environment (e.g. growing debt servicing problems,

deterioration in terms of trade).

5. Moreover, the progress of integration in Africa is basically constrained by certain

factors pertaining to the specific conditions of the region. These are: 1) rigid economic

structure (e.g. weak intersectoral linkages, close ties with former metropolis that have

been very difficult to break); 2) relative lack of complementary production structure. 3)

multiplicity of intergovernmental organizations giving rise to overlapping commitments

and overstretching of scarce managerial resources; 4) problems of distribution of costs

and benefits of integration, and 5) the alarming economic and social conditions of Sub-

Saharan Africa as graphically indicated in Annex 1.
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6. Today, integration in Africa is confronted with unprecedented changing and

opportunities in the face of an ever- changing international circumstances [UNDP 1999].

Globalization (and economic adjustment policies) provided Africa with challenges and

opportunities. Integration has either to adjust to changing circumstances or is bound to

stagnate as in the past.

7. Globalization can directly or indirectly affect regional cooperation and integration

in the following ways: 1) through changes in the flows of international finance (including

FDI and ODA), technology, and managerial skills required for the promotion of

integration projects: 2) through international agreements and aid policies (such as

SAPs),which directly affect the autonomy or sovereignty of the national state, and 3)

through international trade and consequent developments such as deterioration in terms of

trade.

8. Globalization confronts Africa with real challenges. One basic issue is whether

Africa has the required capacity to simultaneously take advantage of the opportunities

that globalization might provide and tackle the challenges that it poses. Africa's exports

are already facing limited effective demand, which is compounded by the Asean crisis.

Africa's share in both global foreign direct investments (FDI) and world trade is already

on the decline. Africa's debt burden has become increasingly unbearable despite adhoc

measures taken by the international community to reduce it. The income gap between

Africa and the developed world has been widening despite policy reforms implemented

by many countries in the region. Environmental concern is another problem fueled by

globalization.

9. Globalization can imply increased risks for African countries. There is a need to

design risk management strategies if what has happened in some developing countries

(e.g. Asian countries) is not to repeat in Africa, though the region is less exposed to

global disturbance than south Korea or Indonesia. Can regional integration enable Africa

to successfully tackle the challenges posed by globalization and empower it to mobilize

resources to attain collective self reliance?
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10. Integration in Africa has remained a matter for government-to-government

decision making process and the private sector has remained marginalized in the process

of cooperation and integration in the region. Financing of regional projects, a

fundamental issue in the integration process, has been left largely to donors and

governments and the private sector has played limited roles in mobilizing resources for

accelerated growth and integration in the region. Assessed contributions by member

states have remained small and unreliable sources of funding for the promotion of

regional economic communities (RECs). In recent years, aid to Africa has been declining

both in absolute and real terms.

11. The purpose of this study is to explore ways and means of financing integration

projects and programmes in Africa with focus on the mobilization of private sector

investment. The study focuses on the following questions: what alternative sources of

fundings are available for regional integration? What factors determine flows of fundings

from different sources? What measures should be taken to mobilize sufficient fundings

and what effective mechanisms are there to effectively utilize the already available

resources?

12. The rest of this paper is organized as follows. The second section reviews the

relationships between integration strategies and structural adjustment policies (SAPs),

identifies sources of finance, discusses integration projects, and reviews experiences of

integration schemes outside Africa. The paper makes a distinction between national

projects" and integration projects", the two terms which are often confusingly used in

the discourse of integration. Further, it identifies and analyses the major sources of

finance for development activities and for the running of the secretariats of RECs. It also

identifies and analyses major factors influencing the flows of these sources. Sources of

financing are classified into two broad categories; namely: regional sources and extra-

regional sources. An overview of each of the various sources are presented while special

attention is paid to regional and sub-regional financial institutions. The section also

attempts to identify and analyse the actual and desirable uses of funds originating from
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different sources. A distinction is made between those flmdings which are to be used for

the running of the secretariats and those used for development purposes. This section also

discusses expected outcomes of the activities to which funds are put. A flow chart is used

to depict the linkages between determinants of financial flows, sources of funds, uses,

and outcomes. This relationship is based on the assumption that conducive policy,

institutional, infrastructural and external environments are already in place. The section

also briefly reviews experiences of other regions in financing integration projects.

13. The third section focuses on the analysis of issues and options pertaining to the

mobilisation of private resources and market forces (including factor mobility) for the

acceleration of integration process in Africa. The section opens with a discussion of

assumptions, opportunities and challenges underlying effective tapping of the potentials

of this sector. Some of the questions raised here include what factors influence the

participation of the private sector in the financing of regional projects? In what ways do

these factors affect decisions of indigenous and foreign investors? What policy options

are available to strengthen those factors which positively affect the performance of this

sector? In discussing these issues, the section focuses on capital markets, cross-border

investments by African investors operating in member countries of RECs, and on foreign

direct investment in regional projects.

14. The fourth section reviews the role ODA plays in the integration process in

Africa. Currently, this source of finance has been experiencing significant developments

resulting from the globalisation process. How these developments affect the flows of

funding to integration projects and what adjustment mechanisms should African countries

adopt are relevant to the present study. Similarly, developments in international

agreements and evolving policies of donors are investigated.

15. The final section presents a synoptic review of issues and options discussed in the

study and provides policy directions and operational mechanisms for greater integration

in Africa. It focuses on what is to be done to mobilise finance for integration in Africa

and on how to do it.
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2. SOURCES AND USES OF FINANCE FOR INTEGRATION

PROJECTS AND PROGRAMMES

2.1 Integration Strategy in Africa and Structural Adjustment Policies

16. Africa's integration strategy, as re-affirmed by the Abuja Treaty of 1991,

constitutes a strategy which is based on a four-pronged process characterized by: a) the

development of regional infrastructure with a view to fostering the physical integration of

the continent; b) the liberalization of trade and expansion of national markets into sub-

regional economic spaces; c) the creation of sub-regional production bases; and d) the

convergence of macro-economic policies. One important issue is whether Africa's

regionalization strategies and efforts are in harmony with the implementation of structural

adjustment policies (SAPs) in the region. In other words, it is not clear whether

adjustment and integration are mutually reinforcing or conflicting developments.

17. Different approaches can be proposed regarding SAPs and integration. The

"adjustment-adapted market integration" approach (Haarlou 1997) is one among several

approaches. This approach emerged around 1990 and it represented a break with the

attempts to use regional integration as a means for import substitution behind relatively

high tariff walls. This approach strove, instead, to align regional integration with the

basic principles of SAPs, which are being implemented in many African countries under

the auspices of the Bretton Woods institutions. The new approach attempts to harmonize

regional integration with the ongoing liberalization and outward-oriented reform

measures being implemented by member countries of African RECs. In short, the new

approach proposed that existing RECs should adjust to structural adjustment policies.

18. Integration and SAPs may have some intersection points, or a common

denominator like harmonization of macroeconomic policies and achieving smooth

mobility of factors of production among member countries of RECs. The existence of

common objectives imply that integration and SAPs can be mutually reinforcing rather

than conflicting each other.
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19. However, integration and SAPs may have conflicting objectives regarding trade

policies such as the reduction or elimination of tariffs and rules of origin clauses in trade

agreements. Members of a REC may eliminate tariff and non-tariff barriers to promote

intra-regional trade but may attempt to maintain barriers against non-members (including

transnational corporations, TNCs), contrary to the requirements of SAPs. Similarly, the

rules of origin clause of a REC (e.g. see COMESA'S clause, which is currently under

review (COMESA 1998), provides that a commodity should originate from a member

country to be qualified for tariff purposes. Such a clause may bar intra-regional trade in

commodities originating from outside the regional grouping.

20. Both integration and SAPs have the common goal of promoting economic growth

and development. And, as such, both involve actions on the same macroeconomic and

sectoral variables. Policy in one sphere necessarily has implications for action in the other

sphere (ADB 1993). However, SAPs and integration may differ regarding the ways to

attain growth and development goals. For example, SAPs rely wholly on competition as a

means for attaining growth, while integration attempts to promote competition within co

operation, or through collective self-reliance.

21. The temporal dimension of integration and SAPs are different. SAPs are medium-

term strategies for restoring macroeconomic balance and growth, while integration is

focused on the medium-to long-term transformation and the promotion of inter-linkage in

the regional economy (ADB 1993).

22. Because of SAPs, RECs may lose the margin of advantage that can be enjoyed

from preferential trade liberalization as noted by ADB (1993:154):

Global trade liberalization, an important component of structural adjustment

policy, does not necessarily march hand-in-hand with preferential trade

liberalization, since rapid globalization reduces the margin of advantage that can

be enjoyed from preferential trade liberalization.

23. On the other hand, it is possible that integration can enhance the implementation

of adjustment policies in member countries. For instance, the member states ofECOWAS
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have defined a macroeconomic convergence criteria, which includes a budget deficit not

exceeding 5 percent of GDP; central bank credit to government to be reduced to 10

percent of government revenue; inflation to be maintained at or reduced to a single digit

rate by the year 2000; exchange rates to be harmonized and overvaluation to be

eliminated, etc. (ADB 1998a: 69).

24. It is also important to note that because of adjustment policies, the African states

can no more effectively use the traditional instruments such as monetary, fiscal, and trade

policies to manage the economy (Befekadu 1998) and gear it towards a regionally

integrated economy.

25. Today, aid policies are manifested through structural adjustement policies (SAPs).

Adjustment-induced macroeconomic policy reforms and regional integration seem at

variance with each other as things stand today. Policy dialogue never gave attention to the

regionalization efforts of African countries. Adjustment encouraged in outward-looking

policies to manage domestic economic crises (although it advocates an open-door policy

with respect to the interests of TNC). A country's obligations to regional bodies are

neglected in policy dialogue with the major donors. A country's commitment to regional

cooperation and integration is never reflected in policy framework papers, national

budgets and in development programmes. Inter-country policies are not harmonized.

Arrears are already rising, as member countries are unable to meet their commitment to

sub-regional bodies. [Asante & Tiagha 1996].

26. Integrating countries have largely failed to harmonize their macroeconomic policy

reforms and regulatory frameworks. Unilateral liberalization may tend to depress private

investment in the productive sectors unless member countries simultaneously liberalize.

Zimbabwe and Zambia faced the consequences of unilateral liberalization, which paved

the way for increased imports of industrial goods from South Africa. Zimbabwe alone is

said to have lost more than 50,000 jobs in the textile sector only due to unilateral

liberalization. Currently, SADC does not provide preferential treatment for weaker

nations [Peter 1999]. Obviously, private investment in Zambia and Zimbabwe is at the

losing edge.
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27. The World Bank can contribute to regional integration in Africa by not insisting

on unilateral liberalization, a process which may militate against the interests of weaker

nations. Obviously, there is a need to harmonize macroeconomic policies of member

countries. Weaker nations may need preferential treatment as they have limited capacity

to compete on equal footing with stronger ones. For example, a weak country could be

exempted from the prohibition of export subsidies. Moreover, regional integration should

not focus on trade alone; there is a need to venture into the area of productive endeavors

like industry and agriculture.

28. Donors are in advantageous positions to use their leverage, during the process of

policy dialogue, to encourage individual countries to commit themselves to regional

cooperation and integration. Is it not possible to make regional integration part and parcel

of policy dialogue?

2.2 Sources and Uses of Finance for Integration: An overview

29. The following section attempts to provide a snapshot of the determinants of

funding for integration, potential sources of funds, desirable uses of these fundings, and

expected outcomes of increased mobilization of finance for integration (see Figure 1).

This overview provides a framework for subsequent discussions.

30. The flows of funding to integration projects and their utilization basically depend

on conducive macroeconomic policies, good governance, the rule of law, peace, security,

stability, and on conducive external environment. Under such an ideal condition, it is

possible to realize a smooth flow of adequate finance for integration (Figure 1).

31. The major sources of finance for integration can be classified into regional and

extra-regional sources. The former includes: 1) assessed contributions by member states,

2) self-financing mechanisms (special levies), 3) income generating activities by RECs,

4) regional and sub-regional financial institutions like African Development Bank (ADB)

and 5) cross-border investment among member countries. The latter includes foreign
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direct investment (FDI), official development assistance (ODA), and international non

governmental organizations.

32. The major determinants of each source of finance for integration are identified in

Figurel. The volume and flows of assessed contribution depend mainly on political

factors and policy variables prevailing within member countries of RECs. Self-financing

mechanisms, or special levies, too are basically determined by similar factors. That is,

perhaps, why some people argue that the difference between the two sources is rather

apparent than real. As to income-generating activities of RECs, the major determinant of

such income flows is basically the ability and ingenuity ofthese RECs than anything else.

33. Flows of funding from regional and sub-regional financial institutions depend on

global developments (e. g. changes in the direction of international finance) and by the

capacity ofthese institutions to secure and absorb funding from various sources.

34. Cross-border investments are basically determined by the extent to which national

policies and regulatory frameworks are harmonized, factor mobility is facilitated, and

adequate infrastructure is provided.

35. The flows of foreign direct investment (FDI) are a function of both domestic

conditions (see below) and external conditions. Policy reforms alone may not attract

sufficient finance for integration. Similarly, the flows of ODA depend on internal and

external factors. Here, it is important to identify factors which are beyond the control of

African countries and those factors within the control of these countries.

36. The ability to use these fundings efficiently and effectively is a question that

deserves serious attention. There could be cases where already available funds are not

utilized due to limited technical and managerial capacities of RECs.

37. Which source of fundings should be put to which specific use is another question.

The running of the secretariats ofRECs and compensation payments should be funded by
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finance raised by RECs. Integration projects and programmes should be funded by all

other sources of finance.

38. Expected outcomes of integration projects (which depend on capacity to utilize

fundings) will have feedback effects on the flows of fundings. For example, the success

of integration projects could lead to more harmonized policies, which, in turn could lead

to increased flows of finance to projects.

39. Assessed contributions are constrained by problems of assessment and inadequacy

of contributions. Arrears have remained large as some members of RECs fail to observe

their commitments. That is why self-financing mechanisms (special levies) are proposed

as a supplementary source of funding (see various documents of RCID, ECA). Income-

generating activities are being practiced by some RECs like COMESA (see COMESA

1998). Regional and sub-regional financial institutions are expected not only to provide

funding for integration, but also technical assistance towards building the capacity of

RECs and of member states in promoting integration projects, hi addition, non

governmental organizations can provide fundings for integration as it is the case with the

Maghreb region2.

Report made at the Adhoc Expert Group Meeting held from June 13-15,1999, organized by UNECA.
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Regional Financial Institutions: ADB & BADEA

40. Of the regional financial institutions, African Development Bank (ADB) deserves

detailed discussion. The Bank Group has been empowered by its statutes to contribute to

regional integration. However, ADB lending to integration projects is extremely small;

currently, it is less than 2 percent of its total lending. A lion's share of this lending has

gone to the West African sub-region, an area where there is a relatively large number of

regional groupings. Such a low disbursement to multinational projects could be explained

by several factors, which could be classified into two broad categories: (1) limited

capacities of borrowers and (2) rigidities on the side of the Bank Group (including

restrictive laws and regulations). One study identified the following problems: (1)

weakness of institutions or agencies engaged in the identification and promotion of

multinational projects, and (2) constraints arising from differing perceptions among

participating countries regarding benefits and cost sharing arrangements for regional

projects and integration schemes [Ndiaye 1990].

41. ADB Group multilateral lending (finance which benefits more than one country),

over the period 1967-97, averaged only 1.7% of the total loans and grants approved by

the Group. Moreover, no funds were approved for multilateral lending between 1995 and

1997 [ADB 1998b: 8]. The window for the Bank's non-concessional lending has become

quite narrow due to significant shifts in global resource flows during the past decade.

Access to concessional resources has diminished by about 2% at the time when the

incidence of poverty in Africa is on the increase and at the time when the number of

regional member countries qualified for concessional loans which increased from 33 to

39. Moreover, current growth trends require Sub-Saharan countries to more than double

their per capita GDP growth performance in order to qualify for access to non-

concessional funds [ADB, Internet].

42 It appears that the Bank's feeling is that integration projects are underfunded

primarily because of demand side constraints. One study observed that "although the

Bank provides loans to finance pre-investment studies, few countries have asked the

Bank for assistance" [Otieno 1990: 65]. This is partly attributed to the unwillingness of
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borrowing countries to contract loans for a feasibility study, which may not have

immediate benefits. But, one can suspect that there could be other important constraining

factors on the part of borrowers other than alleged unwillingness to borrow. For

example, one can mention the question of capacity and lack of information. Of course, it

is possible that member countries themselves are not fully committed to multinational

projects. National governments rather emphasize national projects primarily because of

political and social reasons. In addition, there are a host of other constraining factors

including non-harmonization of macroeconomic policies, debt burden, cost and benefit

sharing problems, etc. As to the question of unwillingness to get loans, one possible

solution is to provide grants, rather than loans, for pre-investment studies.

43. The Bank itself has its own problems. For example, it may not have adequate

resources at its disposal to effectively contribute to large schemes, in which it has

interest. The financing of joint projects may be a slow process because they involve

complex procedures including political, juridical, administrative, and technical

procedures. In addition, Bank resource allocation criteria emphasize individual country

allocation with no reference to supporting sub-regional organizations. It should also be

mentioned that there are legal constraints to lending directly to sub-regional organizations

as compared to loans extended to national projects, which are relatively easily guaranteed

by governments [Otieno 1990]. Obviously, much remains to be done to improve the

financing capacity of the Bank.

44. Projects financed by ADB are usually identified in four ways: (1) from the

Bank's own initiative; (2) from borrowing countries; (3) from other donors; and (4) from

sub-regional institutions [Otieno 1990: 64]. This suggests that there is no single

organization for being accountable for failure in identifying integration projects. Perhaps,

RECs and regional sub-regional financial institutions should set up a joint facility for the

purpose ofproject identification and pre-investment studies.

45. Here, it is important to acknowledge some outstanding initiatives taken by ADB

towards the promotion of integration projects. These are Shelter Afrique, Africa- Re, the

Federation of African Consultants, and the Association of African Development Finance
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Institutions. This suggests that the Bank Group has the potential to do more towards the

promotion of integration projects.

46. The statutes governing the ADB's operations and those of its affiliates are

strongly supportive of its role in financing multinational projects. Compared to the

operations of other multilateral financial institutions in this field, the Bank in its first ten

years was better than its counterparts. In 1972, multinational loans as a share of total

commitments was 1.9 percent for the World Bank compared to 2.6 percent for the Asian

Development Bank and 11.6 percent for the African Development Bank [Otieno 1990].

About fifteen years later, these institutions have not succeeded in increasing their share of

lending for multinational projects. Indeed, ADB's share was on the decline;

multinational lending was not rising in line with total loan commitments. The powerful

factors behind this poor performance are, perhaps, the rigidities of the Bank's statutes,

which may not allow it to be more active in the process of pre-investment studies.

Associated with this, is lack of aggressiveness in identifying these projects. Some of the

issues concerning ADB and the integration process in Africa include: (1) the need to

strengthen a focal point within the Bank to promote regional cooperation and integration;

(2) assuming increased responsibility for undertaking pre-investment studies of

integration projects; (3) co-ordinating and building the capacity of organizations involved

in project identification and design; (4) increasing funds allocated to the promotion of

integration projects; (5) promoting co-financing mechanisms for the acceleration of the

integration process; (6) providing governments with special incentive towards increased

borrowing for multinational projects and programmes (e.g. favorable terms and

conditions) and (7) considering increased fundings for sub-regional organizations.

47. As it is impossible to clap with one hand, ADB's efforts alone will lead regional

integration nowhere; African governments, too, should consider certain measures

including, (1) the establishment of a focal point, within the government structure,

responsible for matters related to regional cooperation and integration; (2) harmonizing

macroeconomic policies with other member countries; (3) paying more attention to

integration projects in national plans and investment programmes; and (4) setting up a
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special fund, say a special levy separate from ordinary budget, for the purpose of

improving the financial positions of regional groupings.

48. It is also possible to mention the case of The Arab Bank for Economic

Development in Africa (BADEA), an independent regional financial institution, which

began operation in 1975 from its headquarters in Khartoum, Sudan. Its objective is to

assist non-Arab Africa. Loans and technical assistance approved in 1997 amounted to

99.83 million dollars, out of which loans alone amounted to 94.91 million dollars. In

1997 no loans were provided for truly regional integration projects. But, technical

assistance, which was very small (totaling 4.92 million dollars), was partly provided for

truly regional projects, mostly training facilities. More specifically, truly regional projects

received technical assistance amounting to 0.59 million dollars (12% of the total technical

assistance in 1997). The share of regional integration projects and programs in the total

technical assistance provided by BADEA to the African region between 1975 and 1997

stood at 14.4 percent (5.9 million $ out of 41.3 million $). Technical assistance was

provided to integration projects mostly in the form of training, environmental protection,

support for organizational activities of regional organizations, etc. [BADEA 1997].



De
te

rn
ri

aa
if

fs

•
Po

li
ti

ca
l
wi

ll
an

d
co
mm
it
me
nt

to

in
te
gr
at
io
n

*
Re

du
ce

d
so

ve
re

ig
nt

y
in

fa
vo

ur
of

in
te
gr
at
io
n

*
Im
pr
ov
ed

fi
na

nc
ia

l
st

at
us

of
me
mb
er

co
un

tr
ie

s

*
H
a
r
m
o
n
i
z
e
d
po
li
ci
es

•
Re

du
ce

d
de
bt

bu
rd

en

♦
Im

pr
ov
cd
ca
pa
ci
ly
of
sc
cr
ct
ar
ia
Un
fK
li
Cs

9
In

cr
ea

se
d
au
to
no
my

of
Rl
iC
s

•
We
ll
-o

rg
an

iz
ed

an
d

ef
fi
ci
en
t
se

cr
et

ar
ia

t

•
Mo
re

fl
ow

s
of

in
te

rn
at

io
na

l
fi
na
nc
e
to

rc
gi

on
al

/s
ub

-r
cg

io
na

l
in
st
it
ut
io
ns

•
Im

pr
ov

ed
le
nd
in
g
po
li
ci
es
,
te

rm
s
an
d

co
nd
it
io
ns

•
Ab
so
rp
ti
ve

ca
pa
ci
ty

of
"f

in
an

ci
al

in
st
it
ut
io
ns

*
Co

nd
uc

iv
e
mi

cr
oe

co
no

mi
c
po
li
ci
es

•
Ha
rm
on

iz
ed

po
li
ci
es

an
d
re

gu
la

to
ry

fr
am

ew
or

ks

•
Im

pr
ov

ed
in
fr
as
tr
uc
tu
re
&

in
fo

rm
at

io
n

s
y
s
t
e
m

•
Im

pr
ov

ed
fa
ct
or

mo
bi
li
ty

•
Po

li
cy

fr
am
ew
or
ks

fo
r
FD

I

•
Ec

on
om

ic
de

te
rm

in
an

ts

•
Bu
si
ne
ss

fa
ci

li
ta

ti
on

•
Im

pr
ov

ed
ne

go
ti

at
in

g
ab

il
it

y
•
Im

pr
ov

ed
»
d

po
li
ci
es

•
Ir

np
ro

ve
d
ab
so
rp
ti
ve

ca
pa
ci
ti
es

» » » » »

—
»

As
se
ss
ed

co
nt
ri
bu
ti
on
s

Se
lf
-f
in
an
ci
ng

me
ch

an
is

ms
ai

td
in
co
me

ge
ne
ra
ti
ng

ac
ti
vi
ti
es
by

R
E
C
s

Re
gi
on
al

an
d
su
b-
re
gi
on
al

fi
na
nc
ia
l
in

st
it

ut
io

ns

Cr
os

s-
bo

rd
er

in
ve

st
me

nt

F
D
I

O
D
A
&

in
te

rn
at

io
na

l

N
G
O
s

—
>

—
»

—
i

—
♦

—
*

-
—
»

Ru
nn

in
g
of

re
gi

on
al

se
cr

et
ar

ia
t
&

co
mp
en
sa
ti
on

pa
ym

en
t

De
ve
lo
pm
en
t

ac
ti
vi
ti
es

(n
tc

tr
ao

un
pn

>t
cc

ts
an

d

p
r
o
g
r
a
a
m
e
s
)
,
pr

e-

bt
ve

st
me

nt
st

ud
ie

s;

en
vi
ro
nm
en
t,

so
ci

al
,

..

cu
jd
Mi
li
ro
gr
in
Hn
es
,

rl
nv

fl
up

ai
ui

M
of
c
o
m
m
o
n

-
*

'
Eq
ui
ta
bl
e
di
st
ri
bu
ti
on

of
co

st
s
A

be
ne

fi
ts

•
St

ro
ng

er
so
li
da
ri
ty

s
m
o
n
g
m
e
m
b
e
r
s

*
Ir
np
ro
ve
d
ca
pa
ci
ty

•
In

cr
ea

se
d
ec

on
om

ic
gr
ow
th

•
In

cr
ea

se
d
in
te
gr
at
io
n

*
In

cr
ea

se
d
in
te
gr
at
io
n

in
to

th
e
wo
rl
d
ec

on
om

y

•
In

cr
ea

se
d
re

gi
on

al
tr

ad
e

*
In

cr
ea

se
d
ec
on
om
ic

g
r
o
w
t
h

*
Vi
ab
le

pr
oj

ec
ts

•
In

cr
ea

se
d
mt
cp
at
io
n

■
Mo

rc
hs

rm
on

iz
ed

po
li
ci
es

(t
hr

ou
gh

fe
ed

ba
ck

)

i

I

w o o S



ECA/RCID/044/99

Page 19

2.3 Integration Projects

49. The concept of "integration project" needs clarification. Most often different

terms are used in place (e.g. "multinational projects", "joint projects"). For analytical

purposes, regional projects can be classified into two broad categories; namely, truly

regional projects and projects with implications for regional integration. The former

includes two sub-sets, namely, 1) a joint project forming part of a common investment

program and 2) project which is physically situated in one or more countries and which

involves joint investments undertaken and guaranteed by different countries. Such

projects are very unlikely to attract sufficient funding. The latter consists of three types of

projects, namely, 1) a national project which forms part of a sub-regional investment

program; 2) a project which is situated in one country and which utilizes, as its inputs, the

output of goods and services from two or more countries; and 3) a project established in

one country with a view to achieving a balanced distribution of investments among

countries participating in an integration scheme. Some examples of national projects with

regional implications include national road projects, airports, harbors, and

communication facilities providing links with neighboring countries [Otieno 1990: 51].

Obviously, loosely defined projects i.e., the latter type of projects, are likely to attract

more funding rather than truly integration projects. For example, ADB Group cumulative

lending for truly integration projects up to 1988 stood at about 3% as contrasted to about

8%, over the same period, for broadly defined projects [Otieno 1990].

50. Currently, economic co-operation in Africa involves a wide range of areas as

indicated in Table 1. Almost all RECs have co-operated in the area of trade, customs,

money and finance, agriculture, and industry. Some cooperate in the area of

infrastructure. Very few of the RECs cooperate in the area of information, social/cultural

affairs, human resource development, regional security, and environment.
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Table 1 : Areas of Cooperation of RECs in Africa

RECs

AMU

ECOWAS

CEAO

MRU

ECCAS

UDEAC

CEPGL

COMESA

SADC

Trade &

customs

X

X

X

X

X

X

X

X

X*

Finance,

monetary

cooperation

X

X

X

X

X

X

X

Agric

ulture

X

X

X

X

X

X

X

X

Indu

stry

X

X

X

X

X

X

X

X

Infrastru

cture &

energy

X

X

X

X

X

X

Information

social &

cultural affairs

X

X

Human

resource

dev't

X

X

Region

security

X

Environment

& natural

resources

X

X

X

Other

s

X

X

X

X

X

X

X

X

* Trade only

Source: Summarized from UNCTAD. Handbook of Economic Integration and

Cooperation in Developing Countries, 1996.

51. Co-operation in the area of agriculture in most groupings has received less

attention as compared to co-operation in the area of trade. In Africa, where food security

problems are serious, co-operation in the area of agriculture is imperative. Comparative

advantages in countries growing similar crops may be different (e.g. see Odhiambo et al

1996). Potential areas for co-operation include fertiliser production, research and

development, drought control, pests and disease control, meteorology and weather

forecasting, irrigation, etc. Similarly, further attention should be given to industry,

transport and infrastructure. Perhaps, there is something to learn from successful co

operation schemes attained by Ethiopia and Djibouti in the area of infrastructure

(railways and harbour service) and transport.

52. Problems of financing integration projects can be illustrated with reference to the

second United Nations Transport and Communications Decade in Africa (UNCTADA

II)3, a programme aimed at a concerted action by African governments, RECs, and the

UN system to mobilize resources for the sector over the last decade of this millenium.

The programme was expected to provide a framework for all partners to co-ordinate their

What follows is a summary of:

1) ECA, UNCTADA II 1991-2000. First Mid-term Evaluation, Transcom/951 /Rev. 1, X 994 and

2) ECA, UNCTADA II 1991-2000. The second Mid-term Evaluation, ECA/RCID/59/97, 1997.
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individual interventions and to create an enabling environment for the promotion of

transport and communications projects in the region.

53. UNCTADA II was proclaimed in 1988 by the United Nations General Assembly

at the request of African Ministers of Transport, Communications and Planning. As its

name suggests UNCTADA II is a follow-up to the first decade programme, which was

implemented from 1978 to 1988. UNCTADA II accorded the highest priority to sub-

regional and regional projects followed by national projects. It was formally launched by

the United Nations General Assembly in its resolution 46/456 of 20 December 1991.

UNCTADA II provides a striking illustration of failures of the design and

implementation of regional and sub-regional projects as can be substantiated by results of

the second mid-term evaluation (UN/ECA 1997).

54. In terms of funding, national projects received the highest priority contrary to the

objectives of the programme. For example, regional transport projects, which accounted

for 40 percent of sector projects, received hardly 3 percent of mobilized funding. At the

sub-regional level alone 30 projects were abandoned because of weak project

identification procedures, design, and funding problems. Regarding communication

projects, national projects received the rest. Here, it should be noted that the program is

on the decline. In 1993, only 39 new projects were approved out of 315 presented and

"no new projects were included in the programme" since then (ECA 1997: 25).

55. The programme was unable to mobilize enough fundings because of demand-side

problems (e.g. inability to identify, design and execute viable projects) and because of

supply-side problems (e.g. UNDP withdrew assistance to UNCTADA II and the World

Bank has no mechanism for financing regional projects).

56. The institutional set-up of the programme (UNCTADA II) is amorphous and

complicated. Apart from governments, the institutional framework of the programme

consisted of the ECA, other UN agencies, inter-governmental organizations, and different

committees and groups. These various organs are poorly coordinated. It has been reported

that "high authorities are often not aware of the existence of some of the committees
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(UN/ECA1997: 23). The decision-making process is often based on the top-bottom

approach. Duplication of efforts is common because of complications in the

organizational structure of the institutional framework. ECA's second mid-term

evaluation report concluded that:

It seems clear, that owing to lack of resources and to the complex function

relations, the implementation and follow-up mechanisms and the institutional

framework did not allow for efficient implementation of the Decade programme

(UN/ECA1997:25).

57. Financing of integration projects in Africa often faces a number of problems. In

what follows, we will focus only on certain selected issues. A project may lack funding

because it may not be commercially viable, although it may be politically and socially

desirable. The internal regulations of funding institutions may restrict lending only to

commercially viable projects. As a result, available funds may remain underutilized. The

only viable solution to this problem, given the current trends in the lending policies of

funding institutions and in development thinking, is perhaps to focus on commercially

viable integration projects. The private sector is interested only in profitable projects.

And, profitable projects are likely bankable.

58. Projects can be underfunded because of lack of facilities including shortage of

skilled human resources for the purposes of identification, preparation, and evaluation of

integration projects. This problem could be tackled partly by shifting the tasks of project

identification and design to funding institutions. For example, Islamic Development Bank

has such a facility for pre-feasibility and feasibility studies [UNCTAD 1986b]. The ADB

has a similar facility; what remains are to further strengthen it. Another option is that

regional and sub-regional financial institutions provide regional organizations with the

required technical assistance. The capacity of regional groupings can be strengthened

through grants or concessional loans for the pre-investment studies of integration

projects, although concessional loans are currently on the decline. In addition, it is

important to develop clearly defined guidelines for the selection and evaluation of

integration projects.
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59. Projects may also be underfunded due to lack of guarantors. International

financial institutions are often reluctant to extend credit to regional institutions unless

guarantors are available. Individual member countries are required to be guarantors, but

because there are so many of them within a community, the transaction costs of

establishing such guarantors could be very high. Options available include, 1) only one

member country could be a guarantor; 2) financial institutions give grants rather than

loans; 3) lend to one country and let that country, in turn, lend to regional institutions. In

the final analysis the best guarantor is the quality of the project [UNCTAD 1986b].

2.4 Experiences of Regional Integration Schemes outside Africa

60. A review of experiences of other integration schemes can help Africa draw

lessons from. In what follows, the author will attempt to briefly review the experiences of

selected regional groupings outside the region.

61. The Association of South-East Asian Nations (ASEAN) founded in 1967 by the

original members, Indonesia, Malaysia, Philippines, Singapore, and Thailand, with the

signing of the Bangkok agreement. ASEAN was originally an anti- communist alliance

forged in the face of the Indo-china war that was raging at the time. Later, other countries

in the region joined; Brunei in 1984, Vietnam in 1995. The complementarity of the

economies of these countries can be described using the analogy of the "flying geeze"

(see UN/ECA1996) in which the more advanced economies act as a pivot for the

transformation of the less advanced ones. The richest ones (Singapore and Brunei) fly

above all others, while the poor ones (Laos, Myanmar and Vietnam) fly below all others.

62. ASEAN signifies what Browne (1998) calls "Protected regionalism or preferential

trading arrangement (as against "open regionalism" and "micro-regionalism"). Because

of the complex politics of the region, ASEAN has to evolve cautiously for most of its

history. ASEAN has put in place elaborate political and administrative structure and has

attained a dynamic process of economic interchange, which pre-dated the formation of

the grouping.
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63. ASEAN involves co-operation in all major fields including trade, finance,

banking, industry, minerals, energy, agriculture, social development, drug matters,

science, technology, environment, culture and information. Moreover member countries

of ASEAN always strive (to assume common position) and defend common interests in

international fora like World Trade Organization (WTO). According to the 1993-94

Annual Report of ASEAN, the number of integration projects was as follows: two in

trade, one in finance and banking, thirteen in industry and investment, thirty-seven in

food, agriculture, fisheries and forestry, forty-six in transport, communication, and

tourism, fifty-nine in social development, six in drug matters, forty-nine in science and

technology, twenty-nine in environment, and thirty -eight in culture and information.

64. In addition, ASEAN has strong dialogue relation with Australia, South Korea,

New Zealand, United States and UNDP. For example, Japan, which continues to be a

major investor and trading partner of ASEAN, has provided funding for a number of

integration projects in the region [Browne, 1998; ASEAN secretariat 1994; 1995;EIU

1994; Skully 1985].
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Box 1: ASEAN and ECOWAS Compared

ASEAN was established in 1976 to promote regional industrial cooperation and a free trade area. The

economic fortunes of the member countries have been used as indicators of effective regional integration,

and indirectly for promoting regional integration especially by creating a conducive atmosphere for

country-specific development. Intra-ASEAN regional trade has been between 15% and 20% since 1970,

which is higher than the intra-regional trade of any of the identified regional arrangements in SSA. The

minimum interference by the regional body in sovereignty of members demonstrates the congruence of

regional developmental objectives with different national objectives.

The comparison of performance of ASEAN with ECOWAS and the need for ECOWAS to emulate

ASEAN is not new. If the experience of the ASEAN is appreciated, intra-regional trade will increase.

Succinctly put, the ASEAN formula of relevance is the promotion of limited regional cooperation and

policy harmonization in infrastructure, power and communications as a prelude to preferential trade

arrangement. The gradual approach to regional integration in ASEAN is noted. It will be recalled that the

body, though established in 1967, did not set up a secretariat until 1977. The establishment of the ASEAN

free trade area (AFTA) came about only in 1992. Another instructive characteristic of the ASEAN is the

promotion of country-specific growth and development that are consistent with increase in intra-regional

trade and cross-border investments. The roles of export-oriented strategies and country-specific multilateral

trade liberalization are also useful lessons for ECOWAS. More importantly, policy coordination in external

economic relations, a unique feature ofASEAN, needs to be studied by ECOWAS.

For ECOWAS and other regional bodies in developing countries, two main lessons are identified.

First, a gradual approach to regional integration that does not directly emphasize an increase in intra-

regional trade flow, but views such trade as a derivative of economic growth and development of members

should be considered. Thus limited cooperation, policy coordination and harmonization should be

considered by ECOWAS. Second, the role of the ASEAN as an interlocutor for external economic issues

relating to the region should be considered by the regional integration arrangements in sub-Saharan Africa.

The introduction, in the early 1980s, and the implementation of economic reforms at country level by the

SSA countries are not as credible as a regional-base reform mainly because of persistent reversibility at

country level. Regional integrating bodies in the SSA could have done what ASEAN did for its member

countries.

Source: [Ogunkola: 1998].

65. The common Market of the South (MERCOSUR) brings together Argentina,

Brazil, Paraguay and Uruguay, and was created by the Asuncion Treaty of March 1991.

MERCOSUR is among the fastest growing regional groupings in the world. It was

formed at a time when the Latin American countries were frustrated at the slow pace of

multilateral trade negotiations, yet saw regional integration as an important step towards

economic openness and trade promotion.

66. The pace of progress has been impressive. The first three years were a period of

transition, but by the end of 1994, the member countries had eliminated tariffs on 90

percent of regional trade. During that period, the value of trade among the four countries

was estimated to have grown from less than $3 billion to $12 billion per year. Intra-

MERCOSUR trade in 1996 accounted for 22 percent of total exports compared with less

than 10 percent in 1990. The grouping is also the only major customs union outside
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Europe. It has established a common external tariff, covering about 85 percent of imports

from outside the region, which came into force at the beginning of 1995. The tariff

schedule will be fully harmonized over the next ten years.

67. The MERCOSUR countries have a combined population of over 200 million, a

total GDP of over $800 billion, and trade (in either direction) of over $70 billion per year.

The grouping is thus an economic force having huge potentials. In addition to creating a

substantial amount of additional intra-regional trade, the grouping has also been a spur to

incoming foreign investment, as companies have sought to benefit from a large market

[Browne 1998].

68. For the sake of comparison, the trade performances of African RECs are

compared to those of Asian RECs as indicated in Table 2. The performances of Africa's

RECs in the area of trade are not discouraging when compared to RECs in other parts of

the developing world. As can be seen from Table 2. Asian RECs in general, have not

performed better than African RECs. In fact same Asean RECs have exhibited declining

intra-regional trade performance over time (e.g. the South Pacific Forum). The only

exception in Asia is ASEAN for which intra-regional trade as a proportion of total

ASEAN exports rose from 15% in 1970 to 19% in 1990.

69. Some of the lessons Africa can draw from the experiences of other regions

include: 1) the possibility that countries at different levels of development can cooperate

and grow together on the basis of collective self-reliance; 2) different economies should

compliment each other if integration is to prove successful; 3) a dynamic market is an

important contributor to the success of integration schemes; 4) integration projects should

involve all-rounded co-operation in all major fields including trade, finance, banking,

industry, agriculture, energy, social development, environment, culture, and information;

5) most of the successful integration schemes are of the "protected regionalism in

developing countries types i.e. preferential trade area, which discriminated against

outsiders; 6) prior economic ties between member countries constitute the bases for

successful integration (e.g. ASEAN; 7) dialogue relation, i.e. clearly defined ties with

outsiders (as in ASEAN) can contribute to increased mobilization of fundings for
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integration project; and 8) dynamic and growing economies ease the financial burden of

regional groupings; 9) gradualism and an experimental approach should be adopted in

promoting integration; 10) integration helps developing countries to coordinate policies

in external relations and defend their common interests in international fora.
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Table 2. Performances of Intra-community Trade in Africa and Asia

RECs

Arab Maghreb Union

(AMU)

Economic Community of

West African States

(ECOWAS)

West African Economic &

Monetary Union (UEMOA.)

Economic Community of

Central African States

(ECCAS)

Central African Customs

and Economic Union

(UDEAC)

Economic Community of

the Great Lakes (CEPGL)

Common Market For

Eastern and Southern Africa

(COMESA)

Southern African Customs

Union (SACU)

Cooperation Council for the

Arab States of the Gulf

(GCC)

First Agreement on Trade

Negotiation among

Developing Countries of

ESCAP (BANGKOK

Agreement)

South Asian Association for

Regional Cooperation

J^SAARC)

Association of South-East

Asian Nations (ASEAN)

South Pacific Forum

(FORUM)

Region

Africa

Africa

Africa

Africa

Africa

Africa

Africa

Africa

Asia

Asia

Asia

Asia

Asia

Achievement

Recorded intra-regional trade is not more than 1% of total trade

In 1995 recorded intra-regional trade was not more man 1% of total

trade.

The share of intra-regional trade as a proportion of total trade has not

increased since 1975 and it remained at about 10%.

Intra - ECCAS trade is about 2% ofmember countries' total exports.

Intra-regional trade as % of total trade has diminished since mid-

1970s, in 1990s it was as low as 3%.

There is negligible progress in the liberalization of intra-regional trade

(which remains at about 1% of total trade).

Exports within the community increased from 4% of the total in 1985

to 8.3% in 1997.

The trade relation in SACU is extremely asymmetric; biased in favor

of South Africa.

Intra- GCC trade represented 6 percent of total GCC exports to the

world in 1970, 3 percent in 1980, 5 percent in 1985 and 7.2 percent in

1992.

The intra-trade of the Bangkok Agreement countries formed an

insignificant fraction of their total trade with the world, 1.6 percent of

exports and 1.3 percent of imports in 1990.

There was an overall declining or stagnant trend in intra-regional trade

in the SAARC region between 1985 and 1990.

From US$ 4.2 billion global exports in 1960, total exports have

reached more than US$ 163 billion in 1991. Intra-ASEAN trade as a

proportion of total ASEAN exports was nearly 15 percent in 1970 and

continued improving moderately and it was 19 percent in 1990. Its

exports to developing countries had grown sizably from less than 33

percent of total exports in 1960 to 40 percent in 1991.

Intra-trade in 1990 accounted for an insignificant 1.52 percent of then-

total exports to the world; and about 11.91 percent ot their exports to

the wider Asia/Pacific region. Compared to the 1970 (91.30 percent),

intra-trade in both regional and world trade has deteriorated over time.

Intra-trade in 1992 has further declined to 2.45 percent of their total

exports to the Asia/Pacific region and o.37 percent of their exports to

the world.

Source: Summarized from [Soderbaum 1996; UNCTAD 1996].
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3. TAPPING PRIVATE SECTOR RESOURCES

70. In what follows, the author will attempt to address the following questions; what

is holding African entrepreneurs and foreign investor's back? What are the constraints on

entrepreneurship in the region in recent years? What measures should be taken to

promote entrepreneurship in Africa? Africans are no less responsive than other people to

opportunities to make a profit, increase their incomes and improve their standards of

living through entrepreneurial ventures. Yet an assessment of the state of entrepreneur-

ship in the region reveals significant gaps in entrepreneurial capacity for various reasons.

3.1 Determinants and Limitations of the Private Sector in Financing Integration

in Africa

71. The pre-independence socio-economic policies of colonial regimes albeit

interregional variations, did not actively encourage the evolution of indigenous

entrepreneurial capacities and indigenous private sector in Africa. The colonial legacy

had profound implications for the accumulated experience of indigenous entrepreneurial

capacity and, in consequence, for the size and scope of the national capitalist class, which

has remained very weak in most African countries.

72. Because of the ideological orientations of some African countries during the

1960s and 1970s (and even in 1980s, in some cases) toward socialism, the private sector

and individual initiatives were largely discouraged. For example, the military regime in

Ethiopia (1974-1991) fully adopted a policy of squeezing and finally eliminating the

private sector in favor of what it called "scientific socialism". As a result, a substantial

section of the private sector either withdrew from the market or continued operating using

illicit mechanisms such as illegal dealings with government officials and participation in

black markets and in other types of subterranean (underground) economy. It was at this

time that the "ayerbaver" trade (an Amharic word meaning " air-to-air") emerged and

became popular among corrupt officials and illegal traders.
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73. Until recently many governments in Africa failed to recognize an important part

of the private sector i.e., the informal sector. On the other hand, many countries regarded

large private companies and state-owned enterprises as the only avenues for the

promotion of employment opportunities.

74. Constraints to development of the private sector in Africa can be classified into

two broad categories: namely; 1) general constraints and 2) specific constraints [UN/ECA

1994].

75. General constraints have included political instability, lack of business

confidence, (e.g. uncoordinated trade policies, stifling regulatory frameworks, lack of law

enforcement mechanisms, inappropriate property rights regimes, etc,). These constraints

adversely affect entrepreneurship basically by making the business environment risky for

private investment requiring large capital outlays in the productive sectors. In addition to

these constraints we can also mention inadequate infrastructure and limited information

about opportunities for investment. In the past, macroeconomic policy problems were

considered as constraining factors too, but today they are largely reformed.

76. Specific problems of the private sector include problems that are specific to

certain levels of entrepreneurial activities. Informal sector micro enterprises are often

characterized by limited and segmented markets, relatively inefficient production and

processing techniques; shortages of capital, lack of capacity, and inadequate policy

support, while large-scale enterprises are often characterized by problems of investment

design, excess capacity, weaknesses in technology adaptation, paucity of

backward/forward linkage in the economy, and, sometimes, difficulties in the

management of large enterprises.

77. Many countries in Africa have been liberalizing regulatory frameworks for private

investment since the mid-1980s. According to a report of UNCTAD (1996), the

following measures are put in place to promote private investment in the region.
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78. Entry requirements and ownership restrictions are significantly relaxed or

eliminated in many countries. Previously, foreign direct investment (FDI) in many

countries was limited to no more than a specific percentage of the total investment

required for an enterprise. In addition, joint ventures (or partnership with government or

with local investors) were requirements in many countries. In the past, investment

procedures were complex and time-consuming. But today, procedures are simplified with

a view to reducing the transaction costs of doing business.

79. Many countries have liberalized the currency market. Foreign exchange controls

are significantly reduced or eliminated in adjusting countries. Restrictions on capital

flows (e.g. profit, remittance, etc.) are no more hindrance to FDI flows into Africa.

However, there remain problems of implementation arising from lack of adequate

institutional reforms. In some countries exporters are allowed to retain a certain

proportion of the value of their exports in hard currency.

80. Procedures for approval of technology transfer are simplified in many African

countries. An increasing number of member countries have agreed to protect intellectual

property rights. By 1995, thirty-eight African countries were members of the Paris

Convention.

81. Fiscal incentives and other promotion measures are put in place in many African

countries. Tax concessions (e.g. reduced duty or duty-free imports of capital goods in

some countries) are provided. But the incentive structures have varied widely among

countries in the region. Incentives are usually provided to priority areas as identified by

governments. In addition, many countries have put in place favorable labor legislation

and guarantee against nationalization (or adequate compensation in case of

nationalization). Some countries like Tunisia and Mauritius have designated export-

processing zones with a view to promoting FDI in their respective countries.

82. However, liberalization alone has proved insufficient to promote FDI in Africa.

Experience has suggested that institutional reforms should be undertaken in order to
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facilitate the liberalization process. Many countries need to reform their banking and

insurance laws and regulations, contractual laws, and their law enforcement mechanisms.

3.2 Foreign Direct Investment

83. Foreign direct investment (FDI), in addition to providing finance is expected to

help promote growth in developing economies by facilitating the transfer of technology,

increasing labor force skills, promoting competition, and increasing exports. These

"spillover effects" could translate into greater productivity growth in the economy as a

whole [World Bank 1999a].

84. The flows of net private capital into least developed African countries since the

mid 1980s has assumed the following characteristics (UNDP 1999): 1) some increases in

net foreign direct investment; 2) virtual absence of net portfolio investment flows; and 3)

sharp drop in net bank and trade-related lending (e.g. for Angola it dropped from 1,042

million dollars in 1985 to -374 million dollars in 1997 and for Ethiopia from 59 to 23

million dollars over the same period). This implies, among other things, that Africa is

bound to heavily rely on official development assistance, which itself, too, is on the

decline [UNDP 1999; World Bank 1999a].

85. A recent World Bank report noted that net long-term financial flows to

developing countries, including both private and official flows, fell from 338 billion

dollars in 1997 to 275 billion dollars in 1998 (World Bank 1999a).

86. The decline in long-term financial flows to developing countries was concentrated

in flows from international capital markets, which fell from 136 billion dollars in 1997 to

72 billion dollars in 1998. Similarly, commercial bank loans, bonds and portfolio equity

were all affected [World Bank 1999a].

87. FDI flows into Africa has remained quite small as can be seen from Table 3.

During the period 1991-95 annual flows into the region averaged 3.8 billion dollars as

compared to 2.8 billion dollars during 1986-90. Africa has been marginalized in terms of
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flows of FDI as the region's share in all developing economies dropped from 10.8 percent

during 1986-90 to 5.4 percent during 1991-95. Such weak flows can be partly explained

by the existence of a large number of least developed countries in Africa (32 out of 48

countries) which are characterized by small domestic markets, poorly developed

infrastructure, a risky business environment, limitations of highly skilled labor,

institutional constraints, high level of external indebtedness, etc.

88. Moreover FDI in the region is unevenly distributed as the top five host countries

(Nigeria, Egypt, Angola, South Africa, and Tunisia) account for as much as 80 percent of

the total flow into Africa. Flows are strongly dominated by oil-exporting countries most

of which are found in North Africa. During 1991-95, North Africa received an annual

average of 665.2 million dollars (17.5%) out of a total flow of 3,801 million dollars for

all of Africa,

89. For some countries in Africa, divestment exceeded flows. That is countries like

Sudan, Gabon, Cote d'lvoire, Botswana registered negative flows during 1991-95. For

example, Botswana registered an annual average of -55 million dollars over the same

period.

Table 3: FDI Flows in Africa. Annual Average

Period

1981-85

1986-90

1991-95

Africa's share in all

countries %

2.9

1.8

1.7

Africa's share in

developing countries (%)

8.6

10.8

5.4

Flows in billion

dollars

1.7

2.8

3.8

Note: The largest recipients of FDI during 1991-95 are ranked as follows (annual

average in billion dollars):

1. Nigeria-1,250.6 4. South Africa = 401.0

2. Egypt = 692.2 5. Tunisia = 273.4

3. Angola = 516.2 6. Ghana =235.8

Source: UNCTAD (1996) World Investment Directory 1996. Vol.5 Africa.

90. Similarly, a strong concentration pattern is observed in the distribution of FDI

inward stocks in Africa. In 1995, the five largest recipients of FDI (South Africa, Egypt,

Morocco, Angola, and Tunisia) accounted for almost 70 percent of the total African
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stock. South Africa, with 27 percent of the total, has the largest stock, i.e. 10,166 million

dollars in 1995 as against 37,804 million dollars for the whole of Africa. On the other

hand, North African countries (notably Egypt, Morocco and Tunisia), that had negligible

stocks in the 1970s had reached sizeable levels by the mid-1990s (UNCTAD 1996).4

91. The importance of FDI, as measured by shares of FDI in (GDP) and shares of FDI

in gross capital formation, has varied from country to country. Countries with small size

of the domestic economies, (e.g. Liberia, Equatorial Guinea, and Swaziland) have

registered quite large shares of FDI in the GDP. In some countries, the relative size of

FDI is apparently high because domestic investment is depressed while FDI continues to

flow into key sectors. Angola is a case in point. War in that country did not deter FDI in

petroleum, but domestic investment fell considerably. As a result, FDI flows accounted

for almost 70 percent of Angola's gross capital formation in the early 1990s. In other

countries (e.g. Algeria, Nigeria and Tunisia), large amounts of FDI in absolute terms are

not very significant compared with the size of their economies. In some countries (e.g.

Namibia and Ethiopia) recent large investments have not flowed for a long enough period

to produce sizeable stocks [UNCTAD 1996].

92. Africa's FDI originates mostly from Europe will the United States and Japan have

played a lesser role in providing the region with FDI. That is, investors from developed

countries have displayed uneven interest in Africa. Investors from West Europe have

maintained close ties with certain African countries (e.g. with oil exporting North African

countries) because of proximity and post-colonial ties. In 1993, France and Britain alone

accounted for more than 80 percent of the West European stock in Africa. The United

States has become less important as a source ofFDI for Africa during the 1980s.

93. However, US investment has made some recovery in the early 1990s. And this

recovery was very unevenly distributed in the region and was almost entirely the result of

increased investment activity by US affiliates in only five countries, namely, Algeria,

Angola, Egypt, Nigeria and South Africa. As to Japan, negative investment flows or

4 In 1995, Ethiopia's inward stock was only 158 million dollars or 5% of the country's GDP in 1994.
Ethiopia's rank regarding stock was 34th among African countries.
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dinvestment is the order of the day as far as Africa is concerned. The following table

provides the geographic distribution of the sources ofFDI for Africa.

Table 4: Geographic Sources ofFDI for Africa: 1975-1980 and 1991-1993

Region and country*

Developed Countries

Western Europe

European Union

Other Western Europe

North America

France

United Kingdom

United States

Japan

1975-1980

(million $)

942

496

472

24

317

38

313

308

129

1991-1993

(million $)

1332

1134

1066

68

240

397

604

200

-42

*Only DAC member countries.

Source: UNCTAD (1996) World Investment Directory, vol.v Africa, 1996, New York and

Geneva, UN.

94. The sectoral composition of FDI in Africa has been biased against agriculture, the

dominant sector in most economies. FDI is attracted to manufacturing and the service

sector as can be seen from the following table. The mining sector (along with quarrying

received a mere 4.1% ofthe total FDI flows to Africa, perhaps contrary to expectations.

Table 5: Africa: FDI flows bv Sector: 1990-1995

Sector

Primary Sector

Agriculture

Mining & quarrying

Secondary Sector (Manufacturing)

Tertiary (service} Sector

Construction

Distribution

Finance & insurance

All others

All Sectors

Amount million

$

351.8

119.2

232.6

1299.0

1265.5

149.8

265.4

447.9

402.4

2916.3

Percent share

12.1

4.1

8.0

44.5

43.4

5.1

9.1

15.4

13.8

100

Source: UNCTAD (1998) World Investment Directory vol. 5, Africa.

95. Activities of TNC in Africa go beyond (and sometimes considerably so) the

equity investments. According to UNCTAD (1996), many TNCs are involved in the
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region through non-equity arrangements such as management agreements, technical

assistance agreements, technology transfer agreements or technology licensing. Evidence

from large African economies (e.g. South Africa) indicate that non-equity TNC

involvement may be at least as important as FDI. Non-equity investment, low equity

investment, or both reflect the preference of either governments of host countries or

TNCs for this type of investment under certain circumstances. Governments actively seek

this form of investment as a means of accessing international technology without

compromising national control of the corporate sector. In certain situations (e.g. when

risks are high), these forms of investment suit the interest of TNCs as well, because they

enable them to earn income without risking capital.

96. What role does profitability play in attracting FDI to Africa? FDI in Africa is

highly profitable by world standards. Since 1990, the rate of return on United States FDI

in Africa has averaged 29 percent and since 1991 it has been higher than the return in any

other region, including developed countries as a group, by a factor of two or more, in

many years (see Table 6). Net income from British direct investment in Africa was

reported to have increased by 60 percent between 1980 and 1995 and, in 1995, Japanese

affiliates in Africa have been more profitable than those in any other region except for

Latin America and the Caribbean and West Asia.

Table 6: Rates of Return on United States FDI in Africa in Selected Regions and Years

Region

Africa

Primary

Manufacturing

Tertiary

Others

Asia

Latin America

Developing Countries

All Countries

1983

17.7

19.3

13.9

11.9

2.0

27.6

7.0

14.9

13.0

1990

24.2

22.8

20.4

23.8

48.0

27.6

13.0

17.2

14.3

1996

34.2

36.9

21.3

23.1

17.4

193

12.8

15.3

12.5

Notes

The rate of return is calculated as the net income of US foreign affiliates in a given year

divided by the average ofbeginning of year and end-of-year FDI Stock.

The data on Africa excludes South Africa, except for the data on "tertiary".
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"Asia" excludes Japan.

Source: (UNCTAD 1998: 176).

97. However, despite so high rates of returns on FDI, Africa gets the lowest share of

the world's foreign investment (as indicated above) and the number of TNCs that enjoy

such high profits appear to be declining, judging from the number of foreign affiliates of

United States and German TNCs in the region, which has dropped significantly between

the mid-1980s and mid-1990s. The number of the former declined from 596 in 1982 to

444 in 1994, although in 1995 there was an increase in the figure to 516 and that of the

latter dropped from 669 in 1984 to 573 in 1996 (UNCTAD 1998: 176).

98. If not profitability, then what factors determine the flows of FDI to Africa? The

flows of FDI to Africa is largely determined by host country factors consisting of : 1)

policy frameworks for FDI, 2) economic determinants, and 3) business facilitation

[UNCTAD 1998].

99. Policy framework for FDI includes factors such as political and social stability,

rules regarding entry and operations, international agreements, privatization policy, trade

policy (e.g. tariffs), tax policy, etc. Africa has gone far in putting in place the required

policy frameworks except the first one, i.e. political stability. This will be seen below.

However, it should be noted that as FDI policies in many countries become similar, "the

value of these policies as tools to influence locational decisions become less pronounced

"(UNCTAD 1998:98). Hence, other factors (e.g. business facilitation and economic

determinants) become important in determining FDI flows.

100. Economic determinants can be classified into three categories, depending on the

motives of transnational corporations (TNCs) interested in the host country, where the

TNCs motives can be market-seeking, resource/asset-seeking or efficiency-seeking.

These categories are, therefore, 1) market-related factors (e.g. market size and per capita

income, market growth, access to regional and global markets, country-specific consumer

preferences, and structure ofmarket); 2) resource/asset-related factors (e.g. raw materials,

low-cost unskilled labor, skilled labor, physical infrastructure, and technological, and

other created assets); 3) efficiency-related factors (e.g. costs of assets like raw materials



ECA/RCI/044/99

Page 38

and labor, transport, intermediate goods, etc. and membership of a regional integration

agreement conducive to the establishment of regional corporate networks) [UNCTAD

1998].

101. Business facilitation efforts include factors such as investment promotion

(including image-building and investment-generating activities and investment

facilitation services), investment incentives, hassle costs (related to the reduction of

elimination of corruption, improving administrative efficiency, etc.), procedures for

getting licenses, contract enforcement mechanisms, access to land, social amenities (e.g.

availability of high standard schools, quality of life, etc.), and after-investment services.

102. In Africa, market-related factors are not encouraging in attracting FDI, as market

size is small and per capita income is low. The size of the market in the entire continent

(excluding South Africa) is less than that of South Korea (UNCTAD 1998). In addition,

consumer preference in Africa is highly biased in favor of basic necessities such as food

and the demand for high tech products is limited. Also, Africa (except North Africa) does

not provide Iocational advantage in terms of access to global markets.

103. Historically, Africa's most important determinant of FDI has been the availability

of human resources during the era of slave trade and natural resources since then..

However, the relative importance ofnatural resources has been reduced in an increasingly

globalized world. In absolute terms, however, the inward FDI stock in the primary sector

in developing countries increased more than six-folds during the period 1975-90. Though

declining in relative importance, the availability of natural resources is still determinant

of FDI and continues to offer important possibilities for inward investment in resource-

rich countries (UNCTAD 1998, 107).

104. In Africa, efficiency-related factors, too, are not encouraging in light of efficiency

levels attained in other regions competing for FDI. Costs are unnecessarily inflated

because of high transaction costs of doing business. Transportation costs alone are very

prohibitive in Africa.
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105. UNCTAD's (1998) observation that membership of a regional integration

agreement can influence the establishment of regional corporate networks is interesting.

Regional integration frameworks (RIFs) can influence the flows of FDI in different ways.

For example, RIF can facilitate corporate networks within a region through

harmonization of macroeconomic policies and regulatory frameworks, business

facilitation, non-discriminatory reduction or elimination of tariff and non-tariff barriers,

and facilitation of factor mobility among member countries. However, even if all barriers

were removed, cultural, linguistic and other barriers to doing business would remain.

106. Are there success stories regarding FDI flows into Africa? Answers to this

question depend on what we mean by "success story" and on what methods we use to

measure it. For example, UNCTAD (1998), using four indicators of success (average

annual absolute inflows of FDI, average FDI inflows per $1000 GDP, average ratio of

FDI inflows to gross fixed capital formation, and average FDI inflows per capita),

identified seven countries in Africa (Botswana, Equatorial Guinea, Ghana, Mozambique,

Namibia, Tunisia, and Uganda) as success stories or "frontrunner" countries.

107. A host of reasons rather than liberalization alone, can be seen to have allowed

these countries to attract FDI in recent years. For example, Equatorial Guinea attracted

FDI mainly because of its rich reserves in oil and gas and because of a reasonably stable

political environment. In fact, in some cases, natural resources are so important that

TNCs continue showing interest in a country in spite of political turmoil taking place in

the country (e.g. Congo-Kinshasa, Congo-Brazzaville, Angola). Natural resource reserves

also played a role in attracting FDI in Botswana, Ghana, Mozambique and Namibia.

Privatization must have led to considerable FDI into Mozambique, Ghana and also

Uganda. Tunisia has attracted not only market-seeking FDI, but also efficiency-seeking

FDI, in particular, in the textile and apparel industry.

108. So far, we considered the flows of FDI from the African perspectives and we have

mentioned nothing influencing their decisions to invest in Africa. According to Blakey

(1993), European TNCs attach heavy weight to political stability, good governance,

monetary harmonization, factor mobility, and business facilitation as determinants of
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investment decisions (See Box). Moreover, Blakey has suggested that European TNCs

think that regionalization in Africa is largely irrelevant to their investment decisions.

Although a typical European company operates in over ten countries in Sub-Saharan

Africa, it considers the elimination of non-tariff barriers. Surprisingly enough, democratic

election in an African country as integration in Africa, these companies attach importance

to nationalism and ethnicism, followed by other factors such as lack ofpolitical will, lack

ofresources, corruption, etc. (see Box).

109. One lesson we can draw from Africa's experience in attracting FDI is that "there

is no single determinant that could explain by itself the recent relative success of the

forerunners" (UNCTAD 1998: 189). Neither availability of natural resources nor

liberalization alone is enough to attract adequate and growing FDI into Africa. Perhaps,

the flows of FDI into the region depend on the combinations of the following factors;

1. A stable and predictable macroeconomic environment and good governance;

2. Political stability and intense investment promotion activity;

3. Business facilitation environment including conducive regulatory frameworks,

efficient and corruption-free administration, and institutional reforms (including

reforms of bank laws, contract enforcement mechanisms, property rights);

4. Increased regional integration efforts to overcome small market size and achieve

economies of scale; and

5. Availability of natural resource reserves and large markets.

110. However, these factors alone are not enough to improve investment conditions in

Africa. Additional measures include initiatives by the international community such as

the provision of quota-free and duty-free status for Africa's exports, as being considered

under the planned United States-Africa Growth and Opportunities Act. Debt relief is

another measure that could improve investment conditions in Africa.

Box 2: Opinions of European TNCs on Regional Integration and Investment in Sub-Saharan Africa

A Survey of the views of European business involved in Sub-Saharan Africa was undertaken by the continental

Research of London and was reported in Blakey (1993). The survey covered 225 multinational companies based in

seven European countries. What follows is a brief summary ofthe survey.
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1. A typical company operates in over ten countries in Sub-Saharan Africa. This suggests that a commercial

financial, and management network exists which might well contribute to (or hinder) a framework for regional

integration.

1. Sixty five percent of the multinational companies considered that the lowering of tariff barriers would effect their

business only slightly if not at all. Tariffs are seen as less important than the problems raised by all the difficulties

and frustrations referred to collectively as non-tariff barriers, with 84% stating that their business would improve

to a greater or lesser extent if the latter were to be eliminated.

2. A very large majority (81%) stated that a stable, convertible or common currency would benefit their businesses.

3. An improvement in the ability to move labor freely within the Region was seen as advantageous, to a greater or

lesser extent, by two-thirds of the respondents.

4. Two-thirds of the responding companies predicted no change to their structure in the event of regional economic

integration. The apparent disinterest in regionalization and economic integration by the private sector as a factor

influencing their views on investment is surprising and warrants further consideration.

5. An average of 77% of foreign businesses recognized the importance of "Good Governance" in investment

potential assessment while only 8% considered it irrelevant.

6. Nearly half the companies placed political stability in first place.

7. From another perspective, the European business sees the following factors, in order of priority, as key

requirements:

(a) Political stability; b) ease of remission of dividends, royalties, technical service fees, etc. c) sound investment

guarantees and protection; d) good commercial infrastructure, such as communications, transport, electricity,

water, physical security etc. e) Positive investment codes, including tax holidays for new investors, no constraints

on full equity participation, "one-stop" investment centers and other incentives; f) a helpful administration, in

which bureaucracy is minimized, non-tariff barriers eliminated and legislation efficiently implemented; g) an

ethical business environment with neither corruption nor bribery; h) the availability of adequate skilled and semi

skilled labor at competitive rates; i) removal of constraints imposed on expatriate involvement in economic

activities and representation; j) successful regional and economic integration.

8. Surprisingly enough, a recent inquiry into the reasons for the lack of new investment into Ghana which appears to

meet all of the key criteria listed above, showed that concern over the imminent democratic elections was a major

constraint. In the short term, the encouragement of "Good Governance" may have a negative effect on offshore

investment.

9. Among 30 different suggestions put forward as the most important factor preventing progress in regional

cooperation and integration, nationalism/tribalism is the clear leader, followed by lack of resources, lack of

political will, self interest and corruption, monetary constraints, internal instability and volatile domestic politics.

Language and cultural differences are seen as relatively unimportant.

Source: Blakey M.G. (1993). Regional Economic Integration in Sub-Saharan Africa: The

Implications for Direct private investment.
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3.3 Cross-border Investment

111. Cross-border investment (or outward foreign direct investment within Africa) is

"still at an infant stage in many countries" (UNCTAD 1996). That is, African

multinational enterprises remain rare and small in size when they exist. They tend to take

place among countries at similar or lower levels of development. Indeed, most outward

investment from Africa flows to other countries in same region. For example, within the

SADC area, outward investment flows from South Africa to neighboring countries like

Lesotho. Investment flows to Botswana originates in Zimbabwe. There is a strong

concentration of outward investment in very few "pivotal" countries like South Africa

and Nigeria. These two countries alone together account for about 90 percent of total

outflows from the region during the 1980s.

112. African multinational enterprises (MNE) can promote regional integration

through increased cross-border investment. This idea is consistent with the Arusha

Program of Action, which was adopted by the Group of 77 in 1979. African MNEs

should not be confined to the promotion of exports but also should focus on the

promotion of multinational production enterprises in the areas of industry, agriculture,

infrastructure, transportation, energy, etc. This idea of establishing multinational

enterprises of developing countries is not new. Years back, Arab countries, under the

aegis of the Council of Arab Economic Unity, established multinational enterprises in the

form of regional holdings in mining, livestock, drug industries, agricultural development,

hotels, and petroleum-related industries [Uranga 1983]. Similarly, MNEs were set up by

organizations like OPEC, ASEAN, and the Andean Group in Latin America. One study

observes that "these enterprises are emerging as important vehicles in trade and economic

relations among developing countries" [UNCTAD 1986: 28]. Many of these enterprises

are owned by the private sector. However, it should be noted that MNEs are more

common with surplus-capital, oil exporting countries and with the newly industrialised

countries than with less developed countries.

113. The formation of African MNEs can have the following advantages: 1)

exploitation of complementarity potentials and elimination of unnecessary middlemen
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(usually from the industrialised countries); 2) taking advantage of economies of scale; 3)

improving the bargaining power of African countries vis-a-vis transnational corporations

of developed countries; and 5) engaging in economic activities, which could have been

economically not feasible ifundertaken in an individual country [Svetlicic 1983].

114. The success of MNEs depends partly on the extent to which different actors are

committed to the promotion of South-South co-operation in economic development.

These actors include, national governments, regional organizations like SADC, regional

financial institutions like ADB, UN/ECA, Transnational Corporations (TNCs) of

industrialised countries, donors, and of course, the private sector itself.

115. National governments can promote MNEs by undertaking measures such as:

creating more conducive investment climate, encouraging associations of investors,

avoiding barriers to cross-border movement of capital and labour, etc. Regional

organizations should co-ordinate activities of MNEs, identify investment opportunities,

and provide market information systems. Regional and sub-regional financial institutions

should help in the identification and design of joint venture projects, provide co-

investment fundings and information on market opportunities. UN/ECA can promote

MNEs by providing technical and advisory services. Donors can help promote MNE in

various ways including provision of technical assistance and information about finance.

116. The TNCs of industrialised countries are expected to relax rules concerning the

transfer of technology and foster partnership with MNEs instead of attempting to inhibit

their growth. But, there could be potential areas of divergence between MNEs and TNCs

concerning the following areas; the nature of TNC investment, the questions of

technology transfer and property rights, and the issues of management and service

agreement (see Mutharika 1983; White 1983).

117. In Africa, it should be admitted that the establishment of MNCs could be

constrained partly by the following factors: 1) the private sector in Africa has been

strongly oriented towards its protected internal market; 2) the sector lacks financial and

managerial capacity to effectively participate at the sub-regional level; 3) private
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investors lack information about existing investment opportunities; 4) cross-border

investment is restricted by policies that inhibit capital and labor mobility across countries;

and 5) non-harmonization of policies and regulations (e.g. tax laws) hinder cross-border

investment.

118. Cross-border investment flows in Sub-Saharan Africa are limited. In the southern

African region, the only noticeable example of cross-border investment is the one

undertaken by South Africa in neighbouring countries (for details see ECA/RCID/43/98,

pp 61-64).

119. Some of the measures that should be taken to promote MNE in Africa include the

following: 1) provide information on the possibilities for the establishment of MNEs

(currently, there is none in Africa); 2) put in place and improve understanding of the legal

and technical requirements for the national and sub-regional agencies competent in the

identification, promotion, and financing ofjoint venture projects; 3) formulate a regional

industrial policy and promote labour-intensive manufacturing industries; 4) build national

capacity, in the sphere of production, etc., and 5) further harness the transfer of skills and

technology into Africa.

3.4 Stock Market

120. There are three distinct ways to characterise stock market development that helps

to ascertain whether the exchanges are in their present states, sufficiently developed to

perform their roles in the economies. These are traditional characteristics, institutional

characteristics and asset pricing characteristics [Emmenuga 1997].

121. Traditional characteristics measure the basic growth indexes, such as number of

listed companies and market capitalisation. A peculiar feature of the sub-Saharan African

stock markets is that they are small in size and their listed companies are quite few. This

is partly because oftheir recent origin (most of them were established after 1988).
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122. Most of the listed companies in Africa are foreign firms with no indigenous

company in many of the markets (see Box on Ghana). This has traditionally been

explained in terms of the aversion of indigenous entrepreneurs to going public due to fear

of losing control. Weak private sectors are also factors militating against the healthy

growth of the stock markets. Another feature of stock markets in sub-Saharan Africa is

that their establishment has been at the instance of governments rather than a response to

pressure from corporations seeking stock exchanges as media for restructuring their

financial options.

123. Not only are the stock markets small in size but they are so in market

capitalisation (see Box on Ghana and Egypt). The average size of a quoted company in

Africa is less than $50 million. Judging from the small number of listed companies,

coupled with the low levels of market capitalisation, average firm size and market

capitalisation ratio, it is questionable to have stock markets in as many African countries

as is presently the case. It is, however, encouraging, to observe the growth path of the

stock markets in recent years. While the South African stock market, like its South

Korean counterpart, with over 600 listed companies appears to be exhausting its growth

potential, the sub-Saharan African stock markets show signs of improved growth.

Between 1990 and 1995, they all had positive average annual growth rates in the number

of listed companies, out-performing South Korea in this regard. But there lies a curious

possibility from the growth rates. Countries with the largest number of listed companies

registered low growth rates and performed poorly in the growth rates of market

capitalisation indicating that they have approached their growth limits. The limited

absorptive capacity of the markets would, in the circumstances, constrain the flow of

investable funds to these countries through their stock markets. The barriers could be

broken through collaboration among African entrepreneurs for financing investments that

would eventually result in seasoned quoted companies. Foreign direct investment could

be encouraged for building the critical industrial base, which would in turn stimulate

portfolio capital inflow [Emmenuga 1997].

124. Institutional characteristics, the other way to characterise stock market

development encompass the regulatory and legal rules in the market as well as its
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information disclosure and transparency requirements, market barriers and trading costs.

The purpose of regulating securities markets is to ensure fair play and transparency in

market operations. In developed securities markets, the operating concept is positive

supervision that ensures fair and equal treatment for every market participant. It seeks to

develop regulatory institutions competent and robust in their scope of activities and yet

not meddling unnecessarily in a manner that stultifies market activities [Emmenuga

1997].

125. In most stock markets in Africa, the process of transacting shares is unnecessarily

long and nightmarish to investors. The long delay in the settlement process emanates

from manual clearing operations, incompetent personnel and, in some cases fraudulent

practices. Both entry and exit are subject to delays. Fraudulent brokers capitalise on the

system's inefficiency to rip off investors.

126. In a capital market, the operating tax policies have implications for the supply of

and demand for financial assets. Taxation can either enhance or retard capital market

development. The use of tax instruments in promoting the growth of emerging capital

markets assumes more importance as investment capital becomes more internationally

mobile and more sensitive to the investment climate in the host countries. The role of

taxation in promoting investment in a capital market seems to have been recognised by

many African countries of late. Many African countries have joined the world trend in

taxation of capital gains by either suspending or abolishing capital gains tax. What makes

the capital gains tax more obnoxious is its imposition on nominal returns in the face of

high rates of inflation in the African countries [Emenuga 1997].

127. Emenuga identifies four stages of multiple taxation, which many African

countries were subject to. These are corporate income tax (stage 1), Dividend

withholding tax (stage 2), Personal income tax on dividend (stage 3), and Remittance tax

on foreign investors (stage 4). Taxation of equities at both the corporate tax and dividend

withholding levels is a major area for reform in Africa. This calls for corporate-personal

tax integration. The reform could be in terms of full integration or partial integration. Full

corporate-personal tax integration would be most desirable but even partial integration
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would be very helpful at the present stage of the capital markets in Africa. In this regard,

the practices in developed countries may be useful for Africa. Emenuga mentions the

experience of the United Kingdom where individuals are given tax relief at the corporate

level for distributed earnings through the advance corporate tax (ACT) system.

128. Asset Pricing characteristics relate to efficiency of the market in pricing risk. In

most African stock markets, trading is by the call-over system. By this trading rule,

stocks are called up in turn during which brokers bid for or offer to sell any stock or

interest. Trading time in the market is restricted. The average lengths of trading across the

markets is two hours per day and trading days range from two to five a week. Given the

short trading time, transaction in a stock are allotted about five minutes during a session.

In developed markets, stock trading is a continuous process throughout working hours

and prices can change several times in a day. In addition to the restricted trading period in

most African stock markets, price movements are officially controlled. The short trading

time and official price controls in the markets result in under pricing of shares [Emenuga

1997].

129. It has been noted from the above discussion that African stock markets are small

in size and scope of operations. For some of the countries that do not have stock

exchanges, the sheer small size of their GDP and industrial/commercial activities do not

raise high hopes for a viable local exchange. Co-operation among African countries could

therefore be explored in the development of capital markets. Some of the benefits

accruable from co-ordinated stock market services are: 1) expansion of investment

opportunity of African investors; 2) availability of a broader range of stocks to African

investors; and 3) reduce risk of investment through diversification of country-specific

macroeconomic risks (including exchange rate risks). However, there are prospects for

promoting capital markets in Africa. The on-going African (CEMAC) sub-regional

capital markets are encouraging developments [Emmenuga 1997].

130. By way of a summary, the recent performance of stock market in Africa is as

follows [World Bank 1996]. Market capitalization in Sub-Saharan Africa in 1998 stood at

245,625 million dollars, out of which 170,252 million dollars (69%) was effected in
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South Africa alone. Market capitalization as percent ofGDP increased from 55 in 1990 to

110 in 1997. This compares favorably with the average for all low-income countries,

which was 27 percent. But this is not surprising, as African economies are quite small.

However, the turnover ratio (value of shares traded as percent of capitalization) in sub-

Saharan Africa has remained small suggesting a brake on Capital market. In 1997 it was

8 percent as against 56 for all low-income countries and 75 percent for high-income

countries. But, South Africa registered a higher ratio than the rest of Sub-Saharan Africa,

i.e. 30 percent in 1997. The number of listed companies slightly increased from 1,011 in

1990 to 1,077 in 1997. Out of the total listed companies, 642 were in South Africa and 58

in Kenya. Countries like Ethiopia have none of listed companies. Problems and prospects

of capital markets in Africa are illustrated with reference to the case of Egypt & Ghana

(see Box 3 & 4 respectively). According to Emenuga (1997), there are now stock

exchanges in fifteen African countries.

131. In the final analysis, one could imagine a single African Stock Market (ASM)

emanating from a well functioning African Economic Community (AEC). The present

national stock exchanges and new ones to come would then become trading floors of the

ASM. By that time all residual barriers in the existing stock exchanges would have been

eliminated or if still enforced, would not apply to African investors. But these are for the

long run. Emenuga (1997) notes the following steps to be taken to synergistically link the

existing stock exchanges:

• Harmonisation of taxes, investment policies and guidelines, and transaction

costs.

• Dual or multiple listing of stocks in the national stock exchanges.

• Allowing companies operating in an African country that does not have a stock

exchange to list their stock in another country's exchange.

• Internalization ofbrokerage services.

132. Following Emenuga (1997), we suggest that Co-ordination and promotion of co

operation of the stock exchanges could be undertaken by the African Capital Forum

(ACMF), which was launched recently (July 1996), and the Association of African
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Securities Markets in collaboration with Economic Commission for Africa (ECA),

African Development Bank (ADB), African Economic Research Consortium (AERC),

International Development Research Centre (IDRC), and International Centre for

Economic Growth (ICEG), among other institutions and networks.

Box 3: Capital market in Egypt

Egypt provides one of the world's clearest examples of privatization awakening moribund stock

exchanges. Making the country a rising emerging market. In 1996 turnover totaled $3.8 billion. Between

1995 and 1996 the value of trading increased by 130 percent. In 1996 market capitalization stood at $13.4

billion-Equivalent to 25 percent of GDP, low by advanced market standards.

During 1995-96 average price-emerging ratios moved from thirteen to almost eighteen, indicating

that the market has heated up significantly despite the large number of offerings that have entered it. Egypt

was the top-performing emerging market in 1996. Starting in February 1997,however, prices sunk as retail

investors started selling shares and institutional investors became concerned about high price earnings

ratios. By September. However, market sentiment began to recover as Egypt seemed to steer clear of the

turmoil hitting Asian markets. In addition, the International Finance Corporation agreed to add Egypt to its

emerging market indexes starting in November 1997.

The stock exchange lists 645 companies, although just 60 trade actively. This is actually fewer

than in 1995(746) and 1994(700) because of the enforcement of more stringent listing requirements by the

Capital Markets Authority. Foreign Portfolio investment accounts for 35 percent of market activity-a low

level for an emerging market.

Market infrastructure has been a significant concern. The brokerage industry is weak. Clearing and

settlement systems remain a problem despite 1996 reforms and the establishment of a central depository.

(Some transactions made before that, however, are still unsettled, that is, title has not been transferred

although payment has been made; World Bank 1997a.) In addition, there are concerns about insider trading

and unbridled speculation. To thwart speculation, the government has tried to cap market moves for any

given day. Moreover, it knows that other reforms are needed. To that end, reporting requirements and

frequency have been improved (statements are now reviewed quarterly). And listed firms must report using

internationally accepted accounting principles.

The establishment of thirteen domestic mutual funds-as well as research coverage by international

emerging market investment houses and the addition of Egypt to the International Finance Corporation's

emerging market indexes-has bolstered activity on the Egyptian Stock Exchange. Since June 1996 these

mutual funds have attracted an estimated $700 million in foreign portfolio investment.

Source: The World Bank & Flemings 1998, p83

Box 4: Capital market in Ghana
The Ghana Stock Exchange was incorporated in July 1989 as a company limited by guarantee,

although the need for a stock market had been recognized as far back as 1968 and tested without success in

1971. Trading on the GSE began on 12 November 1990 with 11 listed companies. This number grew to 18

in the next six years, a rate of about one a year. The slow pace of listing on the GSE reflects the pace of

growth of the capital market in Ghana.

Capital markets are known to raise the level of domestic savings, particularly when the market

includes a variety of financial assets carrying different risks, yields and liquidity in addition to traditional

demand and savings deposits. Competition among the users of capital market funds, including individuals,

businesses and government, contributes to a more efficient allocation of resources among competing uses

and thus to economic growth. In Ghana, international donors remain the main source of capital for

economic development, and the country urgently needs more diversified sources of funds.

Central to the efficient functioning of a capital market is the development of the stock market, a

major mechanism for channeling potentially huge savings into productive investments. Though it has
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started off reasonably well, Ghana's capital market has not yet reached its potential as a source of capital

necessary for economic growth. Nor is it yet capable of serving as the medium for transferring ownership

of state corporations to private hands.

Ghana has established a framework for the stock market that for the most part is as good as any in

the world. There are laws and regulations in place to protect investors and the integrity of the GSE. Barriers

to entry and exit are minimal. Recent cases of disciplinary action against companies infringing on the

regulations indicate that the laws are being enforced, although the surveillance department of the GSE will

need to be expanded as activity on the exchange picks up. Disclosure policies are quite comprehensive, and

accounting practices of listed firms are of international standards. However, few investors appear able to

make full use of the available information as the basis for their investment decisions. This threatens the

ability of the market to price financial assets efficiently.

Brokers are generally satisfied with the transparency of share pricing, but the present decentralized

settlement system unnecessarily increases transaction time and costs.

As a percentage of capital raised, the costs for a firm going public declines with the amount of

capital that is raised. It is also cheaper to raise capital through private placement than through public issue.

Moreover, investors suffer interest cost on their unused funds because brokers do not pay any interest on

client's unused funds. If not curtailed, this practice can be expected to have a negative impact on the

development of the GSE. On the other hand, dividend income and the initial capital are easily remittable

and the 10% tax on dividend and interest income, along with tax-free capital gains, is more attractive than

the tax schemes in many emerging markets.

In terms of proportion of investment, the typical individual local investor on the GSE could be

described as a middle-aged, middle-income, small business owner with secondary school or equivalent

education. The typical investor has a portfolio of al least four investments, but the total portfolio can be

valued at less than US$ 5,000.

Foreign investors are significant players on the GSE, with the ratio of the value of foreign to local

investment standing at about 2:3. Investors come to GSE from Europe, the United States, the Middle East,

Asia and South Africa-everywhere, in fact, except for sub-Saharan Africa, which is represented only by

Nigeria. The foreign investors mostly patronize international firms, such as Ashanti Goldfields, Unilever

and Guinness. AGC is the most popular because of its dual listing on the GSE and the London Stock

Exchange.

At this stage of its development, the GSE has few participants and thin trading volumes. Many

brokerage houses are barely breaking even. This unfortunately has a negative effect on information

gathering and analysis, activities that could promote investor interest and enhance the quality of investment

decisions. The performance of the exchange has improved markedly since the listing of Ashanti Goldfields

Corporation. The extensive advertising of the floatation of AGC shares aroused a lot of interest in the

exchange and the market capitalization increased by about 130% within a period of two months.

Source: [Osei, 1998].

4. OFFICIAL DEVELOPMENT ASSISTANCE

133. As private capital flows into Africa are highly limited, the region depends heavily

on official development assistance. But aid to sub-Saharan has been declining in recent

years (see Table 7). The table also provides information on Ethiopia for the purpose of

illustration. The flows of net official development assistance and official aid for sub-

Saharan Africa progressively dropped from a peak of 19,712.8 million dollars in 1992 to

15,860 million dollars in 1997. Over the same period, aid to Ethiopia, a strongly adjusting

country, dropped from 1,182.7 to 637.2 million dollars. At the same time, aid per capita
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in sub-Saharan Africa plummeted from 39 dollars to 26 dollars, while that of Ethiopia

plunged by a half, i.e. from 22 dollars in 1992 to 11 dollars in 1997. Similarly aid as

percentage of GNP in sub-Saharan Africa dropped from 12 in 1992 to 5 in 1997. In a

similar fashion, the proportion of aid in the gross domestic investment dropped from 66

percent in 1992 to 27.7 percent in 1997. Some countries have experienced even more

pronounced drop as can be illustrated with reference to the case of Ethiopia. Thus,

official assistance to Africa dropped not only in absolute terms but in its relative

importance in the economy. The World Bank has underlined this trend with reference to

concessional finance:

Concessional finance continued its decade-long decline, as aid flows fell from

$33.4 billion in 1997 to $32.7 billion in 1998. Aid flows are now one-third below

the 1990 level in real terms and the prospects are for continued stagnation or

decline. The decline ironically coincides with important advances in policy reform

in south Asia and sub-Saharan Africa [World Bank 199b].
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Table 7: Sub-Saharan Africa: Aid Dependency

Variables

Net ODA & official aid (million $)

Aid per capita ($)

Aid as % GNP

Aid as % of gross domestic investment

Aid as % of imports of goods & services

SSA

1992

19,712.8

39

12

66.1

27.9

1997

15,860

26

5

27.7

12.7

Ethiopia

1992

1,182.7

22

21.4

231.1

101.4

1997

637.2

11

10.1

52.3

36.3

Source: World Bank (1999b) World Development Indicators

134. On the other hand the debt burden in sub-Saharan Africa is on the increase. Of the

32 severely indebted countries in the world, all but four are in Africa. Total debt service

for sub-Saharan Africa increased from 7.3 percent of exports of goods and services in

1980 to 12.8 percent in 1997 [World Bank 1999b: 260]. Africa has become increasingly

unable to cover its debt service from its limited export earnings. The total external debt

for sub-Saharan Africa, which increased from 60,864 million dollars in 1980 to 219,445

million dollars in 1997, more than doubled in seventeen years (see Table 8). Africa unlike

East Asian or some Latin American countries receives very little fundings in the form of

private non-guaranteed loans. In 1997 for example, private non-guaranteed debt for the

whole of sub-Saharan Africa amounted to 7,798 million dollars as against 70,808 million

dollars for Brazil alone in the same year.

Table 8: External Debt of Sub-Saharan Africa in 1980 and 1997 (in million $)

Debt

Total external debt

Long-term debt

Public and publicly guaranteed

debt

Private non-guaranteed

Use ofIMF credit

1980

60,864

46,619

42,053

4,567

3,033

1997

219,445

171,070

163,273

7,798

7,393

Percent change

260

266

288

70

143

Source: World Bank, (1999b) World Development Indicators. 1999 PP. 254-257.



ECA/RCID/044/99

Page 53

Emerging Strategies of Major Donors concerning Regional Integration in

Developing Countries

135. Almost all donors advocate a pragmatic, step-by-step approach to integration and

they underline the importance of having liberal trade policies. For example, France

emphasizes the adoption of a pragmatic and progressive approach, which seeks to

impose, limited financial burden on participating countries while building on the strength

of the franc zone. Canada's bilateral aid program has traditionally focused on country-to-

country forms of collaboration, but seemed ready for change in the 1990s. The European

Union stresses what is known as 'Variable geometry". The World Bank's policy towards

regional integration in Africa seems ambiguous and blurred (for details see table 9).
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Table 9: Emerging Strategies (Perspectives) of Donors Concerning Regional Integration

Donor

EU

The

Bretton

Woods

Instituti

ons

France

Canada

Emerging Strategy

1. "The new regionalism" (i.e. modest initiatives and a focus

on realistic, limited objectives). Modalities: flexible

institutional arrangements, the full convertibility of national

currencies, the existence of economic and social policies to

reduce regional disparities, and the opportunity for

subgroups to proceed at different speeds

2. "Subsidiary" (i.e., the responsibility of dealing with an

issue to keep as close as possible to the population

concerned)

3. "Variable geometry" (i.e., regional integration can

proceed at different pace for subgroups within a given

community; allows for the implementation of community

policies to vary by subgroups of states).

"Incremental but comprehensive approaches to regional

cooperation and integration, strengthening specific

functional forms of cooperation, and creating an enabling

environment for the free movement of goods, services, labor

and capital" (see WB Accelerated Development in SSA).

This can be approximated by a project approach to regional

integration. But the World Bank's policy towards regional

integration in Africa seems ambiguous and blurred. There

are differences between the Bank's positions stated in From

Crisis to Sustainable Growth C1989) and World

Development Report (1 9911 Csee Haarlov 1997^

Current emphasis is on the adoption of a pragmatic and

progressive approach, which seeks to impose limited

financial burden on participating countries while building on

the strength of the franc zone. Recent developments in

French policy include the Cissokho initiative (a focus on

agriculture and livestock in regional integration and re-

examination of Frances's support to regional institution in

favor of ones that permit the collective management of

infrastructure or key services, sectoral policies, etc.).

Canada's bilateral aid program has traditionally focused on

country-to-country forms of collaboration, but seemed ready

for a change in focus following the publication of its vision

for Africa for the 21st Century, Africa 21. in October 1991.

Regional integration is selected (in the document) as a main

area of strategic intervention in which Canada could play a

"Catalyst role". CIDA supports the liberalization of regional

trade and factor movements, while expressing the usual

caveat about the importance of liberal trade policies in

general. CIDA joins other donors in advocating a pragmatic,

step-by-step approach to integration.

Concrete Initiatives

In Eastern and southern Africa

the EU sponsored, in

collaboration with the WB/IMF

and ADB, what is known as

"Cross-Border Initiative"

At least to the extent SADC is

concerned the WB has not yet

supported any activities in the

area of trade and industry

[Haarlovl997: 155]. However,

the World Bank supports

(along with other donors and

foundations) regional

cooperation programs. The

African Economic Research

Consortium is a case in point.

Focused on the insurance

industry, business law, social

security, and banking and

finance, through the

harmonization of legal and

institutional structures and the

creation of regulatory

mechanisms at the regional

level. Also receiving immense

attention are the creation of

regional training centers and

the Afristat project aimed at the

development of a reliable

economic database for the

franc zone.

IDRC operates strictly on a

regional basis. It has been

actively involved in effective

collaboration in the field of

research and institutional

support at the regional level.
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Regional Co-operation and Integration within the ACP/EU Convention.

136. Regional co-operation has received particular attention in all Lome Conventions,

which have had a chapter on the subject. However, "the ACP States have not always

taken full advantage of this, and the EEC itself has not always lived up to the spirit of the

Convention" [Katungi 1990: 184], Africa, in particular, did not fully benefit from

regional funds. Among the major problems on the part of African governments, EU

stresses lack of political will and political/technical support for integration projects

supposed to be funded under Lome Conventions [Katungi 1990-191]. African

governments are also reluctant to transfer power to regional groupings or to share

sovereignty. On their part, African governments lament that: (1) EU " procedures and

regulations are complex and time consuming; (2) ACP countries lack effective say in

determining regional projects and programmes; (3) funds earmarked for regional projects

by EU are insufficient; and (4) the EU is reluctant to support certain regional projects on

the grounds that they are too big, too ambitious and not significant for economic

development [Katungi 1990].

137. Lome Conventions have made significant progress over time. At the same time,

ACP countries' trade with EU has declined in relative terms (Table 10). In Lome I, in

which 120 regional projects were submitted for funding, the programme became very

cumbersome and funds were thinly distributed. Under Lome II, problems were

encountered in identifying truly "regional" projects. Most of the projects remained

basically national with only small and limited components having a regional character.

Under Lome III, some ACP states decided that their own regional organizations (like

SADC) should be involved in implementing regional programmes on their behalf. It was

in this way that SADC was able to undertake various multi-state projects, including the

Beirra Corridor project, an integrated road project. Another example was IGADD's

initiatives to obtain funds from EU to finance projects to combat drought and

desertification.
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Table 10: A summary of Lome Conventions and Regional Cooperation in the ACP

Countries

Lome

Convent

ion

Lome I

Lome II

Lome

III

Lome

IV

Funds allocated for

Regional

cooperation (ECU)

300 million

600 million

1000 million out of

which 15.2 million

was earmarked for

stabex

1,250 million

Allocation

as % of

Lome funds

10

14

14

N/A.

Remarks

The Convention stressed that co-operation should be

encouraged and promoted either between two or more ACP

States, or between two or more regional organizations to which

ACP States belonged. In 1975, the 46 ACP States accounted

for 8% ofEU's total imports.

The subject of regional co-operation was further expanded and

two innovations emerged: (1) financial assistance for ACP

regional organizations and (2) specific measures were

introduced to address problems of landlocked ACP countries.

In 1980, 63 ACP states accounted for 7.2% ofEU's imports.

A more specific definition of regional co-operation was

introduced in Article 102 and 106 and the scope of regional co

operation was expanded (Articles 103 &113) to include

agriculture and rural development, health, environment,

industry, education, and social and cultural activities. Under

Lome III, 64 ACP countries accounted for 4% of EU's total

imports.

Was designed in the context of the globalization process with

special attention given to services and intra-ACP trade

(clearing houses, transit services, etc.). New developments are

spelled out in Title XII, Articles 156-166 [The Courier No.

120, March-April 1990].

N/A. - not available

Source: [Katungi 1990].

138. By way of illustration, the nature of EU-funded projects is depicted in the

following table. Table 11 provides the characters of financial agreements, purposes of the

project, achieved results, and assessment. The projects are authorized through Ethiopia.
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Table 11: EU-Funded Integration Projects Authorized through Ethiopia

Project Title

RIP:

strengthen!!!

g Economic

and Policy

Research

Project No. 7

ACPET

RPR 330

RIP:

Strengthenin

g Wheat

Breeding and

Pathology

Research

(C1MMYT)

Project No. 7

ACPET

RPR 318

Financing

Agreement

Financing

Agreement for ECU

1,15 million was

signed on 4 June

1994. A service

contract with

CIMMYT was

signed in February

1995 for 5 years.

Financing

Agreement for ECU

1.95 million was

signed on 13 June

1994. A service

contract with

CIMMYT for

project execution

was signed in

February 1995.

Purpose

To develop the capacity of the

national agricultural research

systems (NARS) to use socio-

economic data and analysis to set

priorities and to interact

effectively with national

agricultural policies. Participating

countries are Ethiopia, Uganda,

Kenya, and Tanzania.

To conform and exploit key

disease screening locations and

heat tolerance sites in order to

develop reliable and dependable

information for enhancing the

genetic potential; train wheat

improvement breeders;

development of a regional

germplasm testing and exchange

network. The project includes

Ethiopia, Kenya, Uganda, and

Tanzania,

Achieved Results

A number of workshops have been

held and protocols have been

agreed for the funding ofa number

of rural surveys and research

programmes which are being

implemented by the respective

research institutes.

The five-year project started in

early 1995. Technical assistance is

in place and a number of training

seminars and workshops for NARS

have been carried out. In addition

locations have been established for

disease screening, research trials

and germplasm testing in

cooperation with the national

research institutes.

Assessment

Sustainability depends on the

degree of involvement of

NARS and the future use of

trained personnel, particularly

in setting priorities, and

strengthening coordination and

communication in policy

setting, as well as use of socio-

economic data made available

through the surveys.

Sustainability depends on

future working conditions of

trained researchers and access

to germplasm exchange

network.

Fanning in

Tsetse

Controlled

Areas of

Eastern

Africa

Project No. 7

ACP ET 86

and 7 ACP

RPR 578

Financing

Agreement for ECU

20 million was

signed on 5 March

1997 .This

agreement includes

ECU 1.8 million

from the Ethiopian

NIP, ECU 15.1

million from the

regional funds and

ECU 3.1 million

from the National

indicative

Programmes of

Kenya and Uganda.

The purpose of the project is to

contribute to the socio-economic

development of the region

through the coordination of

national activities to ensure

sustainable rural development. In

Ethiopia, the focus will be on the

rehabilitation of sustainable

mixed farming and on capacity

building at central and regional

levels. By the end of the project

organizational and management

capacity of staff to design and

coordinate tsetse control

programmes should be

strengthened.

The project implementation

was expected to start in the

second half ofl998.

RIP:

Ethiopia-

Djibouti

Railways

Phase II

Project No. 7

ACPET

RPR

184/185

Financing

Agreement for ECU

15 million of which

ECU 10 million

loan, was signed on

17 December 1985.

To upgrade the services of the

Chemin de Fer Djibouto-

Ethiopien

Equipment was purchased in

accordance with the Financing

Agreement and about ECU 1.5

million remains to be disbursed. It

is widely accepted that this

equipment led to an improvement

in service levels on the railway

above that would otherwise have

been the case. However, it is also

accepted that the results were not as

good as they could have been

because the institutional and

managerial issues related to the

railway were not addressed.

An evaluation of the project

was critical of the fact that

institutional and managerial

questions were not addressed,

accepting however that these

issues may not have been open

for debate at the time the

project was prepared. For the

future it was strongly

recommended that these

institutional issues should be at

the forefront of any future

project.

Source: Delegation of the European Commission: Co-operation between The European

Union and Ethiopia, Annual Report 1997.

139. Donors need to implement more effective aid modalities. Allocation between

countries should be efficient, in the sense that aid is based on the levels of poverty and on
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broader range of stocks to African investors, and to reduce risks of investment. Perhaps, a

single African Stock Exchange Market can be workable in the context of well -

functioning African Economic Community Capital Market and regional integration

should be conceived as mutually reinforcing phenomena.

146. Africa - wide stock exchange markets can be linked through increased

harmonization of monetary and financial policies and regulatory frameworks, multiple

listing of stocks in the national stock exchanges, allowing companies operating in a

country without stock in a country having stock and internalization brokerage services.

147. The need for institutions to coordinate stock exchanges in Africa is obvious.

Already existing coordinating institutions (e.g. African Capital Forum, Association of

African Securities Markets) should be strengthened. UN/ECA and ADB should and can

do more in this area. ECA's initiative to establish capital market in Africa should be

appreciated. Other institutions (e.g. African Capital Market Forum, the African Export -

Import Bank, African Bank for Women) for the promotion of capital market and

investment in Africa should be strengthened. African countries should develop efficient

financial intermediaries and capital markets having nation-wide networks. RECs should

join hads and establish a framework for the development of pan - African financial

intermediaries and capital market. Regional and sub-regional financial institutions and

donors should, provide more technical and financial support to strengthen capital markets

in Africa. The World Bank, other donors, and ADB could strengthen the Council of

National Central Bank Governors and African Capital Market Authorities.

148. The flows of foreign direct investment into Africa have assumed the following

characteristics: 1) increased marginalization of Africa as the region's share in total FDI

flows into developing countries dropped from 8.6 percent during 1981 - 1985 to 5.4

percent during 1991 - 1995; 2) most often inadequate size of FDI as compared to the

economies of individual countries; 3) concentration of FDI (80% of total flows into

Africa) in only four countries; 4) dinvestment or negative flows with respect to some

countries like Botswana; 5) very limited size of the FDI stock and its skewed geographic
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distribution; 6) concentration of the sources of FDI in the former colonial powers; 7)

noticeable shift from equity investment to non - equity investment; and 8) concentration

ofFDI in the secondary and tertiary sectors.

149. Africa's experience with FDI has provided us with an important lesson:

profitability and liberalization alone are not sufficient to attract adequate foreign direct

investment. This argument holds in spite of the fact that a few countries in Africa can be

singled out as success stories and that the absolute size of nominal FDI flows into the

region has increased.

150. Profitability and liberalization constitute the necessary but not sufficient

conditions for adequate and sustainable flows of FDI to any region. Sufficient conditions

for increased flows of FDI include, but not limited to, the following factors: political

stability and predictable macroeconomic environment so that investment risks are

reduced; business facilitation environment (e.g. corruption - free administration,

conducive regulatory frameworks, appropriate property rights regimes, effective law

enforcement mechanisms), and potentially large markets. Africa has to do a lot more in

these directions.

151. Perhaps, of all regions in the world, Africa has the least number of portfolios for

investment in integration projects. Globally existing sources of fundings are either non-

available to Africa or are generating flows that are on the decline. Portfolio investment

can be said virtually nil as far as Africa is concerned. Net bank - and bank - related

lending from international sources are on the decline. Official development assistance,

the single major source of funding for many African countries and for RECs (e.g. for

SADC), too, is on the decline. FDI flows have remained inadequate and have failed to

respond significantly to liberalization in a region with extremely high rates of returns to

investment. For Africa, regional integration is a must not only to overcome problems of

narrow domestic markets and to pool resources but also to seize the opportunities that

might be created by globalization process and to improve the bargaining position of the

region in facing the challenges posed by same process.
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152. Opportunities do exist to mobilize finance for integration. Cross-border

investment by indigenous entrepreneurship should constitute the principal source of

finance for integration. Foreign direct investment, which is currently very small

compared to the region's needs, could be mobilized on a large-scale. Official

development assistance though on the decline, could be raised by addressing both the

supply-and demand-side problems. Assessed contributions could be increased if

conducive atmosphere is created by politicians for accelerated integration. Self-financing

mechanisms (special levies) have already shown some encouraging results in West

Africa. More can be done to strengthen this supplementary source of funding. The

initiatives taken by some RECs (e.g. COMESA) to engage in income generating activities

should be encouraged.

153. Availability of funds alone is not enough. The ability to absorb and utilize already

available resources should be further developed. Currently, RECs have very limited

capacity to identify integration projects, undertake pre-investment studies, and implement

projects. Further efforts are required to build the capacity of RECs.

154. To generate increased finance for integration it is important to start with the

mobilization of domestic savings and promotion of entrepreneurship in Africa. One

important source of finance for regional integration is domestic saving which can be

mobilized on a larger scale. Currently, domestic saving in Africa is the lowest in the

whole world. The current saving rate, which is, on average 18%, is much below the

average for all developing countries (24% of GDP). The rate of investment in Africa is

about 18% of GDP in contrast to over 32% required for poverty reduction in Africa

[UN/ECA1999]. In 1996, the savings-investment gap in Africa stood at -3.5% of GDP as

compared to -1.8% in 1992 [ADB 1997: 7].

155. There are, however, different options available to raise both private and public

savings. As savings and investment are positively correlated with macroeconomic

stability, it is important to attain stability to mobilize domestic savings. Financial and

capital market reforms, and institutional reforms are important to raise domestic savings

capacity. Financial liberalization and capital market reforms can induce domestic savings
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in the following ways: (1) reverse capital flight; (2) attract more FDI; (3) improve the

efficiency of financial intermediation; and (4) increase the geographic density and range

of financial institutions. It is also important to expand thrift institutions and to provide

incentives to save. African Governments should consider the following pre-requisites in

order to create conducive situations for both foreign and domestic capital: (1) stable

macroeconomic policies and effective regulatory frameworks; (2) institutional

innovations including the rule of law and effective enforcement mechanisms; (3)

adequate and well-functioning social and economic infrastructure; (4) financial sector

reform and capital market development; and (5) conflict resolution and the reigning of

peace.

156. National governments could play a key role in boosting domestic investment by

encouraging monetization of the economy, formation of self-help organization and credit

unions, cultivating a culture of thrift and prudent investment, bringing a wide range of

income-earning and wealth-owning economic agents under the tax net, encouraging

formation and growth of indigenous entrepreneurship, strengthening investment

promotion authorities, and encouraging innovative instruments like "build-operate-

transfer" (BOT) system. REC could encourage savings and investment at the national

and the regional level by providing channels for exchange of information, harmonizing

fiscal and monetary policies, and encouraging interaction among African entrepreneurs.

Regional and Sub-regional financial institutions could provide increased technical

assistance on financial sector policies and on strengthening fiscal structures and

procedures aimed at boosting private savings and investment. They should also assist

countries to market their opportunities and prospects. Similarly, international agencies

like the world Bank and IMF should support capacity building efforts of African

countries.

157. To boost domestic saving the following measures should be taken:

a) Provide incentives to save using monetary and fiscal policies (e.g. avoid financial

repression); b) promote appropriate institutions for the mobilization of saving (e. g.

expand financial institutions); c) promote public saving (by increasing revenue and

reducing unnecessary expenditure); d) strengthen public budgeting capacity; e) broaden
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Matrix 1: Issues, Policy Measures and Key Actors

Principal

issues

Policy Measures Key actors and instruments

Political instability

and wide-spread

conflict resulting in

unpredictable and

risky business

environment

Limited absorptive

capacity of RECs

with respect to the

acquisition and

utilization of

financial resources

Create and maintain peaceful, stable

and predictable political and

economic environment that is

conducive to domestic saving. This

could be achieved by setting up

broad-based governments that are

accountable to the people.

People themselves are primarily responsible for creating and

maintaining peace and stability. National governments

should be accountable to the people, RECs and the other

regional and Sub-regional organizations and UN play more

active roles in preventing and controlling inter- and intra-

state conflicts in Africa. Civil society, too, should play

increased role in conflict prevention and resolution,

. Improve the technical capacities of

RECs in the area of project

identification, pre-investment studies

and project implementation.

. Promote the absorptive capacity of

the private sector and of planning

ministries.

. Improve flows of information.

. Put in place improved system for

the coordination of activities of

RECs member states, donors, etc.

. The World Bank and other donors should assist RECs to

build capacities for economic data and information gathering
and analysis.

. Regional socio-economic research and management

training institutes (e.g. ESAMI) could train planners working

in RECs and in national planning ministries.

. Donors could assist RECs in project identification and

planning. Regional and Sub-regional financial institutions
should assist RECs in capacity building.

Ever-growing debt

burden that reduces

capacity of

member countries

to meet their

financial

obligations to

RECs

"Old" external debt (debt

accumulated up to 1995) should be

written off and the techniques of debt

management should be improved.

Debt negotiating techniques of

governments should be strengthened.

National governments should build capacity to negotiate aid
to improve domestic absorptive capacity.

The OAU and RECs (like ASEAN) can contribute to the
easing of the debt burden by encouraging African countries

to speak in one voice in their dialogue with the creditors.

RECs can provide channels for countries to share
experiences in developing external debt management

systems, harmonize debt swap portfolios, and provide for a

forum to work out a common negotiating stance on debt

issues. RECs themselves should strengthen their capacity to

secure aid and to effectively utilize it. The international

community should work harder to write off "old" external
debt.

Limited and

declining ODA
More funding should be offered in

the form of grants and on

concessional terms.

Donors should sustain bilateral and multilateral ODA at

levels recommended in the General Assembly Resolution
46/151.

. Donors should provide more of grants and concessional
loans.

FDI in Africa has

remained small in

pite of significant

progress made

towards

liberalization

. Actively woo foreign investors.

Remove further obstacles to the

flows of FDI (e. g institutional

problems).

. Develop infrastructure

Harmonize investment policies of

African countries.

. National governments should set up investment promotion

agencies and strengthen existing ones in countries where
they are already available.

. Widen the market for FDI through increased integration.

RECs should coordinate external resource mobilization
strategies ofmember countries.

The world Bank, IFC, MIGA and ADB should provide

effective and timely technical assistance on FDI strategies
and opportunities, and underwrite specific risk exposure of
FDI, particularly in infrastructure capital projects

limited domestic

avings and

Boost domestic savings (both

household savings and public
National governments could play a key role in boosting

domestic investment by encouraging monetization of the
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investment savings). To achieve this objective,

take the following measures:

a) Provide incentives to save using

monetary and fiscal policies (e. g

avoid financial repression)

b) Promote appropriate institutions

for the mobilization of saving (e. g.

expand financial institutions)

c) Promote public saving (by

increasing revenue and reducing

unnecessary expenditure).

d) Strengthen public budgeting

capacity.

e) Broaden the tax base

f) Encourage partnership between

domestic investors and TNCs.

g) Encourage cross-border

investment ventures.

h) Boost public capital investment.

economy, formation of self-help organization and credit

unions, cultivating a culture of thrift and prudent investment,

bringing a wide range of income-earning and wealth-owning

economic agents under the tax net, encouraging formation

and growth of indigenous entrepreneurship, strengthening

investment promotion authorities, and encouraging

innovative instruments like "build-operate-transfer" (BOT)

system. REC could encourage savings and investment at the

national and the regional level by providing channels for

exchange of information, harmonizing fiscal and monetary

policies, and encouraging interaction among African

entrepreneurs. Regional and sub-regional financial

institutions could provide increased technical assistance on

financial sector policies and on strengthening fiscal

structures and procedures aimed at boosting private savings

and investment. Similarly, international agencies like the

world Bank and IMF should support capacity building

efforts of African countries.

Limited capital

market in Africa

constraining the

mobilization of

financial resources

African countries should develop

efficient financial intermediaries and

capital markets having nation -wide

networks.

Restructure state -owned

intermediaries and privatize them

where necessary.

Provide a framework for the

development of pan-African financial

intermediaries and capital market.

. RECs must provide their institutional frameworks for the

coordinated development of financial intermediaries and

capital markets.

. Regional and sub-regional financial institutions and donors

should provide more technical and financial support to

strengthen capital markets in Africa.

The world Bank, other donors, and ADB could strengthen

the council of National Bank Governors and African Capital

Market Authorities.
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Matrix 2: Sources of Finance, Issues and Possible Policy Measures

Sources

Assessed

contribution

Self financing

mechanism

(special levy)

Income-

generating

activities by

RECs

Regional and

Sub-regional

financial

institutions

Issues

• Very small size of flows

• Collection problems and large

arrears

• Lack ofpolitical will

• Limited financial capacity of

member countries.

• As it is basically the same as

assessed contributions, it may be

constrained by problems of

mentioned above

• It is not clear whether member

countries are willing and able to

implement it.

• Currently, it is practiced by few

RECs, like COMESA and it is not

clear whether other RECs have

similar opportunities and capacity to

implement it. Besides not much

funds can be generated in this way.

• Regional integration projects have

received only a very small fraction

of the total lending of regional

financial institutions. ADB has not

succeeded in increasing the share of

integration projects in its total

lending

♦ Sub-regional financial institutions

are not financially strong to finance

integration projects

• Projects funded by a regional

financial institution (e.g. ADB) are

identified in several ways as there is

no well defined and effective

mechanism for this purpose

• RECs have limited capacity to

identify projects and undertake Pre-

investment studies.

• Rigidities ofADB's statutes which

may not allow it to be more active

in the process of Pre-investment

studies.

• Member countries are often

reluctant to act as guarantors for

loans secured for the feasibility

studies of integration projects

Policy Directions

• Increased political commitment is required.

• RECs should take effective measure against

those member countries failing to pay their

contributions (e. g. Denial ofvoting rights).

• Compensation issues should be resolved.

• More investigation is required to assess the

feasibility of this mechanism among RECs.

• This mechanism should not be taken as an

alternative to assessed contribution but a

supplementary source of finance

• RECs should be encouraged by the donor

community and regional /sub regional

financial institutions to engage in income -

generating activities

• RECs should work closely with private

sector to exploit market opportunities.

• The international community should make

available more finance for regional Sub-

regional financial institutions.

• Strengthen a focal point within ADB to

promote regional cooperation and

integration.

• ADB should coordinate and build capacity

of organizations involved in project

identification and project appraisal.

• RECs and regional/sub-regional financial

institutions should set up a joint facility for

the purpose of project identification and

per-investment studies.

• More fundings should be available for

integration projects and programmes (by

regional institutions).

• Regional/Sub-regional financial institutions

should simplify their lending procedures.

• ADB should revise its statutes regarding

loans for pre-investment studies of

integration projects.

• Regional and sub-regional financial

institutions should emphasize grants (rather

than loans) so that problems of guarantors

for loans are reduced.

• There is a need to promote Co-financing

mechanisms for the acceleration of the

integration process.

• Regional financial institution should

provide governments with special

incentives towards increased borrowings for

the promotion of integration projects and

programmes.
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Foreign direct

investment

Cross - border

investment

• Africa has been marginalized in

terms of flows of FDI.

• FDI has failed to respond to highly

profitable investment opportunities

and to substantial liberalization

efforts made in Africa.

• Very limited FDI flows into truly

integration projects.

• Non- equity investment has gained

increased importance thus denying

Africa access to financial resources,

which are badly needed in Africa.

• The private sector in Africa has

been strongly oriented towards its

protected internal market.

• The private sector in Africa lacks

financial and managerial capacity to

effectively participate at the sub -

regional level.

• Private investors lack information

about existing investment

opportunities.

• Cross-border investment is

restricted by policies that inhibit

factor mobility across countries.

• Non-harmonization of policies and

regulatory frameworks hinder cross

- border investment.

• Build constructive partnership

between TNCs and indigenous

entrepreneurship.

• Investment risks should be reduced by

instituting more stable political systems.

• Increased business facilitation measures

(e.g. reduced corruption, conducive

regulatory frameworks, improved property

regimes) should be undertaken.

• Mechanisms should be developed and

incentives put in place to attract FDI into

integration projects.

• Governments and RECs should woo foreign

investors, remove further obstacles to the

flows ofFDI (e.g. institutional constraints),

develop infrastructure, and harmonize

investment policies across countries.

• National governments should set up

investment promotion agencies and

strengthen existing ones in countries where

they are already available.

• Widen the market for FDI through

increased integration.

• RECs, regional/sub-regional financial

institutions, and the World Bank should

provide effective advisory and other

technical services on external resource

mobilization.

• RECs should coordinate external resource

strategies ofmember countries.

• The World Bank, IFC, MIGA and ADB

should provide effective and timely

technical assistance on FDI strategies and

opportunities, and underwrite specific risk

exposure of FDI, particularly in

infrastructure capital projects.

• Eliminate tariff and non-tariff barriers to

trade, improve factor mobility across

countries, and harmonize policies and

regulatory frameworks.

• National governments should create more

conducive investment environment,

encourage association of investors, and

exert more efforts in business facilitation

endeavors.

• RECs should coordinate activities ofMNEs,

identify investment opportunities, and

provide market information systems.

• Regional/sub-regional financial institutions

should identify and design joint venture

projects, provide co-investment fundings

and information on market opportunities.

• UN/ECA should promote MNEs by

providing technical and advisory/services.

• International donors should promote MNES

in various ways including provision of

information about finance and technical

assistance.
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Official

development

assistance

International

Non

governmental

Organizations

• Although Africa heavily depends on

official flows, aid has been on the

decline both in absolute and real

terms. It is surprising that Africa

gets less and less aid at the very

time when it implements structural

adjustment policies in line with

current strategy of donors. Also, it is

disturbing to experience decline in

aid at a time when the debt burden

is on the increase.

• Donor strategies and policies stress

national project vis-a-vis regional

projects.

• Donors (e. g. EU) procedure for

releasing fundings for integration is

complex and time consuming.

• Countries lack effective says in

determining regional projects and

programmes (refer to EU's

funding).

• Funds earmarked for regional

projects by EU are insufficient

NGOs have potentials to promote

regional cooperation and integration in

different ways as suggested by the case

ofMaghreb Union. But no tangible

attempts are made to exploit the

potentials of this institution towards the

achievement of this purpose.

• Donors should reconsider their policies that

reduce the flows of aid to Africa and sustain

bilateral and multilateral ODA at levels

recommended in General Assembly

Resolution 46/151.

• Donors should provide more of grants and

concessional loans.

• African countries and EC should joint

NGOs in advocating more aid to the region.

• Donors need to put in place special facilities

for integration projects.

• RECs should be involved in policy dialogue
with the world Bank.

• Donors should simplify their procedures for

funding integration projects.

• RECs and individual countries should get

more say in project identification.

It is high time that governments, donors, and

RECs design ways and means to exploit the full

potentials ofNGOs towards regional C0-

operation and integration. Also an in-depth

research is required to investigate the potentials

of this neglected actor in the integration process.
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Annex 1: Facts on Africa

It may take Africa south of the Sahara two generations to reach the average living

standard it enjoyed in the middle of the 1970s.

Sub-Saharan Africa's indebtedness corresponds to 80 percent of Gross National

product.

As a result of AIDS, the average life expectancy has fallen by 10, in some countries

by 20 percent. The number of orphans whose parents have died of AIDS may rise to

4.2 million until the year 2005.

More than 80 million children in Africa have no access to elementary school. While

22 percent of all funds in the educational sector were spent on higher education, only

2 percent attended these institutions.

The economies of 35 countries south of the Sahara experienced a recession between

1978 and 1994. In about 20 countries, the per-capita income is lower than 20 years

ago.

The majority of African countries are marginalised in world economic relations. Their

share of world exports is only 1.8 percent, its contribution to industrial production 0.3

percent; Foreign Direct Investments were 0.02 percent ofworld total.

The unemployment rate in Africa's cities has doubled between 1975 and 1995 from

10 to 20-22 percent.

Access to public services in the region dropped by 50 percent since 1980.

45 percent of the population in Sub-Saharan Africa is living in poverty. Income

disparities are among the highest in the world: in Kenya, for instance, average income

in 1995 was living below the poverty line.

Wars are important reasons for poverty in Africa. In 18 countries, there is armed

conflict or civil war. Landmines threaten people in Angola, Mozambique, Eritrea,

Somalia, Sudan, and other countries.

The seven million refugees in Africa south of the Sahara are more than half of all

refugees in the world.

63 percent of the 1.9 million victims of conflicts in Southern Africa during the 1980s

were babies and small children. More than half of all children below the age of five

who lived in January 1992 in Somalia had died by the end of the year.

48 percent of children in Ethiopia suffer from malnutrition, 41 percent in Eritrea, 37

percent in Burundi and 35 percent in Niger and Nigeria.

70 percent of the economically active population in Africa live on agriculture.

Between 1980 and 1990, the available arable land decreased by 20 percent in East and

Southern Africa, and by 11 percent in West Africa. 10 percent of farmers have no

land of their own. 73 percent of people in rural areas are poor, in some areas even up

to 90 percent.

Africa's population will more than double till the year 2025. The urban population is

growing by 6 percent annually. Since 1950, the populations of Nairobi, Nouakchott,

Lusaka and Kinshasa have increased sevenfold.

More than 40 million Africans work in the informal sector, which safeguards the

livelihood of 200 million people.
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• Women produce between 70 and 75 percent of all food in Africa south of the Sahara.

70 percent of women above the age of 25 are illiterate. One year of education for

women could lower child mortality by 9 percent and improve the health of their

families.

• Since 1990, 27 presidential elections were held under a multiparty system, in 21

countries this happened for the first time, hi 38 of the 43 countries of the region,

pluralistic parliamentary elections were held,

• On January 31, 1998, 22 countries in Sub-Saharan Africa had worked out a national

strategy for combating poverty.

Source: Development and Co-operation No.4 1999
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