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The Importance of FDI in Africa

be Inevialed by more direct investment by TNCs in Africa. TNCs
Sn»?d Inoear to be the most effective mechanism for dealing with
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promotion of the modernization process. At the same time, the
potential role of FDI in Africa is tremendous.

increased FDI in Africa is important for the international
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securing firm access to the raw materials they need, and developing
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countries are not in conflict provided that all short-run and long-
run aspects of the co-operation between African countries and TNCs,

including respect for the political independence of the African
countries, are given sufficient recognition. Such considerations
should include avoidance of short-run exploitative arrangements of

devices by TNCs in favour of investment for mutual benefits in the

medium and long term. In any event, African countries recognize
the importance of FDI inflows for active partnership in the
promotion of their development efforts.

Recent trends in FDI in Africa

As already observed, FDI in Africa is very small and is

declining. In global terms, the estimates are that about 60 per
cent of FDI in the developing world is in Latin America, 30 per

cent in Asia, and only 10 per cent in Africa. This distribution of

FDI is not surprising, because Latin America and Asia are more
developed and diversified economically than the African countries,

those regions have had longer established and more experienced
financial and other institutions which attract or co-operate with
TNCs, and they also have more local entrepreneurs who have

established contacts with foreign investors. The countries of
Latin America and Asia have also been politically independent much
longer, which, in turn, is responsible for many other factors

affecting FDI. For example, they have had more time to design

their policies, and they have more of their nationals working in
industrialized countries with TNCs, universities, banks,
international organizations etc. The latter point is often
extremely important in influencing the flows of FDI and
multilateral assistance.

But more worrisome than the small volume of FDI in Africa is

that it has been declining in recent years. In other words, there
has been a disinvestment by TNCs in Africa. Briefly, during the

post-independence years, in the 1960s and 1970s, there was some
active FDI. Starting with the oil crisis of 1979, however, the
increase in the volume of FDI stopped. The investment climate in
the continent deteriorated rapidly owing to shortages in foreign
exchange, various other economic difficulties created by the
unfavourable international environment - especially the

deterioration in the terms of trade; the growing lack of access to
foreign capital; declines in official development assistance; rapid
increases in the external indebtedness of almost all African
countries; social and political instability in a number of African
countries as a result of either internal strife or border
conflicts; and the economic and social hardships created by the
severe drought in the early 1980s which afflicted most countries of

the continent with terrible losses of livestock and food supplies.

The deterioration in the investment climate in Africa was also
due to other factors, such as the emergence of the debt problem in

developing countries generally, and Latin America in particular,
and the uncertainty it created among banks and investors; a decline
in the profits of TNCs in Africa engaged in the production of
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of foreign exchange shortages and external debt
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riqhtly? has been referred to as "import strangulation". In fact,
as mentioned, disinvestment has been taking place.

The situation has been further aggravated by the increase in
eternal debt which grew from about $93 billion in 1980 to about
f240 £ulion in 1M7. More illustrative of the extremely serious
Itbt nroblem facing many African countries is that debt-servicing
ratiollre now well9 over 50 per cent, and considerably more in some
cases When the servicing of external debt takes so much of a
county's export earnings, FDI is discouraged because investors
become uncertain that the country will be able to authorize the

immmmmm
FDI in Africa

In recent years, FDI has also declined in other developing
regions of the world because of, among other things, debt problems
and the investment attractiveness of various industrialized
countries (for example, high interest rates on government paper,
new "nvestraent areas, especially in the services ^or
concentration by TNCs on mergers or acquisitions etc. . °v"\"»*
past several years, developing countries, including African
countries have had to devote much of their time to the debt
situation' and related discussions with creditors and the
international Monetary Fund and the World Bank. As a result, very
little time has been available to work on policies and programmes
for Increasing investment, including FDI. . The cost of debt is
therefore much greater than the debt service. And, of course,
there is the additional point that the existence of the debt and
Inconclusive^ discussions on how to deal with it has been a major
acto in reducing the creditworthiness and investment attraction

o? those countriel. In terms of development, the existing debt is
?ruly a major cost and obstacle. A solution must be found so that



attention can be given to development matters which, incidentally,
would certainly benefit both the debtors and creditors. Above all,

it would be tragic to let the problem drag on, with the creditors
hoping that some good fortune will come along to enable the debtors

to repay in full. Courageous international action is needed to

remove this obstacle to the welfare of the world as a whole. It is

an unacceptable situation when the poor countries, with severe
human and economic development problems, have to transfer 5 per

cent and, in some cases, even more of their GNP to rich countries
every year to service their external debt.

With regard to recent investments by TNCs in the
industrialized countries in the form of government paper and
mergers or acquisitions, it should be pointed out that that is not

the kind of investment which creates jobs. This partly explains

the high levels of unemployment still prevailing in some of those

countries in spite of low inflation and some increases in the GDP.

In fact, from the point of view of welfare and the rational

allocation of labour and other resources internationally, some of

the investments in the North in recent years are simply not
appropriate.

Foreign direct investment has an important role to play in
overcoming these economic problems facing the countries of the

world - indeed, it must be an integral part of the solution in

order to make use of the many existing opportunities to improve

human welfare. And if FDI is undertaken in an efficient and

equitable manner, it can also make a major contribution towards

international peace and security. Deliberate measures at the
international level are therefore absolutely necessary for the
promotion of FDI.

Measures to promote FDI in Africa

The first point to recognize under this subheading is that
promoting increased FDI in Africa should be seen in comprehensive
terms, and certainly as a task in which gimmicks and unrealistic

theoretical exercises should be avoided. Above all, those factors
behind the poor performance recorded in the area of FDI in Africa
in the past, and some of which were mentioned above, should be
addressed raalistically and courageously. Determined action is

needed at three levels: the level of the individual country; the

level of the region as a whole, or at least at the subregional

level; and the level of the international community.

Action at the national level

The basic task at the national level is that of creating a

favourable investment climate and re-establishing creditworthiness.
Some of the measures needed, in which the main responsibility lies

with a country itself and its Government, are the following:

Ensuring peace and political stability. That is a
prerequisite for FDI.
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Unfortunately, there are a number of examples of this in Africa
Corruption is both immoral and antidevelopment, and African
countries must not tolerate it if they wish to improve their
investment climate.

Administrative efficiency. The importance of this
element is often underestimated in development economics, and in
the area of FDI, it is particularly important. The host country
needs to have people who are able to discuss matters
comprehensively and in a business-like manner with foreign
investors. Furthermore, there should be consistency and
transparency in policy formulation. Predictability is an important
factor in investment, especially for FDI, and it will not be
achieved unless government policies are transparent, consistent and
harmonized.

Preparation of lists of investment projects. An
important factor in promoting FDI in Africa and ensuring that such
investment takes place in the needed sectors is that of preparing
lists of possible projects for foreign investment. Where a country
is unable to prepare such material, it should enlist the support of
outside experts, who are often expensive and also may not always
give objective advice. They therefore need to be supervised. This
is an area in which such institutions as UNCTC, the African
Development Bank, subregional development banks, and the World Bank
should be ready to provide the assistance needed.

Infrastructural facilities. These facilities in Africa
are either non-existent or are totally inadequate; those few that
are available are deteriorating rapidly because of lack of
maintenance. Roads are disintegrating, railway systems operate
well below capacity, there are frequent power failures and
hopelessly inadequate water-supply systems in the urban areas. In
addition, decent housing is in short supply; and telecommunication
systems are often unreliable, costly and, in many cases, slow (for
example, telexes often have to be sent through European capitals)
And yet, infrastructural facilities should be expanding because of
increases in population, the urgent need to promote development and
to attract private investment from outside. Each and every African
country must do whatever it can to improve this situation. It is
also recognized, however, that because of foreign exchange
problems, African countries will not be in a position to do much on
their own. It is suggested, therefore, that the World Bank should
take the initiative in the rehabilitation and development of
infrastructural facilities in Africa. Such an exercise would be
import-intensive (in terms of equipment and consultants) and
consequently, it should also receive attention of bilateral donors



Action at the regional level

At the level of the continent as a whole, and also at the
..c^ional" level 1/ co-operation for development, including
I?tract£ng FDI, isof utmost importance for many reasons, including
the following:

Domestic markets are often very small and therefore
unattractive to FDI. The result is that either small-scale and
inefficient enterprises are established, or costly larger ones are
created wh^ch the? operate well below capacity and therefore become
uneconomic. Such investments then become barriers to economic co

operation among neighbouring countries, as each country tries to
protect itsTndustry. African countries must therefore lose no
time in establishing larger markets through co-operation.

- Countries should launch joint efforts to attract FDI
rather than embark on competitive efforts to offer more incentives

and advantages than theirneighbours. Actually.^"^V^rts"*
need to do more than merely harmonize their policies and efforts in
£his area because of the need to base their economic co-operation
on production-sharing (see below).

infrastructural development programmes in Africa will not
be efficient or effective unless neighbouring countries co-ordinate
their plans, for example, so that roads meet each other, railway
gauges are standardised, and power development schemes could
eventually be connected through grid systems.

The high degree of co-operation needed can only be secured if
every country involved recognizes that it will benefit therefrom.
Above all, co-operation should be approached through the sharing of
production, which, in the case of agricultural products, can
hopefully be based on comparative advantages. What Africa needs is
not the classical framework of a common market or customs union
with market forces left to work on their own. What is needed ,is
rather the kind of approach to be found in the Southern African
Development Co-ordination Conference, where co-operation is based

1/ in the 1960s, Africa was divided into four subregions by the
iconomic Commission for Africa for purposes of promoting economic

integration: the Eastern African subregion (now covered by the
countries of the Preferential Trade Area for Eastern and Southern
African States); the Central African subregion; the Western African
subregion (now covered by the Economic Community of West African
States); and the Northern African subregion, which includes the

Sudan.



on production-sharing with agreement on the necessary trade
arrangements to support that production 2/'.

Economic co-operation on the basis of the subregional
framework is perhaps the most sensible and practical approach for
the present. However, there are measures at the continental level

which African countries could undertake with substantial benefits.
The first is a more energetic use of the continental institutions,
especially the African Development Bank, to attract investment from
outside - directly and indirectly. The second is a more deliberate
use of the Organization of African Unity (OAU) to promote political

willingness among African countries to co-operate, and also to
reduce those border tensions and conflicts which are now partly

responsible for the unfavourable investment climate prevailing in
some parts of Africa. Economic co-operation is au fond political

co-operation, and without peace there will be little investment,
let alone higher inflows of FDI. The OAU has vital role to play in
those two areas.

Action at the international level

It can be said without fear of contradiction that whatever
African countries do on their own will not be adequate to provide
a condition sufficient to ensure a reversal in the flow of FDI, let

alone increase substantially the volume of such flows. Action at
the international level is one of the necessary conditions, and the
measures needed at this level should include the following:

An early solution to the serious debt problem now facing
African countries, especially those of sub-Saharan Africa. The
debt has not only arrested development, but is actually a major
obstacle to any recovery.

Foreign assistance from the World Bank, other
multilateral organizations and bilateral sources, to rehabilitate
and construct additional infrastructura1 facilities needed for
development in general and for laying one of the necessary
foundations for FDI.

Greater involvement of multilateral organizations,
especially the international Finance Corporation (IFC) and other
investment organizations, including bilateral ones, in joint
financing activities with TNCs. With respect to Africa, the IFC
should take the initiative rather than wait for TNCs to initiate
joint investment.

More use of such mechanisms as import-export banks and

bilateral credit and export guarantee organizations to support

2/ For a further discussion on this subject, see the author>s
article entitled "Co-operation among sub-Saharan African countries:
an engine of growth?", in the Journal of Development Planning, No.
15, 1985, pp. 137-161.
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investment in Africa. In that connection, a sigmfleant recent
development is the Multilateral Investment Guarantee Agency (MIGA),
which one hopes, will be used energetically and imaginatively to
encourage the flow of investment into Africa and other developing

regions.

Trade issues. While it has been argued that initially
African countries have to follow a strategy of expanded import
substitution through economic co-operation among themselves, there
is no doubt that exports abroad are necessary for development
purposes in general, and also for supporting further TNC investment
in the continent. Protectionism in the industrialized countries
acrainst agricultural products and manufactures from Africa and
other developing regions is widespread and a significant barrier to
further investment and development. The issues involved are well
understood, and the negative effects o* protectionism itself are
widely recognized. Unfortunately, there continues to be a lack of
action to remove trade-restriction practices by the industrialized
nations, especially against goods coming from the_ developing
countries. At the same time, it is absolutely clear that, whether
one is considering payment of external debts or greater FDI
investment in Africa and other developing regions, the removal of
such trade restrictions is one of the necessary conditions.

Political support. TNCs are often influenced by the
foreign policies of their home countries. Faster development in
Africa is of direct benefit to the industrialized countries as

well for example, in terms of expanded markets, in reducing
unemployment in the North (through export of consumer goods, whose
demand in the North is now more or less static) , through exports of
capital goods etc., in increasing efficiency in the production of
raw materials needed in the North, and in terms of peice and
stability. The current political leaders in the North do not
appear to attach much significance to those arguments and to the
importance of equitable internationalism. A change in the
political outlook in the North in this area would have considerable
impact on the investment strategies of TNCs in Africa.

some specific measures to promote FDI in Africa

The starting point in the task of promoting FDI is to deal
with the factors now responsible for the poor investmet climate in
Africa. Moreover, in the preceding section a number of
recommendations on the general measures which should be taken at
various levels have been made. In the present section a few
specific measures which should be considered are discussed. The

list is not, of course, exhaustive.

Use of parastatals (state enterprises). In the early

years after independence, most African Governments established
parastatals to produce and distribute goods and services. But, as
their economies have become more mature, so has the need to adopt
new management styles and techniques in most spheres of economic
activity. One result of this reflection is the increasing



acceptance that African Governments should disengage from those

state enterprises that would be more efficiently and profitably run

as private businesses. The process of divestiture should not be

restricted to industrial enterprises. Those parastatals dealing

with electricity, water and sewage, railways, airlines and

telecommunications, also tend to be natural monopolies so that the

issue of market size is not often a major constraint. Parastatals

are, therefore, fertile areas in which to invite the participation

of FDI. That approach has a number of advantages. First, it

creates opportunities for joint ventures between FDI and local

enterprises. Second, it provides an opportunity to inject new

technology and management in major infrastructural facilities,

which is needed in any case, and which is necessary for further FDI

and general development.

Provision of information. African countries do not

always know which TNCs invest in what. On the other hand, many

TNCs are not well informed about Africa - and the little they know

is often seriously distorted and biased against African countries.

Action is needed to improve information and knowledge. In this

task, such bodies as UNCTC, the European Investment Bank, the

International Finance Corporation and UNIDO could be of enormous

service. Carefully organized investment seminars and workshops

would be very beneficial.

- Debt-equity conversion and swaps. Recently, a number of

techniques such as debt-equity conversion and swaps, currency and

interest-rate swaps, have come into use to reduce the debt burden

and to protect individual borrowers from adverse currency and

interest rate movements. Those techniques are, however, of limited

value to Africa, because much of the African debt is owed to

foreign Governments and to multilateral institutions, especially

IMF and the World Bank. Moreover, what Africa desperately needs is

more foreign exchange, while the conversion of debt into equity

does not bring this about - in fact, the profits and dividends

earned would still need to be remitted. Another factor is that

unless an enterprise is profitable, it is unlikely that foreign

lenders would accept conversion of debt into equity. In spite of

these arguments, debt-equity conversion should be encouraged, as

foreign investors would then have to take a long-term view as far

as the development of the host country is concerned. Their

involvement might also attract other foreign investors in due

course. An attractive field for such conversions might be

parastatals which, as noted above, have protected markets and need,

in any case, further injections of capital and, often, management.

Establishment of appropriate legal frameworks. The legal

framework of a country can encourage or discourage FDI. For

example, certain provisions in labour laws (such as minimum wages

and mechanisms for the settlement of labour disputes which are

punitive to the employer) can be a positive discouragement to FDI.

Legal frameworks in most African countries were inherited from

former colonial Powers. In some ways, those laws were designed to

discourage contact between the colonies and countries other than
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those associated with the colonial power. In many African

countries, colonial legacies still exist in their laws. In order

to encourage FDI generally, African countries should review their

legislation and make it universally more applicable, for example,

extending double-taxation agreements to other countries in addition

to former colonizing nations.

- Streamlining the licensing procedures. In many African

countries, foreign investors must obtain approval from several

government departments before they can expand their existing plants

or start new enterprises. This causes investment delays. In a

world where prices of materials, interest rates and exchange rates

fluctuate constantly, such delays may lead to an escalation in the

cost of projects, in addition to discouraging foreign investors.

One way of encouraging FDI is therefore to reduce bureaucratic

delays in the approval of projects by setting-up "one-stop"

offices.

Review of the development strategy. In preparing lists

of feasible investment projects, Governments of African countries

need to take stock of their development strategies thus far, in

order to encourage projects that quickly attract FDI while, at the

same time, maintaining the economy on the appropriate development

path. Much of FDI in Africa today is in extractive industries and

agriculture. Given that situation, it would appear that the most

beneficial approach would be to take measures that would encourage

the expansion of existing FDI or would attract new FDI in areas

such as the agribusiness, paper and wood products, metallurgical

and chemical industries, that is, taking the existing resource-

based industries a step further.

Use of counterpart funds. The occurence of trequent

droughts, problems in the procurement of vital inputs owing to

shortages of foreign exchange, and glut of certain commodities in

the industrial countries have led to the provision of foreign aid

in the form of commodity aid. The counterpart funds that are

generated after the sale of those commodities in the recipient

country sometimes remain idle for long periods in the central banks

or designated financial institutions. Counterpart funds like these

could be used to support local private-sector activities generally

(and thereby develop opportunities for joint ventures with FDI) ,

or, where there are restrictions on local borrowing by foreign

companies, the funds could be used to support expansion programmes

of TNCs from the donor country.

Tax incentives. The use of tax incentives is necessary,

although they are not as important as improvements in

infrastructural facilities. Such incentives, however, need to be

designed properly so that they can be real incentives instead of

unnecessary gifts. One measure which could be an important

incentive is to allow foreign exchange losses in tax returns. Such

losses have made borrowing abroad very costly, and many enterprises

have become unviable simply because of the devaluation of local

currencies and the appreciation of foreign ones in which the loans
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were incurred and denominated. In these days of fluctuating
currencies and steady devaluation of African currencies, the
offsetting of such losses appears necessary in order to assist in
the structural adjustment of their economies.
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