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I. INTRODUCTION

i. ‘Over"ﬁhe last'tén years the financial position of the'ﬂevelopihg
countrles has deteriorated merkedly. Their tevel of indebtedness:has -
almost quadrupled, from $9,000 million in 1955 to an amount probably
approaching $35,000 million today. At the same tlme, interest and. repay-
ment charges on existing loans have risen rapidly and are now roughly
equal to half the volunme of.new aid so that the net aid received by

developing countriesg is today halfiﬁhé'gross sssistance offered.

2. At the same time, there:hava”béen'gigﬁificant'changes in the types
of ﬁhe finangial flpws; the proportion contrlbuted by prlvate long-term
'hvéstment has . déclineﬁ markedly;.'Fof examnle, betveen 1956 and 1963
prlvate long—term 1nvestment from . the members of the OECD (that is, the
developed vorld etcludlng the East “uropean po"ers) fell from $2,578 -
mllllon to $1 872 mllllon. There Hag a substantlal rige in 1964 to

$2, 700 mllllon, but there are 1nd10atlons that the level has declined
guite sharply in tne last tJo years.

3. Develonlng ccuhtrles beneflted Trom the inflow of prlvate 1nvest—;
ment’ from developed countrlms, 1ﬂdeed, they have probably recelved more
flnanclal a551stance in the past two decades than in any previous perlod
and the standard of livi ng of their peoples has riszen. Thznga are
gettlng better, but the. 1mprovement has taken place at a rate mich slower
than the 1eve¢op1ng world degires or is oaﬁable of reaching, glven

adequate help.

40 The 31tuatlon 1n.Afrlca 1s nearly ag grave as in n0at other regions
of" the developlng world. For one tnlng, the ba31c soclal and econonic
1nfrastructure needed for development is probably poorer . 1n tropical. .
Afrlca than 1n any other reglon and no country belonging to it has as .
yet even remoﬁely approached the - stage of 1nternally generated, self—
sustalnlng economlc vrowth. Yot it is in Afrlca that the decline 1n
=-the level of dlrecﬁ 1nvestment hag been mest marked, eppeclally gince

aloneﬂstogd at £700 mzlllon. The slcwdown would be. stlll more. -marked




if we abstract from the totals of net new direct investments, investment
in the exploitation of oll resources of the continent. To take one
example, new dlrect 1nvestment in Afrlca (excludlng South Afrlca) from
the UK of . £33 million in 1901 has been replaced by a net outflow 1n :
the last w0 years. o

- II. THE GAINS FROM DIRECT INVESTMENT

(a) The gains to the foreism investor

5;. It has been frequently empha31zed that dlrect investment by proflt-
naking organlzatlons brings with it a number of additional advantages. '
‘The advantages to the developlng countrles have been widely discugsed ‘
and will be set out quite shortly later in the paper. However, 1t ig -
important  to acknouledge that dlrect 1nvestment in the developlng world

also brlngs advantages to the develoyed 1ndustrTal powers as rell,

6. The 1nterests of the profit-making organlzatlon (vhether 1t be a
private firm or & public body such as a natlonallzed corporatlon or a
state trading organization in the case of the non—capltallst countrles).
are not always and necessarlly identical with those of ite own country.‘
Situations where the national need to control the outflow of capltal

hags conflicted w1th the profit opnortunltles open-to the 1nvestors are'
not unknown, '

T, Nevartheless, it is important to sireas that, if it ig argued that
direct investment is particularly valuable az a stimulus to ‘the rapld j_
economlc dﬁvelopment of the under-developed countrles, it mast also be
acoepted that, in a broad.sense, it ig in the national 1nterest of the o
developed country as well. TIn- the long run - and often 1n the short

run -teo - there is-a clear beneflt Trom the more efxlclent use of men

and materials in the developlng countries made bessible by thelr econonlo
advanooment It ig only necessary to examine the hlstory of the mass;ve.
direct US invesiment in Western Europe over the last two deoades to see'
the force of this argument. Althoush this investment has doms much to

c¢reate s nmumber of formidable industrial competitors in areas previously



dominated by the US, it is clear that, far from hindering the overall
development of the US economy, this investment has Twaes‘.ulted in the growth
of the European market which has, 1n fact,. prov1ded a porerful stlmulus

to the advance of tae American econony.

8, ‘When we turn to ‘the 1nd1v1dual flrm, the advantages of dlreot
1nvestment are more obvlous and have been. frequently llsted.ﬁ Direct
1nvestment in- g new market allo”s it uo replicate’ known ﬁecnnlques, and

to SPIead the results of the wvery costly research and dﬂveloPment already
under?aken, over & wider market. Perhaps of eaqual importance ig tha

fact that the firm ig able to naximise the use of the marketing and
production know-how it has alréady gained. - Of course, d;ﬁect:inveStment
is often more the result of the 'push’-of political or financial pressures

than the 'pull' of marketlng 0pportun1t1es.

(v) Galns to_the developlng oountrles

997. The galns accrulng to the developlng countrles as a result of direct
investment have been set out a number of times. Vhen a flrm 1nvests in
& éountﬁy is ﬂormally contributés; iﬁ:addition to the equity or risk
capltal, & whole. complex of skllls, s has'alfeady been pointed out,

it brlngé produotlon, marketlng and administrative ekills and access

‘_tQ wide areas of knovwledge uhwt:are negessarg for the creatlon and:'

successful control of a moderﬁ buSiﬂess enterprise.

-,10. There is one further contrlbutlon that any firm whlch takes an

equlty stake 1n an Opef”tlon in a dev310p1ng country can make to that
‘country., The distinctive feature of equity partlclpatlon iz "that the
capital involved is not guaranteed and will be lost if the operation is
| uﬁsﬁccessful,'and will be revarded if the operation is successful, not
_by a given rate of return or yleld but by an unknown level of proflt
_The knowledge of the firm that any nistakes it. makes may cost it dearly
alters ite attltude and the way in whieh it runs the enterpriss, It is
by actlng as a seed bed for dlssemlnatlng the specific skills already
entloned and for oreatlng and developing the general attitude of mind
approprlate to the discharge of entrepreneurlal function that dlrect
'1nvestment can play its most 1mportant vart in the develoPment of "the

‘Afrlcan economles.



"11.  The point has been extremely well made in the book Internatlonal
Ald by I.M.D. Little and J.M, Cilifford. On page 223, they commente_
e have no doubt that the resources of Africa are such o
that lack of capital will sventually become the chief

1mped1ment to development. But at the present time
cialmost every way: of ~spending money for development, which
' 1looks promising, suffers from gome non-financial diffi-
culty ~ lack of either kno*fledge9 or of admlnlstratlve or
other skills.™ .. ,
12.'_Direc% irvestment brings with it these skillss therein lies its

unique value.

I17. THE NATUEE QF INV”STHENT DﬁClSION

13,  Investors: are motivated by the desire 0 make proflts. This is
true of all investors, from whatever source. The present valge of fhe
profits, and- therefore the 1nvesﬁment opportunlty, is a fﬁncfionubf

the risk attached. to them and the . llkellhocd that they will in fact
accTUe,. - Hences - ﬁhe.ﬂnves%ment c?lmate in Africa is determlned baalcally
by factors which affect the profit expectations of potentlal 1nvestors.
Any discussion of,thp general 1nvestment cllmate mugt tﬂerefore begln

with an - analysis of the ﬂature of the 1nvestment decision.

14. As has alre-dy bheen empha51zed the key point about any investunent
decigion is that it -is always taken under uondltlons of uncertainty}
‘Hence; the only useful way to disouss problems in anestment declclon-
taklng ijg in terms of the ex—ante return, 1.e., the yield on the capital

. at rigk as it appears before the event. In reswect of the 1evel oi new

"capital_infléw, the ex-post return on the capital Whloh has’ prev1ouslf
been- risked. is an.imperfect and uncertain guide. In smmple‘ﬁerms, all
inveatment involves a olgnlflcant element of gambling. The=%aiue of a
gamble cannoi be known unless both the amount which has to be staked

“and the odds being offered can be reasonably aesessedg Put 1ﬂ another

© . way, the present value of the. prlze' offered by any 1nves%ment oppor-
tunity is determined in part by the eypected oash F1ow Whlch w1lz

returned in the form of profits, and in part by the llkellhood of that



cash flnw'iﬁ fact occﬁriﬁg. The snallef the:former and the gréateriﬁhe
‘1atter, the lesq “111 be the present value of the 1nvestment 0pportun1ty
1'to the 1ﬁvestor. In other 1Tord_s, the greater the degree of ancertalnty,
the grea ster the yleld on the capltal at risk needp to be to persuade '
the 1nvestor to undertake the rls&. The degree of uncertalnty ﬁur— ‘

roundlng the 1nvestment -~ the 11kellhood that it will not be possxble

to obtaln the exp@oted flom of proflns, or that if these proflts dn

occur that it w1ll no’d be p0531ble to repatrlate them, or 1ndeed, that
the initial capltal w111 be 1ost - freouently geems to the forelgn
declslon taker 820 muoh grea$er 1n Afrloa than 1n his own country.
Hence, an 1nvestment with a prospectlve yield of (say) 20 per cent,
in real terms, in a country in Africa probably has the ‘same present
value to-an. investor in EuroPe,"the USA oxr Japan as an investmént with
& return of (say) 10 per cent.in his .eim ocountry. But sincs an incredse
.+ in-the level of uncertainty has the same effect as an increase in'tha
- soost of capital to the investor; it also Pollows that policies sperifi-
Gally designed to reduce that uncertainty would bring down'thé-GQSt'ti
.= investors, induee ‘them to expand their investments and thereby benefit

the recipient country.

IV, RISK ELEMENTS IN FOREICH THVESTHENT

15, Theoretlcally 1t is pos31ble to dlstlngulsh four klnds of rlsk 1n

any 1nVestment s;tuatlon. Flrst there is the general oommerclal rlsk-

. that investment is in the vrong product, or for exampla, ‘that the 011

well is drllled in tbe Urnnv spot that competltlon may prove to be .
stronger than expected, or that costs turn cut hlgher than one hag fore—
'seen.. In short that the venture will make a 10@5 rather than a proflt.
There are, in adcllt::.on+ three non-commercial risks Vhlch often play a
_v1tal role in any non-domestic investment., The Tirst is linked to the
possibility that the foreign exchange will simply not be available to
enable the -invesior to repatriate hig profits. Similarly, the invester
rung: the rlsk of finding ﬁnat, in his owm currency, the value of his a
profits (and of his original investment) has been substantlally reduced

by devaluation.
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16. The second non-commercial risk can be summed up in the phrase,

"the government may change its mind". The tax rules in force at the

'time that the decision was made may he changed or the 1nterpretatlon
put on them at that time may prove to have been erroneocus. Proteotive

’ tarlffs which were agreed at the time of the investment may subsequently

be “removed or reduced, and_the whole attitude of government may alter.
This situstion may be extremely rare; nevertheless, fhe'fect"is that
strangers, umaware of the manne¥s and customs-of a’ partlcular eountry,
mus% regard euch a change in- clrcumstanee as being p0351b1e and as4posing
& real risk to the v1ab111ty of their project. Flnally, there is the

clas51cal type of polltlcal rigk, Goverhments may ohahge, or in'SOmd

cases- ceage to exercise full authorlty, the assets of the forelgn enter—

. Trise may be exproPrlated, or:the contlnuatlon of the bu51nees may»be

made’ 1mp0551ble.

17. The. 1ﬁportant 901ﬁt howeverg is not that there are theoretlcaliy a

numoer of dlfferent typee of rlsk, but that they . all contrlbute to ‘one

general 81tuat10n of uncertainty. The surveys which have been undertaken

ever the lagt few years in order to ascertain Whlch tyne of rlsk 1nvest0rs
regard as most 1mportant, Whlle belng ext emely valuable from many voints of
view, can also be misleading. - The publication of suoh‘eurvey data may result
in a belief that there are a number of separable problems ﬁhich‘oanrﬁn
taekled in isolation either by the develeping countries or by the main
industrial poﬁers. The fmet of the matiter, however, is that the investar

faees not a list of separable types of investment rigks, but a total invest-

‘ment climate. Thus he may well be Willlng te invest, even if he regards it

as llkely that he will face a lowering of an agreed protective tariff, and

flerca 1nternatlona1 oompetltlon in a few years, glven that the profits in

the 1nterven1ng peried are gsufficiently hlgh. Conversely, 1f he has. a

great deal of information about the ccuﬂtry, and . everythlng points to the
likeliheéod that profits will e remitted and his right to the- equlty will

be respected, the investor will clearly resd a much lewer profit level te

“attract him,

TlB. It is agelnet fhie baekground that the probable decllne 1n direct

1nvestment in Afrlca over the last two years must be eongidered. OFf

_aourse, a large part of this deeline can be traced te the changed eonditions

in the United States .and the United Kiﬁgdom. In the case of the United



Kingdom, for example, which at tha end of 1964 had a direct investment
of £170 million in Africa (excludlng South Africa), net dlrect 1avest—

ment has been $he negatzve sum of ~£ll mllllon in 1963/54

19.. While it is true that the overall return on UK 1nvestment hag not.
been startlingly good, return averaged 15 per cent over the period 1961/
1964, and 1% is clear that he outflow in the last two yeurs hasg not

been due to the previous poor ylela. In any case, hovever, gueh average
return calculaﬁlons are. almost meanlngless. 1t 1s true that the return '
on US dlrect 1mvestment in Africa, for example, wag 20 per cent in 1965.
) Ho*ever, if the proven and therefore profltable 1nvestment in leyan

oil is excluded, the overall return falle to 3 par cent If, in aadltiong
the fairly long—establlshed 1nvestment in Liveria is also eacluded, the
US dlrect 1nvastment is shown to e $689 million and on thls sum a return
of 1 per cent was earned. Return is thus frequently hlghly denevdent

on the length of tlme thau the 1nvestment progects ‘have been operatlonal.
-Agaln, changes in the nature of the act1v1ty, say, from mercharu;ng to
. menufaeturlng, may markedly change the proportlon of capltal at rigk ~—

in thls cage by altering the proportlon of capital recoverable in the |

ghort term - without in any way changing the average return.

V. WHY HAS THE FLOW OF DIRECT
INVESTMENT IN AFRICA DECLINED?

20, TWhatever the difficulties in estimating the real return,ait'is clear
that the outflow of UK direot'cépital, which is symptomatio:Of & change
in attitude by difect'investors throughout the world, has been the result
not of any large-scale digsappointment in the result of previous invest- |
'ment,-but of ﬁhree factors. First, the‘changéd conditions. in the major
indﬁ%trial-countries; gecond, the décline in poiitical stability in

Africa and,'third, the rapid fragmentation of the market.

21. Ovér the last few years a mumber of impoftant African countries have
Suffered serlous polltlcal digturbance, and %his, quite naturally,. has
1nfluenoed the investors' attitude to African countries.” In addltlon,

8 number of important Africen economies have run into serious balance of.



paymeﬁts pfoblemé. Ho*rever5 probably of much greater lmportance has
"been the fact. that there has been a breakup of a rumber of substantlal
markets as the natlons have galned their 1ndependence and gove thelr

seperate ways.

_22Q; An 1mportant aspect cf tne whole Uroblem of 1nvestment cllmate 1n

. Africa is the 3123 of the markets in Africa. ‘Tn 1965 the follow1ng lT
LAfrlcan natlons, chosen qulte at’ random, hnd a total mnational 1ncome of
_under LV 5 thousand million: KEnya, Uganda, Tanzania, Malaw19 Zambla,
-ngerla, Ghana, Slerra Leone, Ganbla, Ivory Coast, Dahomey, Mali, Maurl—-
'tanla, nger, Sénegal, Togo Upper Volta. In contrast, the Belgian
‘natlonal income in 1965 wag £4 T thousand million. While the develoPment
. ef natlonal economic policies, wblch un¢ortunately have frequently resulted
in the erection of subgtantial barriers to trade and tﬂe dlsruptlon of
former tradlng areas, have probably reoulted in some increase in pro—
tectlve' or 'defen31ve private 1nvestment there is 1ittle doubﬁ that
thls pollcy will act as a 1on z-term dlslncentlve to the inflow of‘élpept

1nvestment

23. In these extremely small ﬁérkets it is necessary for most direct
investors to inmist that they are given a monopoly positiony otherwise
there is almost no hope that the investment will be viable. However,
gveryone is gvare that.the creétion of a ménoPOly pogition leads to
political problems, and'ihdeed, markedlj increases the level of political
risk associated with the investment. Again, the size of the domestic
market makes it highly unlikely that the operation will be'large enough
to compete successfully in the export market. his means that the |
investment will necessarily have to depend for its viability bn a high
protective tariff - and once more, this leads to-pplitidai problemg, the
investor is aware of the political danger, and uncertainty‘and_the cost

'of the inVEStment iz raised.

24, Indeed; the smallneéss of the marget often leads to substantlal
instablllty-ln the whole sztuation. The problem can be 1llust1ated by

way of an analegy.. It has been showm that in a number of shopping areas



in the United Kingdom and the Uthed Statas, the 1ntroductlon of super-
markets leads to permanent 1nstab111ty.‘ The total demand in the shopplng
area is sufflclen% for, say, one and a half supermmarkets. One super- ‘
market sets up in the area and makes extremely high proflts, as a '
result, =3 further super—market is attracted and competes & 1arge
proportlon of thege profits away._ The resulu is thai both supermmarkets
do rather badly for a perlod and, eventually, one of them drops out.

The oyele 1s then repeatedn Yuch the same 51tuat10n ex1gts in some of
the small markets in Afx-lcas where the orlglnal 1nvestnr may @ell mako
‘a very good return, the political pressures 6 Dreak the monapoly
ﬁp031t10n grow, a furthex 1nvestment is undertaken, but ‘both operatlons

”'are then found to bo unprofltable.

25. To sum up: the fragmentatlon of the market reduces the attractlvew
. ness of Africa as an invegtment area, and increases the 1evel of uncer-—
: talnty surroundlng 1nve5umenm and therefore its czost to the Afrlcan '

- countries.,

VI,  METHODS OF IMPROVING THE INVESTMENT CLIMATE

25. Obviously an merovement in the 1nvestment climato is a pﬂlor
condltlon for any 1ncrease in tLe flow @I dlrect 1nvestment to the
developlng worid., The problem that must be faced therefgre, ls tc_
.establlsh fe331ble means whereby thls 1mprovement can- be brought about
~In particular it is 1mportant to ask how each of the 1nterested partles
can oontrlbute to this end. What actlon can the develeped ﬂutanS, th@
developlng nations, the current and potential 1nvesters, and the 1nter—
national agenciss take to improve the situation?

27, 'OVer the last few years three lines of approach have been explored.
Flrst machlnery for ths settlement of investment disputes has been
created. Second, the insuraneo prlnclple has been ‘applied to the under-
ertlng of cewtain non—oommerclal risks in a few countries which have
set up national guarantee svhenes. Flnally, a-mult¢1ateral guarantoa

scheme under the aegis'of the World Bank is now approaching finalization.
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The settlement of :digputes -

28." On 14 October 1906 a "Convention' on the Settlement of Inveéstment '
Disputes Between ‘States - and - Natlonals "of Other States" came 1nuo force
follovlng ratlxlcatlon by twenty States. It is interesting to note that -
flfteen of these tuenty States were Afrlcan, and s further five African’
countrles have now 51gﬂed the Convention but a8 yet not ratified it,

The Conventlon was flrst presented in the Spring of 1955 with the stated:
obgect of faollltatlng the settlenenﬁ of dlsputes and. - thereby promotlng

mutual confldence and a larger Flow of prlvate 1nternatlonal capltal. '

29.V The machlnery for the setmlement of dlsputes ‘has taken the form of '
an Internatlonal Centre, controlled by an Admlnlstratlve Councll on whlch
each’ adharlng ‘country is represented, The President of the ‘World Bank:’ -
‘acts” ag Chairman, and there is a permanent Séékétary Ceneral 16 head thet
small eéretariat. The Centre itself will not engage in conziliatioh’ oz’
arbitration,:ﬁut Wiil maintain panels of experis from'which'the*diépﬁtan%s
may choose. It is important to note, however, that the whole of the
machinery is periissive. Those adhering tc the Convention are at liberty
to use the servioes of the Centre, should they wish to do so; on the

other hand they can, if they wmsh, 1gnore it. However, once a government
and a forelgn 1nvestor have agreed to use the Centre's facllltles9 they
are requlred t5' Gonsider any'adv1oe givén by the conciliator app01nted“
and %0 comnly itH any arbltrailon award made. Moreover, all Gountries’
adherlng to the- Conventlon are reguired to rocognlze an arbltrdl’award

ag blndlng and to ‘enforce the Financial obllgatlons imposed by the' dvardg
ag if ‘it ‘were a final declslon of a domestic court, whether or ‘ot they

are partles to the dlspute.

Natlonal 1nveatment 1nsurance schemes

30. At the present tlme, tnvee of the developed countrles (the USA,ﬁt
Germany and Japan) have 1nst1tuted 1nsurance schemes guaranteelng some
parl of any. loss due to non—commerclal causes suffered by thelr natlonals
1nvest1ng overseas.. These three scaemes resemble each other 1n that they
all normally afford Drotectlon in terms of thelr home currenoy, thay all

exclude part of the Hctal cost of the investment from tho cover provided,



1le

and there”ie often‘erevision for fbewinsﬁranoe against tﬁé’iﬁes of some’
element of earnlngs as well as egalnst the loss of the orlglnal capztal._
In the case of the US4 and Germany, the guarantee schene is only. 0perat1ve

where a bllateral agreement has been signed with a hegt country.

3l. All these schemes 51moly make use of normal insurance prlnclplee.:

By aggregating risk, they lessen the cost of that risk to the individual
taking‘pa:t in the soheme.— Thus, the . government guarantees the 1nvestor
againet_a loss which pight be in the individual came overwhelmlng, for '
_‘fhe payment of a emell fea, In the case of the German and Japanese
'erhemee) ‘this fee is reported as belng normally Just under 1° per cent of ,
the capital insured, while in the case of the USA -~ where the range of"
risk covered is ueually wider - tbe fee in most cases seeme to be Juet

over 1. .per cent of +the capital insured.

32. By covering a large part of the non-commercial rlsk, wnlch many
private 1nvestors find extremely difficult to evaluate and therefore may
?overestlmata, such schemes allow: greeter concentration on the commercial
risks which the 1nveetor frequently hee a greater ablllty to Judge. At
the present time Denmark, France, the Netnerlends and Sw1tzer1and are all
-con51der1ng, w1th varylng degrees of urgency, the creetlon of 51m1iar

“.schemes.,

Multllateral lnvestment puarantee schemes

33.- The Internetlonal Investment Quarantee Corporatlon whloh ig at present
under discussion takes the same principle of insuring the non—commerclal
rlekswln overseas 1nveetmept one step further. Indeed, in many Vays, this
gcheme is -the most hopeful sign that a real imjrovement ;n the 1nvestment
ccllmate (and therefore in the flow of dlrect 1nvestment to tﬂe developlng
t'countrles) is attainable, that has yet aepeared.: Full detalls are not

ag yet avallable, but the general outllnq is already glear.

'34, The ba51c propoeltlon ig to eet up an Investment Quarantee Corporatlon,
which, as was the case of the settlement of disputes machinery, will be
under the augpices of the World Bank, to widen the scope of the insurance.
cover_aveilable to investors. The Corporation would organize the insurance

of the investment projects, the cover being provided by a system of lossg-
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sharlng guaranteos by the home governmenue of the 1nvestors. The~activitiee
o? the Corporatlon would be uontrolled by a board of dlrectors who would
represent in some mutuslly agreeable proportlon, ﬁhe cabltal exportlng
gountries and the hoet eountrles. There would be s permanent executive

to man the. Corporatlon, thle execut1Ve falllng under the control of “the
World Bank. -

35.. Uhder euch & echome$ first, 'a much . 1arger number of countrles, andl
therefore 1nvestors, enould be 'ahle to take advantave of the. ab+11ty to
insure, agalnet the non-commercial risks of conflscataon, exproprlatlon,
.restrlctlon on the abllity to transfer, and so oLy than has ctherwlso been
the case. Seeond the permanent ‘executive of the uorporatlon should in
time build up a hlgh level of competencc in Judglng risks and risk 31tu—
ationsg which would be of Jmmense benefit to all coricerned. At the Bame
time, the inclusion of repreqentatlves of the hosgt countries in any boerd
of directors might contribute %o an 1mproveﬂent”1n ‘the flow of 1nformat10n

between the develonlng countries and.the investors.

36. As time goes on; 1t is to be hoped that the Corporetlon w111 ‘accumulate
funds ag a result of its ;nceme f;om premiums, and be able to take tho
initiative in the underweitiegfof”epeoific ﬁrejects, thoﬁgh it will almost
certalnly wigh to eeﬁfiﬁﬁe te obtain the agreement of both the capital '
exporting country and the host country. I

37. One provision which has beeﬁ suggeeﬁedfiS'theé'thefdeVeloping‘eoﬁntriee
should join together and contribute some part of the loss-shering guarantee
necessary to underwrite the insurance cover offered to inveeﬁoref The .sums
“of money iﬂvolﬁed'mighﬁ well not be very large, buﬁ,theijbuldiclearly

‘give the developing countries a lerger voice in the activities-ef the-
VCerpbrafion; Furthermore, joint icss—sharing guerantees-wbuld'ennburage

the host countries to coﬁsider'in:some detail the feal_economie*viability

of any prospective investment ifi one of the participating countries.
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38. There has been some progress both. by the developing countries of
Africa and the developed, capital exporting countries in the creation
of the 1nst1tutional basis for an improvement in the 1nvestment climate.
A formal. method for the settlement of investment. disputes has been
adopted. - Time will tell how well it will work in practice. The first
ateps to the setiting up of an international insurance scheme have been.
taken. An attempt is being made to put overseas 1nvestment on. the same

footing as that in the home country of the 1nvestor.___

39, Yet quite as impcrtant as the creation of new institutions'is the
attitude of mind of all the participants - the developing countries,' 7
the de#elopé& countries, énd the investor. It is vital that any obliga—
tions undertaken should be Ffully and voluntarily honoured, for the ways

of reducing the benefit an investor derives from his enterprise are legion

and hence not easily legislated against.

40. At the same time, it is vital that foreign investors accept the
need to act as "good citizens" of the country in whieh they invest

their money, and to acgquire a real understanding of African aspirations.

41. There is a clear ambivalence in the attitude of many governments tn

foreign invesiment. Naturally, they would prefer to generate from their
own resources most of the capital and expertise they require. They fear
the creation of a dual economy, with much of the modern.manufacturing
sector controlled by expatriates. The foreign investor must recognize

these fears.

42, The responsible investor will answer the fears expressed by the
African governments by offering African investors a share in the equify
of their companiss, by training and promoting Africans to senior posis,
by using ﬁheir custom to stimulate the growth of African enterprises -
traﬁsport undertakings, distributors, garages, component manufacturers,
and so on. They will fervently hope that the multiplier effect of fTheir
own investment will be principally felt by the African businessman so
that while expatriate business may expand, it will represent a smallor

share of a rapildly growing cake.
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43, In the final analysis, no institutional changes will of themgelves
créate a favourable investment climate. The two most important’ constitu~
ents of such a slimate are an_éxpanding bagic economy, and a healthyf;

- degree of;competitibn. - Thusy in many respects, the ﬁOSt'important step
that could be taken to improve the investment olimate would be’a greater
willingnéss on the.par% of the nations of Africa to achieve close economic
co~operation, ‘A large prosperous market is a much,greater attractign,
than the existence of ‘investment guarantees; a high level of competition

between both expafriate firms and indigenous companies is.-a greafer.gafe—

guard than the provigion 'of machinery to settie digsputes.



