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I. INTRODUCTION 

1. The relationship between trade and economic gro\vth has 
been a subject of discussion aInong academicians, professionals and 
policy makers over centuries as have been the issues pertaining to 
the links between investment and growth on one hand, and trade 
and investment on the other. 1 The globalization and liberalization 
and administrative arrangements designed to achieve neutral or 
extended neutral status include: those for maintaining a realistic 
exchange rate~ those for achieving freon one hand and, "investment 
policy" and "economic gro\\1.h" one the other. Furthennore, n!assive 
flows of international capital in recent years and globalization of 
financial markets have also brought to the forefront the debate on 
the links between "tradeU and "investment. II 

2. Current studies have focused on empirically assessing the 
various theories linking trade with endogenous growth. An 
essential element of these models is the idea that knowledge 
will diffuse across borders~ making it possible for firms in 
one country to benefit from Research and Development (R 
and D) activity done abroad. However, the extent to which 
these knowledge spillovers actually occur has been an open 

I It was in the Wealth of Nations (1776) that Adam Smith showed that trade 
brings benefits to trading countries because it enables people in both 
countries to consume more than would be the case if they did not trade. 
David Ricardo (1817) developed an important extension of Smith's insight 
by showing that trade between countries would be of mutual benefit to both 
nations, even if one of the countries had an absolute advantage in the 
production of all the traded products, and that only the weak postulate of 
comparative advantage is required for trade to be mutua11y beneficial. In 
the 1920s~ two Swedish economists, Eli Heckscher and Bertil Ohlin 
developed what has become the conventional explanation of the source of 
comparative advantage: namely, the factor endowment of countries. 
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question (Feenstra, ] 997). While modem trade theorists 
employ a much richer and more complex set of theories of 
trade, the Heckscher-Ohlin version still underpins the 
approach of most economists and policy-makers when 
confronting trade policy issues. 

In recent years, an offshoot sometimes known as the tt strategic 
trade literature" has developed. 

It focuses on industries and markets where economies of scale or 
other impertectty competitive features create natural barriers to 
entry for potentia! newcomers. This work has shed new light on 
factors that detennine trade flows in differentiated products and 
intra-industry trade. 

3. Another way that trade is supposed to induce growth is 
through its effects on investment, both domestic and foreign. Some 
studies have investigated the impact of openness on investment 
using a modified Tobin's-q approach. Their empirical work on cross
section of countries suggests that openness promotes growth 
through its impact on investment and that protection retards growth 
(Hanison, 1995). Some studies have urged that the advantages of 
foreign investment include the fact that outflo\vs on investment from 
advanced countries to developing countries are conduits of 
knowledge transfer and growth (Eaton and Tamura, 1996). In a 
number of theoretical models, it has been shown that technological 
externalities can generate multiple equilibria in the global pattern of 
specialization and trade, with different consequences for the relative 
welfare of the trading countries. Furthennore, from the view point 
of the recipient countries, the desirability of the investment inflows 
may depend on its impact on local wages. 

2 



Some studies have documented the positive impact of investment 
inflo\vs on wages for various countries (Lipsey.~ 1994).

2 

4. Given that any of the economic explanations for growt~ be 
it trade or investment, can explain only a portion of the cross
country variation, researchers have tried to understand the link 
between IItradell and Uinvestment" and some have even gone further 
to Jook at less conventional explanations. In this respect, some 
researchers have exarnined whether measures of "social capital ll can 
help to explain the rapid growth rates of Asian economies, and also 
the differences among the regional growth rates across American 
states and Canadian provinces (Heliwell, 1996). 

5. The purpose of this paper is to try and understand the role 
'+trade41 and Uinvestmentll can play in the development of Afiican 
economies within the framework of the ongoing IIglobalization and 
liberalization" of the world economy. Part II provides the 

I A number of trade-induced investment-led growth theories have emerged 
over the years. Some studies show, using cross-country data, that 
"openness" influences growth via its effect on investment, and suggest that 
openness promotes investment in all countries whatever the capital
intensiveness of their exports. Other studies have focused on trade 
liberali7..ation and investment-led-growth and have found that domestic 
protection tends to depress investment and thereby slows growth. Foreign 
trade barriers also lower domestic investment, hut the anti-investment effect 
is weaker and is less robust to sample and specification changes (Baldwin 
and Seghezza, 1996). 
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conceptual framework of the paper. Particularly, it raises the issues 
of the relationship between trade liberalization and endogenous 
growtl\ and between investment and economic growth. The issue 
of trade inducing growth through its effects on investment will be 
addressed. Definitions of key terms to be used in the study will be 
provided, as well as a review of some of the measures that have 
been employed to measure a country"s !ttrade policy stancel! and its 
impact on "overall economic performance". 

6. Part III reviews trade policies of African countries in recent 
years and their relationship to the performance of Africa's export 
sector and overall economic growth. Arguments have been 
advanced that Africa's dec1ining importance in global trade is 
primarily due to its inability to remain competitive in international 
markets and that inappropriate domestic policies have been a major 
contributing factor to these developments (Ng. and Yeats, 1997).3 
On the other hand, some researchers have argued that while trade 
policy may in the short -to-medium tenn stimulate growth, a 
country's long-tenn growth path is detennined by factors beyond 
trade reforms (Rodrik, 1997). They argue that the marginalization of 
Africa in world trade is entirely due to the slow growth of Afiican 
economies, and that taken as a whole, the region participates in 
international trade as much as can be expected according to 
international benchmarks relating trade volumes to income levels~ 
country size and geography. The variation in long-term growth 
perfonnance within the region is therefore explained largely by a 

3 The authors argue that countries which pursue liberal trade policies 
generally achieve superior growth rates and that Africa's own trade barriers 
are considerably higher than those of most other developing countries. 
They emphasize the importance of domestic policy reforms if Africa is to 
reverse its diminishing role in world trade. 
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small set of fundamentals: human resources, fiscal policy, 
demography, and catch-up factor. According to these researchers, 
trade policies have played a much smaller role in growth 
performance of African countries, although there is evidence that 
excessive taxation of exports was partly responsible for dismal 
perfonnance of some of the countries. 

7. In Part IV, the paper reviews lIinvestment policies" of 
Afiican countries in recent years with a view to detennine the extent 
to which they may have contributed to the dismaJ economic 
situation that has prevailed in some of these countries. lvIore 
important, wiil be the lessons to be learnt from those Afiican 
countries which have instituted reforms with a view to change their 
investment policies and the impact this has had on their overall 
economic penonnance. Indeed, a few countries in AtCfica have in 
recent years experienced increased capital inflows, partly as a result 
of re-orientation of their investment policies and have included: 
Tunisia, Morocco, Ghana, Uganda, and even Tanzania. Some 
Afiican countries that have just emerged from civil wars and internal 
civil strife are also experiencing increased foreign direct investment 
and include: Angola, Ethiopia, and Mozambique. Post apartheid 
South Afiica is also witnessing increased foreign direct investment. 

7. Part V looks at the relationship between Utrade" and 
Itinvestment. It It is commonly acknowledged that Africa has not 
been a major beneficiary from the momentum of globalization and 
liberalization of the world economy which has taken place. Actually, 
the shares of Africa in wodd trade and globaJ foreign investment 
flows have tended to decline in recent years. The need to understand 
the underlying factors which have contributed to this situation and 
to suggest ways of redressing the situation is the main focus of this 
paper. 
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It wilJ also examine trade and investment policy in Africa in the 
context of implementation of the World Trade organization 
provisions regarding "trade" and "investment II liberalization. 
Implementation of the WTO Agreements regarding uTrade~Related 
Aspects of Intenectual Property Rights (TRIPSY and ItTrade
Related Investment Measures (TRIMS)" pose real challenges to 
African countries. 
Part VI will provide conclusions and recommendations of the study. 
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D. THE CONCEPTUAL 
FRAMEWORK 

(a) The relationship between Trade and Growth 

9. Increasing attention has come to focus on the role of trade 
policy in the perfonnance of the economies of African countIies. 
This attention reflects the concern that developments in world 
markets influence these economies and that through the 19605 and 
19705 at least, the general trade policy stance of African countries 
has particularJy either been not conducive to rapid grO\\lh or largely 
hostile to trade-induced overall economic expansion (Oyejide, 
1997). 

10. This perspective finds expression in the work of various 
researchers. In this context, the World Bank (1981) attributed 
much of the cause of Africa's poor economic perfotmance, 
especially during the 19705, to misguided trade policies. In a recent 
review, Collier and Gunning) (1997) have observed that nearly all 
studies find that impediments to openness have been detrimental to 
African penormance. Sachs and Warner (1996) affitm that 
restrictive trade policy, poor access to sea and Dutch disease 
account for 1.2% per annum growth shortfall in African countries. 
Easterly and Levine (1995) indicated that 0.4% of African countries 
poor economic perfonnance can be attributed to more narrowly 
defined openness proxy, the parallel premium. Elbadawi and Ndulu 
(1996) also find that exchange rate misalignments have a large effect 
on economic perfonnance. Other studies which find the same 
result, using Afiican data for various periods are, Hadjimichael and 
al., 1995; Ghura and I-Iadjimichael, I 996~ Fosu, 1990; Lusier, 1993; 
and the World Bank, 1994. 
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11. According to Collier and Gunning (1997), not only have 
trade restrictions been more severe in Africa, but this has been in the 
context of much smaller economies. There is, therefore, a 
reasonable presumption that on average, a given level of restriction 
would be more damaging. The two authors investigated this by 
interacting an Africa dummy with a trade policy proxy, using first 
the parallel premium, and thel\ Sachs and Warner Openness Ind ex. 
In each case, they found that it is negative and significant, i.e. a 
given level of trade restrictions is more damaging in Africa 
compared to other developing regions. 

(b) Measures of Trade Policy Stance 

12. Empirical studies have focused on the relationship between 
trade orientation and growth and one branch of researchers has used 
cross-country regressions to investigate this relationship. A number 
of proxies have been used to measure "overall trade stancel of a 
country and have included: the share of trade (or imports) in GDP 
(adjusted for country structural characteristics or factor 
endowments); the average tariff and coverage ratio of non-tariff 
barriers (NTBs); measures of deviation of a country's actual trade 
pattern from the pattern predicted from a model of resource-based 
comparative advantage; and a measure of price distortions (prichett, 
1996). 

13. Conceptual measures of "trade policy stance" correspond 
to notions of "openness" or "liberality" of an economy and 
according to Prichett~ Ittrade policy liberality is best defined as the 
set of policies such that the level and pattern of trade (prices) are 
near what they would have been under free tradell

• He advises two 
types of "outward orientationlt of an economy: "liberal outward 
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orientationU which is characterized as the lack of bias against 
exports and neutrality within imports and exports; and 
"interventionist outward orientation" which is characterized as bias 
against exports, but in which the government intervenes to alter 
relative prices within importable and exportable activities (prichett, 
1996). A range of methods of measurement of a country's trade 
policy stance have emerged over the years and include: the structure 
adjusted trade intensity (SATI); the magnitude of trade flows 
(Chenery and Syrquin)~ Leamer1s Openness Index (LOPX); average 
tariff rates; and non-tariff barriers features (1\I7BF) of countries. 

14. The first difficult task facing anyone conducting research 
into the relationship between "trade policy stancetl and economic 
pcrfonnancell is detennining what constitutes "trade policy refonn. II 
The tenns ttoutward orientation" and "opennessu say more 
about the consequences of policies than about policies themselves. 
Some refoons emphasize liberalization, some shift to more 
neutrality, Sometimes the terms are used interchangeably. There is 
also a tendency when discussing issues of trade policy reform to 
speak of absolute dichotomies such as tt outward orientation It 
versus -ttinward orientation", "liberal" versus 
·'interventioniset, and Hneutral" versus "biased tt (Thomas, Nash 
and Associates, 1991). A shift toward neutrality is a change that 
makes the policy-induced effect on price incentives more nearly 
unifonn- broadly speaking among exportable, importable, non
tradeable as well as between sales of a given product in the domestic 
and foreign markets. Moving towards neutrality often means a 
reduction in anti-export bias, since most economies have a 
substantial bias against exportable relative to importable. 
Liberalization means a reduction in trade restrictions and an 
increase in the use of prices instead of discretionary intervention by 
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bureaucrats and politicians- implies a reduction in the welfare cost of 
government intelVcntion. Trade policy refonn can be a move 
toward neutrality or liberalization or both.4 

15. Trade policy reforms include such measures as: remova1 of 
export restrictions and export taxes; introduction or improvement of 
duty drawback or temporary admission systems for imported inputs 
used in exports; the removal of quantitative import restrictions; the 
reduction and simplification of import tariffs; the imposition of taxes 
on domestic production of protected items at rates equaJ to their 
tariffs; devaluation of a currency in order to reduce anti-export bias. 
Conventional export policy instruments and administrative 
arrangements designed to achieve neutral or extended neutrai 
status include: those for maintaining a realistic exchange rate~ those 
for achieving free trade regime for exporters; those for assuring 
automatic access to expon financing~ and those for keeping primary 
input prices competitive. Unconventional Policy instruments for 
export development on the other hand include: implementation of 
efficient conventional export incentives; and developing the abi1ity 
and desire of producers and traders to respond aggressively to 
opportunities in the wor1d market (Rhee, 1985). 

16. A number of key elements are essential in achieving neutral 
status and include: incentives at a firm level; transitional policies~ 
institutional framework for developing trade~ maintaining a realistic 
exchange rate; assuring automatic access to export financing; 
keeping primary input prices competitive; and other compensatory 
export incentives to establish neutral status. Neutral status for 

4 Neutrality status is, therefore, defined as the set of arrangements that 
will enabJe exporters to compete with foreign competitors in world markets 
on an equal footing in regard to undistorted markets and policies (Rhee, 
1984). 
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export activities at the product and finn level is essential to achieve 
neutrality of trade policy. Similarly, adoption of several second best 
policies in order to achieve neutrality is also important. S 

Strengthening the institutional framework is also essential in the 
development of trade. 6 Furthermore, maintenance of a realistic 
exchange rate is also important as is assuring automatic access to 
export financing. The role of acceptance financing for trade versus 
bank loans in promoting trade needs to be appreciated as is the 
importance of automatic and equal treatment for access to finance 
by all activities that generate export value added,' 

17. Keeping primary input prices competitive is also essential to 

S These second best policies have in some countries included: guaranteeing 
a realistic exchange rate for ~xporters. even if the official exchange rate is 
overvalued; providing free trade status for export production, even if 
imports for the domestic sales are subject to restrictions and tariffs; 
JWll8llteeing automatic access to working capital at uniform interest rates 
that are not higher than the neutral rate for all export production and sa1es 
activities; guaranteeing that the actual prices of primary inputs for export 
activiti~.s are equal to shadow prices; using differential compensatory 
incentives to achieve the preceding policies. 
6 Such an institutional framework has invariably to include efficient 
administrative arrangements that are designed to guarantee neutral status 
such as: automaticity, i.e. freeing exporters from administrative uncertainty 
and bureaucracy to allow them to respond to incentives provided by 
government; equal treatment of all activities that generate export value 
added; prevention of abuse of the incentive system; and administrative 
convenience to reduce these costs to the exporter. 
1 Some countries have employed the following policies to ensure this: 
governments providing strong commitments to automatic and speedy 
redisrount of preshipment financing by the central bank; provision of 
preshipment export guarantee or liberal commercial bank policies; 
modernization of the preshipment export financing system; establishment of 
a domestic Letter of Credit (L/C) system; and creation of export credit 
insurance and post-shipment export financing systems. 
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trade expansion. In some countries, this is done by ensuring that 
primary input markets are competitive and through compensating 
for non-competitive input prices. Compensatory export incentives 
are also important to establish neutral status and in some countries 
these have included financial incentives, investment capital 
incentives, and tax incentives. Financial incentives have included: 
provision of short-tenn working capital expon loans, and medium
and long-tenn loans for exports on deferred payment system. On the 
other hand, investment capital incentives have often included: 
foreign currency loans to finance imports of capital goods for export 
industries; investment loans for export industries and loans for small
scale export industries. Tax incentives have included: profit-based 
incentives (income tax reduction for export profits)~ sales-based 
incentives (income tax deduction for export allowances)~ vaJue
added-based incentives (system of granting income tax credit on the 
net local content of exports); specific non-capital expense-based 
incentives (system of double income tax deductions for overseas 
marketing expenses, certain export promotion expenditures and 
income tax allowance for various reserve accounts); and investment· 
based incentives (investment tax credit schemes, accelerated 
depreciation allowances). The other compensatoI)' incentives used 
include: import protection-related incentives, infrastructure support 
and technical and marketing assistance (Rhee, 1984). 

18. Institutional mechanisms to support the development of the 
export sector are also important in the development of a dynamic 
export sector. These mechanisms have included: commitment by the 
government to an outward-oriented strategy; externality of export 
activity; implementation of export policy; partnership between 
business and government; export promotion institutions; organizing 
the private sector and inducing foreign factors. 
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(c) The ReJationship between Investment and 
growth 

(i) Relationship between Private Investment and growth 
19. The strong association between gross domestic investment 
ratios and long-term growth performance is welJ established. 
Schmidt-Hebbel, Serven and Solimano (in a world Bank article, 
1996) refer to the East Asian region successful experience during 
the past thirty years in achieving rapid and sustainable growth. The 
East Asian economies have been able to maintain rates of GDP 
expansion in the order of 7-8 per cent a year, supported by rates of 
gross capital formation of about 30 per cent of GDP~ high growth 
and high investment have thus gone hand in hand. 

20. This critical role of investment in the growth process was 
challenged by the neoclassical growth theorists of the 19605 and 
19705. Reference is made to the neoclassical (Solow) model that 
asserts that capital accumulation affects growth only during the 
transition to the steady state, and that long-term growth is 
determined on1y by the rate of technological change, which is 
assumed to be exogenous. One line of research considers the 
complementarities between investment in physical capital and 
investment in human capital (rv1ankiw, Romer and Wei}, 1992}. A 
second line of research emphasizes the close links between the 
accumulation of physical capital and technological change. The 
correlation between technological progress and investment has also 
been documented (De Long and Summers, 1993). 

21. The empirical correlation between investment and growth 
has been explored in some depth. Levine and Renelt (I992) test 
alternative specifications of the growth process to find the one that 
is least sensitive to changes in additional explanatory variables, to 
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the sample of countries, and to the choice of periods. They find that 
the only robust regressor, across countries and time, is the ratio of 
physical investment to GDP. The recent literature also considers the 
composition of investment and its consequences for real output and 
growth. An active line of research begun by Aschauer (1989~ 
1989b) considers the impact of public investment on growth. Using 
an aggregate production function in which output depends on 
labour, private capital, and public capital, Aschauer estimates with 
U.S. data an extremely high rate ofretum for public capital between 
two and five times as high as for private capital. He also finds that 
the accumulation of public capital has a sizable positive effect on 
private investment. 

(ii) Foreign Direct Investment - FDI and 
Growth 

22. Four nlajor theoretical approaches to the relationship 
between FDI and growth in deve10ping countries can be identified,s 
In the neoclassical approach, For is seen as being good for growth. 
This argument rests on the assumption that differential rates of 
return on investment are attributed to differences in factor 
endowments, including capital and technology) and that transfers of 
this kind to developing countries would be a prerequisite to the 
achievement of a sustainable groVith strategy (Freemal\ 1981). 
Analysts who favour this pro-FDI approach, although admitting that 
FDI is not a panacea for dealing with development problems of 

8 FDI is defmed as an investment involving a long-term relationship and 
reflecting a lasting interest and control of a resident entity in one economy 
(foreign direct investor or parent enterprise) in an enterprise resident in an 
economy other than that of the foreign direct investor (FOI enterprise or 
affiliate enterprise or foreign affiliate). FOI implies that the investor exerts 
a significant degree of influence on the management of the enterprise 
resident in the other economy. 
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developing countries, nonetheless, believe that FDI can help the 
growth process in these countries (Grieco, 1986). It is argued that 
by providing the host country with a package of cheap capital, 
advanced technology, superior management ability) and superior 
knowledge of foreign markets, FOI gives the means by which a 
country can improve its standards of living (Johnson, 1977). In 
addition to transmitting technology, FDI serves as a major avenue 
for enhancing developing countries' exports (Drucker, 1974). 

23. In contrast to the neoclassical approach~ the Dependencia 
school has emphasized the risks and negative effects of FDI on 
growth and development. The argument being, among others, that 
FDI transfer of technology results in mass unemployment~ that it 
worsens rather than ameliorates developing countries' balance of 
payment problems (Biersteker, 1978; VaJenzuela, 1978; Smith, 
1979~ and Muller). A third approach, that of the Bargaining school, 
argues that the distribution of benefits from FDI emerge from 
bargaining and negotiations between foreign interests and 
developing countries. The determinacy of gains and the necessity of 
bargaining are two core insights of the proponents of the bargaining 
approach (Grieco, 1984). Another body of literature, the 
Structuralist school has challenged the Bargaining School's relative 
optimism about the long term negotiating capacities of the 
developing countries, suggesting instead that developing countries 
are more likely to suffer a long-term decrease in their power, 
especially over high-tech foreign manufacturing companies (see 
Grieco, 1986). 

24. Empirical studies into the relationship between FDI and 
economic growth have also produced both support for and against 
the theoretical arguments. Chenery and Strout, (1966), and Taylor, 
(1993) two-gap (or three-gap) models support the view that a 
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positive interaction exists between capital inflows) investment and 
growth. This view was criticized by Griffin (1970), who argued that 
part of the capital inflows could be consumed rather than invested 
such that domestic savings would decline and the increase in 
investment would be less than the increase in capital inflows. His 
arguments have given rise to an extended debate and to many 
empirical studies on the relationship between capital inflows and 
domestic savings. White (1992) gives an up-to-date sutVey of the 
arguments and the outcomes and concludes that lnost of the studies 
suffer from conceptual and statistical problems and, therefore) fail to 
lead to meaningful conclusions. The more relevant question wouid 
seem to be whether an increase in capital inflows does lead to any 
increase in the level of investment and the growth rate. Most cross 
country studies tended to conclude that indeed they did (papanek, 
1972; Newlyn, 1977; Gupta and Islam, 1983). 

25. Whatever arguments for and against foreign direct 
investment that may be advanced, it has now come to be 
acknowledged that FDI has played an important rote in the 
economic performance of the Newly Industrializing Countries 
(NICs). Accordingly) if African countries are to benefit from the 
massive international capital flows floating in international capital 
markets, there is urgent need for re·orientation of their domestic 
policies. Luckily, many Afiican countries have come to accept the 
inevitable need to reform their investment policies. 

26. It has been argued that there exist a number of key 
determinants for investment, and among which are the following. 
Private investors tend to respond positively to growth of demand. A 
positive association exists between capacity uti1ization and private 
investment. The degree to which financing, especial1y credit from 
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the banking system, is IIcrowded outtl by the public sector financing 
requirements affects private investment) excessive fiscal deficits 
reduce credit available to the private sector (Pfeffermann and 
Madarassy, 1992). Inflation and exchange rate volatility also deter 
investors because of unpredictability attending distorted relative 
prices, and high inflation brings with it expectation of currency 
devaluations which increase the cost of imponed capital goods and 
inputs. Interest rates also influence private investment, but in a 
counter-intuitive manner, since rising local interest rates may 
encourage or discourage private investment. Good macroeconomic 
policies stimulate private investment 

27. Foreign investors tend to respond to similar factors, but 
also to the following. A buoyant local business climate encourages 
interest on the part of foreign investors, except in investments such 
as oil and mining (Rhee, ] 985). Relative costs of production 
continue to play an important role in influencing FDI location 
decisions, but to a lesser extent now than before. Increasingly 
companies are attracted by availability of education and high skil1s. 
Market size remains very important, most FDI has flowed into 
countries with large and expanding markets. Furthermore, there are 
also a number of institutional factors that determine investment 9 

9 Institutional factors that are important for private investment include: the 
risks of doing business in countries where the rules of the game are unclear 
or where the state does not ensure that private contracts are enforced and 
where the judiciary system does not function well; widespread conuption 
increases transaction costs and creates additional uncertainties; inadequate 
administration of justice, deficient property rights, frequent political 
interference in the private business, corruption and red tape are among the 
most serious obstacles to private investment; improvements in 
macroeconomic conditions as well as in the quality of institutions. 
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(d) Trade-Induced Investment-Led Growth 
28. Many cross-country studies, (Lenine and Renelt, 1992, and 
Baldwin and Seghezza, (1996), suggest that trade liberalization 
promotes growth only by promoting investment. That is, when 
investment rates are controlled for, openness has no additional 
impact on growth. Levine and Renelt (1992) in particular, found 
that none of the seven sta.'ldard measures of trade openness in their 
data sets are robustly reJated to GDP growth. They do find, 
however, that five trade/openness variables are robustly related to 
investment-GOP ratios. These are the export and import to GDP 
ratios, two openness variables generated by Leamer (1988), and a 
proxy for terms of trade shocks. In commenting on the lack of 
evidence for trade-induced productivity-led growth, Baldwin and 
Seghezza quote Levine and Renelt as noting that: "these results 
suggest an important two-link chain between trade and growth, 
through investment. Interestingly, however, the theoretical ties 
between growth and trade typically seem to run through improved 
resource allocation and not through higher physical investment 
share". This points to the missing theory, namely, the theory of 
openness and investment-led growth. 

29. Baldwin and Seghezza (1996) theoretical model is intended 
to remedy this lack of a theoretical tie between trade policy, 
investment and growth. Their empirical results confirm the Levine
Renelt findings that in cross-country data, trade seems to affect 
growth mainly through its effect on the investmentJGDP ratio, 
rather than directly. Their theoretical model assumes that each 
country has a traded and non-traded goods sector with the traded 
goods sector being relative capital intensive. Additionally, they 
assume that traded goods are an intermediate input into the 
production of new capital. In their model, domestic protection 
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creates conflicting influences on the steady-state capital labour ratio 
and thereby on the steady-state investment-to-GDP ratio. Foreign 
trade barriers also lower investment rates, but the anti-investment 
effect is weaker and is less robust to sample and specification 
changes. 

30. Baldwin and Seghezza (1996) found five theoretical 
openness-and-growth links that could account for trade-induced 
investment-led growth. The first link rests on two elements -the fact 
that traded goods and services are capital-intensive relative to non
traded goods and services, and the way in which reciprocal trade 
bberalization encourages expansion of traded sectors at the expense 
of non-traded sectors. Taken together, these imply that the massive 
postwar liberalization of rich countries' trade has systematically 
boosted the demand for capital and thereby fostered faster capital 
accumulation. The second link presumes that investment-goods are 
produced using traded intermediates. In this case, liberalization 
lowers the marginal cost of investment goods (by lowering the cost 
of inputs) and thereby lowers the price of capital. As a 
consequence, the steady-state capital stock rises and transitional 
growth ensues. The third link focuses on a procompetitive effect in 
the investment-goods sector. Here, more competition means a 
lower price of capitaL This raises the steady-state capital stock, 
thereby triggering investment-led growth in transition to the new 
steady state. The fourth link assumes that capitaJ is used in the 
manufacturing of traded goods. Since the pro competition 
mechanism forces an increase in the output of "oe traded goods 
sector, it boosts the derived demand for capital. This accelerates 
transitional capital formation and growth. The last and fifth link 
emphasizes the rote of financial intermediation in determining the 
steady-state capital stock. If banks are imperfectly competitive and 
financial services are traded, the wedge between the rate savers 

19 



receive and investors pay is endogenous and affected by trade 
policy. In particular, reciprocal liberalization of trade in financial 
services leads to a procompetitive effect that reduces this wedge and 
thereby boosts the steady-state capital stock in both countries. 
Investment-led growth is the result. 
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m. TRADE POUCY REFORMS IN 
AFRICA 

31. Afiican countries have been reasonably successful in 
implementing "first generation" structural refOlIDs lt which focused 
primarily on stabilization of their economies, particularly reducing 
external imbalances, reigning in inflationary pressures, reducing 
fiscal imbalances, and removing economic distortions. The record 
on the more difficult refonns, such as trade refonns, restructuring 
and privatization of public enterprises, refooning the financial sector, 
and improving the environment for private investment, has been 
much more uneven. What Afiica needs is a "second generation" of 
refonns which would focus on speeding up trade liberalization to 
boost the efficiency and competitiveness of domestic producers, 
tackle public enterprise reform, redefine the role of government 
away from direct involvement in production and toward the 
provision of essential public services, and promote a viable and 
vibrant private sector. to 

32. Africa needs indeed to be fulty integrated into the world 
economy and take advantage of the opportunities globalization 
offers in terms of higher productivity and living standards, access to 
a wider range of goods and services at lower costs, and the chance 
to mobilize a ]arger volume of financial savings needed to support its 
deveJopment process and alleviate poverty. In this regard, many 
African countries have been making concerted efforts to implement 

10 Allassane D. Ouattara. ·Putting Africa on a Sustainable. High-Quality 
Growth Path". address delivered at a Seminar on the IMF and Sustainable 
Development, sponsored by the Swiss Coalition of Development 
Organizations, Berne. Switzerland. August 25, 1997. 
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economic reforms, a component of which has been "trade policy 
reforms". Such reforms have focused on the following: 
macroeconomic stabilization of the economies; improving the 
efficiency of the trade sector and its contribution to overal1 
economic growth; reducing financial repression and the efficiency of 
the financial sector~ a.~d public sector reforms (see, Annex II). 

33. In general, trade policy can be designed and implemented in 
a unilateral, regional or multilateraJ framework. The African 
continent contains, perhaps~ the largest number of regional 
integration schemes, and the largest number of GATT IWTO 
members. Yet, it appears that neither the peer pressure that should 
emanate from membership of regionaJ integration schemes, nor the 
disciplines of the GATTAVTO framework have enabled some 
African countries to pursue adequate national trade policy strategies. 

34. Nonetheless, many Afiican countries have in recent years 
started to implement various' forms of trade liberalization schemes, 
which have partly been induced by conditionality Jending by 
muJtiJateraJ development institutions, especially the World Bank and 
the IMF. Thus within this perspective, trade policy refonn is 
synonymous with trade liberalization, and refers to policy changes 
and measures that are used to endow the trade regime with a more 
neutraJ incentive structure. In this process, the policies aim to 
reduce domestic policy distortions and open the econonlY to the 
world market. A neutral trade regime is one whose incentive 
structure does not discriminate between exportable and importable 
or between production for the domestic market and for export sales 
(Oyejide, 1997). Trade policy neutrality is, however, different from 
an outward-oriented policy stance which is used to refer to a trade 
policy regime that discriminates in favour of exports. Similarly, an 
inward-oriented trade policy regime would be one that discriminates 
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in favour of import-competing activities. Under this context, trade 
liberalization would imply transfonning the trade regime from an 
"inward-oriented" stance that discriminates in favour of import
competing activities into a IIneutral" regime incentive structure 
which does not distinguish between exportable and importable; or 
even into an t'outward-oriented" trade policy regime that 
discriminates in favour of exports. 

(a) Import Liberalization 
35. Afiican countries have progressively moved to open their 
economies, although many have also held back. They have, 
however, tried to regulate their imports through a combination of 
tariffs (mean tariffs and standard deviation of tariffs) and non-tariff 
measures. Based on available data for the period 1990-1993, eight 
(8) African countries had mean tariffs 11 which were above 300/0, 
and to include Benin, Kenya, Rwanda, Senegal and Tunisia; six (6) 
countries had between 20 and 29010, including AJgeria, Egypt, 
Ethiopia, Morocco and Sierra Leone; eight (8) between 10 and 
] 9010, including Angola, Cameroon, Ghana, South Afiica, Tanzania 
and Uganda; and, only four (4) countries had levels below 10%, 
including Cote d'Ivoire, Guinea, Mali and l\1ozambique, (see annex 
table 1). 

36. Similarly, for those countries where data was available, 
twelve (12) countries had a standard deviation of tariffs rates 12 

above ten (10), including Algeria, Cameroon, Egypt, Ethiopia, 
Morocco, Nigeria, Rwanda, South Afiica, Kenya, Tanzania, 

II According to the World Bank, mean tariff is the simple average of the 
applied rates for all products subject to tariffs. 
12 The World Bank defines Standard deviation of tariff rates as measuring 
the average dispersion of tariff rates around the mean; it is also calculated 
using unweighed tariff data. 
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Tunisia, and Zambia~ and only four (4) below that figure, mainly" 
Cote dtlvoire, Ghana, Mozambique, and Uganda (see annex table 
2). As regards the percentage of products covered by non-tariff 
barriers 13, five (5) countries had -figures above 50%, including 
Malawi, Sierra Leone, Tanzania, Zaire, and Zimbabwe~ six (6) 
between 20 and 50%, including Egypt, Mauritius, Guinea. Kenya, 
Tunisia and Ethiopia; and eleven (11) below 20% (see annex table 
3). 

37. Some countries set fairly unifonn tariff rates across all 
imports. These include, Angola, Benin, Cameroon, Cote d'l voire, 
Mozambique, and Sudan. Others are more selective, setting high 
tariffs to protect favoured domestic industries and setting low tariffs 
on other sectors. This is the case of Algeria which set a mean tariff 
rate of 21.6% for primary products and 26.20;0 for manufactured 
goods. South Africa also rated primary products very low (9.0'%) 
compared to manufactured products (21.2%). Furthennore, the 
high percentage of products subject to non-tariff barriers in the case 
of countries like Sierra Leone and Zaire (100.0), Zimbabwe (93.6), 
Malawi (91.0), and Tanzania (79.7) may be an indication of highly 
protectionist trade regimes in these countries. 

38. Many Afiican countries depend heavily on trade-related 
government revenues. Compared to other regions of the world, 
sources of government revenues are much narrower in African 
countries. This narrow base translates into a heavy reliance on trade 
taxes. Receipts from import tariffs represent a lnajor source of 
government revenues that cannot be easily dispensed with. 
Nonetheless, African countries are required to meet their obligations 
under the various trade liberalization schemes and economic 

l3 Products covered by non-taritT barriers is the percentage of tariff lines 
to which non-tariff barriers are applied. 
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agreements. In fact, African countries are pursuing four trade 
liberalization schemes: (i) under national structural adjustment 
programmes; (ii) regional economic community agreements~ (iii) the 
African Economic Community (AEC) Treaty; and, (iv) the World 
Trade Organization (WTO) Agreement. 

39. These diverse schemes have different objectives, and 
implementing them will lead to tax revenue losses in every scheme. 
Teshome Mulat, (1996) observed that the tax revenue losses in 
implementing the ABC Treaty could be much more than the loss in 
implementing the respective REC agreements. He urged that under 
the AEC Treaty, fuJI implementation of the tax laws (meaning zero 
tariffs on intra-African trade) could reduce to zero the tax revenues 
from trade with all African countries. 

On the other hand, under regional economic community 
agreements, tax revenues from trade with countries that are 
members of the sub-region would be reduced to zero, but revenues 
from trade with African countries outside the sub-region would 
remain positive. 

40. The wro Agreement, on the other hand, requires each 
member State to accord a most-favoured nation (MFN) status to all 
products from other member States. Although the wro 
Agreement provides for a waiver of rules for the least-developed 
countries (the majority of which are in Africa), such tariffs are 
largely bound. Full integration of Africa in the world economy thus 
implies reduced tax revenues from its foreign trade. In addition to 
tax revenue loss levels resulting from diverse trade and integration 
agreements, the attempt to implement them concurrently also 
complicates the sequencing of programmes and underlines the need 
to harmonize them (Teshome Mulat, 1996). 
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(b) Export Competitiveness and Trade 
Performance 

41. As it relates to the export sector, trade refonns \vould cover 
policy changes that produce a "neutral" trade regime (that treats 
exportable and importable similarly) as well as an "outward
oriented" trade regime that favours and actively promotes exports. 
In AfHcan countries, however, it is rather difficult to talk of 
"neutral'\ let alone "outward-oriented" trade regime, in the presence 
of import protection. 

42. Trade policy regime which restricts imports) through such 
measures as tariffs and non-tariff barriers, tends to impart an anti
export bias. More specifically, restrictions on imports transrate 
effectively into a tax on exports. By making import substitutes 
relatively more profitable, they increase the cost and reduce the 
availability of imported inputs used in the production of exportable, 
and thereby forcing exports to use relatively expensive and low 
quality locally produced inputs. Import restrictions also subject 
exporters to a more appreciated exchange rate than they would 
otherwise have faced. These different elements of the tax: on 
exports imposed by import restrictions combine to reduce the 
international competitiveness of the export sector in African 
countries. 

43. In the mid·1950s, sub-Saharan Africa accounted for 3.10/0 
of global exports. Today, the region's share of world trade stands 
around 1% (Ng. and Yeats, 1997). Between 1980 and 1993, when 
world trade doubled in value, Africa's trade remained at the same 
level in absolute tenns. Amca 'is not only failing to participate in 
increased world trade, it has been steadily loosing ground to others. 
In 1980, Africa's share in world trade and trade of developing 
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countries was 4.9% and 14.2%, respectively. Since then, the share 
of the Afiican continent in global trade has fallen to below 2%. In 
1995, Africa's share in world total exports and imports was 2.1% 
and 2.4%, respectively (WfO, Annual Report 1996). 

44. Rodrik (1997) run a regression in which he used a large 
sample of countries to relate the obsetved shares of trade in GDP to 
levels of national income per capita, population size, and some other 
geographicaJ characteristics. In each case he introduces a dummy 
variable for sub-saharan Amca (as well as other country groupings) 
to check whether the estimated coefficient is negative and 
statistically significant. The regression shows that country size (as 
measured by population) and per-capita income are two strong 
detenninants of the openness of an economy. He concludes that 
"the answer to Africa1s trade woes is the same as the answer to its 
broader economic difficulties: a rise in per capita income ll

• This 
view differs from Ng. and Yeats (1997) who advocate that the 
decline in Africa's relative standing in global trade is related to the 
deterioration in the competitive position of its key exports items (as 
shown in annex table 4). 

45. The key point reflected in the table is that Sub-saharan 
Africa's export performance differs markedly from that of every 
other group. Another important factor concerning Amcals export 
experience is that the demand factor is lower than that for every 
other country group. Moreover, Ng. and Yeats, (1997) use the 
Global Diversification Index (which is based on the divergence of a 
count,ys export trade shares from the product's share in world 
trade) and the Hirchnlan Diversification Index (which reflects the 
relative importance of individual products in a country's overall 
export structure), to measure export concentration. They indicate 
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that while the concentration ratios for other exporters were either 
essentially static or declining, those for Afiica show that the region 
was becoming increasingly dependent on a relatively smaller number 
of conunodities. Ng. and Yeats also observe that import baniers in 
~lfica are far higher than those in other developing countries that 
have achieved the highest export growth rates. 

46. The implications of these findings are that, it is not only 
import restrictions but also failure to diversify that inhibits Africa's 
international competitiveness. 

(c) Ex.change Rt'lte Policy and Ex.change Controls 

47. Afiican countries have also progressively nloved to reduce 
overvaluation of their currencies and the distorting effects of foreign 
exchange controls. The most significant and noticeable development 
of recent years has been the move towards liberalization of 
exchange rate arrangements and the removal of foreign exchange 
restrictions in many ,of these countries. 14 Many African countries 
have over a period of time moved through a spectnnn of exchange 
rate arrangements and a number have now adopted It market
based" exchange rate arrangements. In 1990, only fifteen (15) 
African countries had exchange rate arrangements which could be 
defined as Itmore flexible lt and of these, only seven (7) were on an 
"independently floating" exchange rate regime. Nearly thirty-five 
(35) were on some fonn ofa "currency peg" of one form or another, 
and with twenty-four (24) on a single currency peg, and of those, 
fourteen (14) are members of the CFA Franc zone (see annex table 
5). However, by mid-1996, more than twenty-five (25) countries 

14 United Nations Economic Commission for Africa: Exchange Rate 
Management Policies in Africa: Recent Experience and Prospects, 
E/ECAfESPD/EXP.6/4, 8 march 1997. 
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had moved to umore flexible" exchange rate arrangements, with 
eighteen (IS) having adopted an uindependently floating ll exchange 
rate regime. Only twenty-six (26) countries remained on some form 
of a currency peg and of those, fourteen (14) belong to the CF A 
Franc zone (see annex table 6). 

48. Many African countries have, therefore, moved to remove 
overvaluation of their currencies, shifted to market-based exchange 
rate regimes, and liberalized their foreign exchange markets. As of 
december 1996, thirty-one (3 1) African countries had acceded to 
Article VIII, sections 2,3, and 4 of the Articles of Agreement of the 
International Monetary Fund (IMF). Article VIII of the Fund's 
Articles of Agreement imposes certain obligations on member 
countries of the Fund. In particular, Article VIII, sections 2(a) and 3 
prohibit melnbers, except with the approval of the Fund, from 
imposing restrictions on the making of payments and transfers for 
current international transactions or from engaging in multiple 
currency practices or discriminatory currency arrangements (see 
annex table 7). In other words, these countries have committed 
themselves not to remove restrictions on transactions on the 
Ucurrent account ll

) but also in due course restrictions on the IIcapital 
account should the situation allow. II A number of African countries, 
however, have already moved to reduce and/or eliminate restrictions 
on the capital account. 

49. An analytical review of the extent to which shifts in trade 
policy stance has occurred in African countries will be undertaken 
using a Itsurvey questionnaire lt

• This will determine the extent to 
which African countries have modified their trade policies in order 
to open up their economies and stimulate the trade sector, and its 
contribution to overall economic growth. Indeed, a number of 
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African countries have undertaken bold steps to implement trade 
reforms and liberalize their economies, and yet, the penormance of 
their export sectors has been less than satisfactory. This exercise is 
intended to contribute to understanding and appreciating the 
chalJenges facing African countries in implementing trade policy 
reforms. 
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IV. INVESTMENT POUCY 
REFORMS IN AFRICA 

50. African countries have been making concerted efforts to 
improve their ·'investmellt climate" and to attract foreign direct 
investment. This process has involved: changes in the legislative and 
regulatory framework governing investment; elimination of price 
controls on a number of products and inputs; liberalization of 
producer markets in some cases; privatization of state-owned 
enterprises; financial sector refonns; liberalization of foreign 
exchange markets in some cases; establishment of export promotion 
agencies; and establishment or review of "investment codes. II 
During the end of the 1980s and the begirming of the 1990s, the 
move towards greater openness to FDI spread to many African 
countries that have since liberalized their policies through legis1ative 
changes (UNCT AD, 1996). 

51. As part of their policy to improve their investment climate 
and attract FDI, many African countries have concluded bilateral 
investment treaties·;. Such treaties typically prescribe general 
standards of treatment, including fair and equitable treatment, as 
well as national and most-favoured-nation treatment. In addition, 
they contain clauses dealing with specific aspects of investment 
relations, such as the transfer of payments and the repatriation of 
capital and profits, losses due to armed conflict or internationaJ 
disorder, nationaJization and expropriation and settlement of 
disputes. 

IS Out of a total of 1,300 Bilateral Investment Treaties (BITs) concluded 
until the end of 1996, 43 African countries were party to such Treaties 
having concluded nearly 27 t BITs. 
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(a) Macroeconomic Reforms 

52. Many African countries have undertaken macroeconomic 
reforms to improve their efficiency in promoting trade and 
investment. Since this issue is adequately addressed in chapter V of 
the study, the focus here will be on a review of macroeconomic 
refonns undertaken in African countries in order to promote 
investment, including removal of exchange restrictions in some of 
these countries. 

53. African governments have recognized that foreign exchange 
restrictions have been a strong disincentive to foreign investment. 
The solution adopted in many countries was to guarantee foreign 
investors the right to repatriate capital and profits, thus exempting 
them to a certain extent from the otherwise restrictive foreign 
exchange regimes. Foreign exchange retention schemes have been 
introduced in many countries, that is, direct access to either all or a 
proportion of the value of a firm's exports. Zambia's Investment Act 
of 1991, for example, allows exporters to retain up to 70 per cent of 
their export earnings in the initial years of the investment and 50 per 
cent thereafter. Likewise, Zimbabwe has adopted similar legislation 
with a retention rate of 60 per cent of a finn's export earnings 
(UNCTAD, 1996). 

54. An even more effective solution to this problem has been the 
introduction of liberalized currency markets. A number of countries 
(e.g., Ghana, Nigeria, Uganda and the United Republic of Tanzania) 
have comp1etely removed foreign exchange restrictions and have 
introduced bureaus to handle foreign exchange transactions. One 
country, Nigeria, facing dwindling reserves soon after removing its 
foreign exchange controls in early 1992, subsequently (in early 

32 



1993) reintroduced foreign exchange restrictions. 
(b) Investment Promotion through Legislative 

Changes 

55. Investment policy liberalization has taken place in many 
Afiican countries. However, the approaches foHowed, as weU as 
the way in which changes are implemented administratively, varies 
across countries. Some countries still maintain mechanisms 
designed to protect domestic enterprises from foreign competition. 
But even in these countries, the number of industries in which 
foreign ownership is restricted has been reduced gradualiy_ Ghana's 
1985 Investment Code, for example, reduced the number of 
industries dosed to FDI from 24 to 2 (UNCT AD, 1996). The 
Ghana Investment Promotion Centre Act of 1994, which 
strengthened the 1985 code, allowed foreign investors to invest in 
all industries with few special requirements for investments in 
mining and petroleum. Nigeria is another illustrative case of 
sweeping liberalization of ownership restrictions. The Nigerian 
Indigenization Decrees of 1972 and 1977 had restricted FDI to a 
maximum of 40 percent of equity of enterprises in many industries. 
In July 1995, the laws were changed to allow full foreign o'wnership 
in all industries, except in petroleum industries or activities inc1uded 
in the "negative listll, such as anns and ammunition, narcotics and 
military equipment. In many of the Afiican countries that have 
liberalized their investment policies, the regulatory framework 
encourages foreign investors to fonn joint ventures \\,lth local 
partners. 

56. State disengagement from economic actiVIty has been 
undertaken at different pace. Countries, such as Chad, Mozambique 
and Uganda, have embarked on the outright sale of public 
enterprises, while countries such as Egypt, Ethiopia and Tunisia 
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have chosen to follow a very cautious and gradualist approach to 
privatization and refonn of parastatals. Recurring issues in many 
countries with regard to privatization are how to address finns' 
outstanding debts to foreign creditors, and how to secure 
indigenous ownership of assets in a situation characterized by a 
fairly narrow capital base in the private sector. 

57. In all Afiican countries, minerals and petroleum in the 
ground are the property of the State, and prospecting and mining of 
natural resources often requires licensing by Government which 
often exercises monopoly power. However, even in these sector 
there have been major shifts in a number of countries in tenns of 
opening up to the private sector, in line with the general trend of 
FDI-policy liberalization. New or revised legislation governing 
mining and petroleum exploration was, for example, enacted in 
Burundi, Ghana, Kenya, Nigeria, the Sudan, Uganda, the United 
Republic of Tanzania and Zambia. Efforts to simplifY the 
investment legislation were also undertaken recently by some 
Maghreb countries (Algeria and Tunisia in 1993, and Morocco in 
1995). 

58. In addition, for a number of countries, FDI legislation aimed 
specifically at the development of individual industries and the 
transfer of technology has been introduced. 
African countries have adopted two main approaches regarding 
legislation on transfer of technology. The first approach consists of 
the enactment of specific legislation dealing with the transfer and 
development of technology. The Nigerian legislation (Decree No. 
70 of 1979) is a good illustration of this approach. The law requires 
registration with the National Office of Industrial Property of all 
new and old technology transfer agreements concluded between 
Nigerian and foreign companies. Between 1979 and 1992, over 
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1,030 technology agreements were registered with this office. 

59. The second approach regarding legislation on the transfer of 
technology involves the incorporation of special provisions relating 
to the transfer and development of teclmology in investment codes. 
Uganda is an eX8.lnple of a country which has adopted this 
approach. The Uganda Investment Authority is empowered by the 
country's 1991 .investment Code to issue certificates of registration 
of agreements for the transfer of foreign technology or expertise. 
The Code speUs out conditions that must be contained in every 
agreement for the transfer of foreign technology and prohibits the 
inclusion of certain conditions in teclmotogy agreements. 

60. Regarding the protection of intellectual property rights, as of 
1995, 38 African countries were members of the Paris Convention 
and more than 20 were parties to the Berne Convention for the 
Protection of Literary and Artistic Works. Two major regional 
organizations, the Organisation Africaine pour la Propriete 
Intellectuelle (OAPI) and the African Regional Industrial Property 
Organization (ARIPO), also deal with intellectual property matters. 
The OAPI member countries have adopted a unifonn system of 
protection whereby intellectual property-rights titles are granted on 
their behalf by the OAPI. Most African countries provide for the 
protection of patents, trademarks and copyrights under national 
legislation. In the field of copyright, legislation is generally based on 
the 1971 Paris text of the Berne Convention. Future trends in the 
area of the protection of intellectual property rights in Africa will 
most likely follow the evolution of legal changes reflected in the 
agreement on trade-related intellectual property rights (TRIPs) 
contained in the Final Act of the Uruguay Round of Multilateral 
Trade Negotiations. 
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(c) Establishment of Investment Promotion 
Agencies 

6] . There has been increasing recognition of the need to reduce 
the bureaucratic red tape associated with the process of screening, 
approval and registration of investments. Extensive efforts at 
simplifying approval procedures have taken place in many Afiican 
countries. Numerous African countries have set up investment 
promotion agencies which has been reorganized to focus more on 
promotional activities. Examples, include the U Agence de Promotion 
de Soutien et de Suivi des lnvestissementsll of AJgeria, the Ethiopian 
Investment Authority (EIA), the National Investment Promotion 
Authority (NIP A) of Gambia, the Ghana Investment Promotion 
Centre (GIPe), the Investment Promotion Centre (IPC) of Kenya, 
the National Investment Commission of Liberia, the Malawi 
Investment Promotion Agency and the National Investment 
promotion Office of Zaire. A major function of all of them is to 
provide a one-stop approval facility for those wishing to invest in a 
country. Furthermore, African countries have established the 
Association of Afiican Investment Promotion Agencies (AFRIP A) 
with a view to promote collaboration among Afiican investment 
promotion agencies. An Afiican Privatization Network (APN) has 
also been established to promote smooth transfonnation of state
owned enterprises to private sector-ownership. These efforts are 
part and parcel of the measures being adopted in Afiica to promote 
investment and private sector development. 

(d) Investment Incentive Systems 

62. One of the most important influence on the investment 
environment is the incentive system in a host countries. During the 
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past three decades, African countries have taken various policy 
initiatives to influence the level of domestic and foreign investment 
(UNECA, 1994). These policies are embodied in investment 
incentive codes, which are basically designed to give investors 
assurances and guarantees against political and economic risks as 
well as the provision of a variety of other benefits . 

63. Investment incentive codes feature a wide range of 
measures, among which are tariff concessions. Imports of materials 
and equipment of beneficiary enterprises in many African countries 
are often exempt from import duties for a period of between five to 
ten years or longer. In general, export incentives, including export 
development funds, duty rebates, preferential tax treatment on 
export income, export subsidies, free trade and export processing 
zones (e.g. Mauritius and Tunisia), domestic sale concessions in 
return for export perfonnance, foreign exchange credits and export 
insurance are measures widely used. For industrial investment, the 
most common incentives are tax concessions, for example, tax 
holidays which exempt enterprises from income and other taxes, for 
a period of five to ten years. The IItax holiday II can last for up to 15 
years and 25 years as is the case in Niger and Cote dllvoire, 
respectively. Provision of accelerated depreciation is also made to 
allow enterprises to write off the costs of their capital equipment 
against their gross revenues, thus lowering risk and increasing 
liquidity. Another important measure is the reinvestment allowances 
which exempts investment income from corporate income tax. 
Alongside these investment incentives codes is the development of 
infrastructural and other economic services, since tax incentives in 
themselves may not be effective if these services are inadequate. 
Roads, railways and ports, electricity, telecommunications and water 
supply have an important bearing on expected profits from 
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investment. 

64. Interest rate subsidies are widely employed to promote 
certain types and sectors of investment. For example, central banks 
set lower discount rates in order to encourage investment in small
scale businesses. Such a policy is implemented in Botswana and 
Swaziland to encourage domestic borrowing by the private sector. 
Generally, investment codes contain policies on the repatriation of 
profits and foreign exchange regulations. Available foreign 
exchange is usually allocated according to certain criteria, including 
special rate for some enterprises, such as the free funds rate in 
Nigeria. 

65. Capital consumption allowances and tax holidays are also 
provided. Any investment that is accorded a "pioneer industry 
status" can claim an initial depreciation allowance for an asset in its 
first year of use, in addition to the usual annual capital depreciation 
allowance. The allowance ranges from 5 per cent for buildings, 
excluding industrial expenses, to 25 per cent for plantation 
expenditure. The usual depreciation allowance generally ranges 
from 10-15 per cent. Tax holidays of 3-5 years are granted to 
"pioneer industriestl

• Tariff rates of up to 500 per cent as well as 
quantitative restrictions are imposed to protect domestic industries. 

66. Notwithstanding these efforts, the investment climate in 
Afiica is far from satisfactory as reflected in the small amounts of 
foreign direct investment flowing to Africa. (See Annex table 10). 
While most Afiican countries continue to offer various fiscal 
incentives to foreign investors as a way of attracting FDI, the 
findings of many studies (UNCT AD. 1996) have shown that these 
incentives are not enough to attract FD I if the general regulatory 
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framework governing investment is not conducive to doing 
business. There is an ongoing process in many Afiican countries to 
fe-examine the incentive system (Guinea, Malawi, Seychelles and 
Zambia., for example). Moreover, an issue that is coming under 
scrutiny is the preferential treatment for foreign investors vis-a-vis 
domestic investors. 

67. The initial stages of adjustment programmes generally 
combine domestic demand contraction with attempts to stimulate 
exports for external markets. In many countries, the need to restore 
the external account balance led to the implementation of drastic 
measures in order to reduce domestic absorption. Investment was 
often one of the main causalities. Despite the incentives to export 
created by current devaluation in many countries, the compressed 
imports adversely affected industries that were dependent on 
imported inputs. The initial decline in output led to a situation of 
idle capacity whlch discouraged private investment. In the public 
sector, reductions in public investment rather than in current 
expenditures were often the initial instruments of fiscal adjustment. 
In essence, the indirect effect of a decline in private investment and 
direct cuts in public investtnent was to lower the overall level of 
investment in the economy of many African countries. 

68. Three sets of factors influence the investment trends in 
Afiican countries (EC~ 1994). The fundamental ones include the 
political system and the general health of the economy. The second 
category includes the macroeconomic framework and broader 
incentives through trade, exchange rate, interest rate and credit 
policies and price. The third relates to the specific incentives 
provided by governments in order to promote investment. 
69. Afiica's economic and political environment presents one of 
the major challenges that the region is facing. The region has in the 
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past been characterized by serious economic and social crisis which 
manifest itself in famine, malnutrition, high rates of unemployment, 
problems of refugees and displaced persons~ poverty, and 
compounded by serious political problems, induding civil strife. 
Political instability, cumbersome procedures in investment 
formalities, and corruption have played their part in discouraging 
foreign investment into Africa. Fortunately these trends are being 
reversed in a number of African countries as they persist with 
political and economic refonns. 

70. Another basic problem affecting investment decisions in 
Afiica has been the sma11 size of markets in a number of African 
countries. Domestic markets in many African countries are basically 
small and fragmented. At present, there are a number of regional 
economic cooperation and integration arrangements that have been 
established in order to integrate Africa's economic space and 
include: ECOW AS, COMESA, SADC, ANfU, UEMOA, etc. 
However, the effectiveness of some of these entities in promoting 
integration in Africa has left much to be desired, although a number 
have made significant efforts and with notable results. These 
regional cooperative arrangements are being restructured In a 
number of sub-regions in order to better fulfil their mandates. 
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v. CHALLENGESAND 
OPPORTUNlTmS 

71. Globalization and liberalization of the world economy poses 
both challenges and opportunities for countries. The recently created 
World Trade Organization is designed to promote further this 
process by improving the framework of multilateral rules governing 
international trade and promote improvements in access to foreign 
markets for both goods and selVices. A nile base international 
trading system is, therefore, expected to create enormous 
opportunities for those countries that are able to take advantage of 
the opening up of markets. The opportunities to be generated from 
lower protection barriers and rule-based trading system are indeed 
acknowledged as is the possibility of a very skewed distribution 
among various regions of the benefits that wi1l be generated. Afii~ 
on the scenario that the continent is unable to adjust rapidly to the 
merging environment, is the oPJy continent that is expected to be a 
net loser. 

72. Africa, therefore, faces tremendous challenges if it is to 
benefit from the momentum of globalization and liberalization of the 
world economy. It is inevitable that the continent will face much 
stiffer competition in a liberalized globa! markets. Simi1arly~ loss of 
preferences under the Lome Conventions and the Generalized 
System of Preferences (GSP) will also lead to greater competition, 
as has been revealed by the recent WTO ruling on IIbanana trade. II 

73. The sheer size and scope of the Uruguay Round 
Agreements and the World Trade Organization Agreements also 
pose capacity challenges for many African countries to be able to 
interpret and take advantage of the various provisions of these 
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Agreements. It is in this respect, that African countries have been 
calling for trade-related technical assistance to help them digest the 
provisions of the wro Agreements in various areas such as 
agricultural reforms, market access, agreement on trade in services, 
trade-related aspects of intellectuaJ property rights, trade-related 
investment measures, competition policy, among others. 

74. The ability of Afiican economies to take advantage of the 
opportunities emanating for globalization and liberalization will 
depend to large extent on the capacity of these countries to take 
~10ck of their problems, analyze and fom1uiate policies and 
strategies for dealing with the constraints they face, and then 
resolutely implement reforms. Africa needs to regain its 
competitiveness in those products it has lost and then diversify into 
others whenever possible. Furthermore, a concerted effort needs to 
be made to achieve technological transformation in various sectors 
of Afiican economies if the continent is even to catch up with other 
developing regions, let alone developed countries. 

75. The rules governing trade in goods within the World Trade 
Organization have been clearly delineated, although discussions are 
still continuing on interpretation of those rules. However, the rules 
governing investment flows remain undefined despite the fact that 
wro Agreements contain agreements on "Trade-Related 
Investment Measures (TRIMS)" and ttTrade-Related Aspects 
of intellectual Property Rights (TRIPS)tt. It is the recognition 
that a strong link between trade and investment exists that has given 
rise to renewed efforts at trying to establish transparent rules 
regarding international investment flows. These efforts have given 
rise to preliminary discussions at the possibility of establishing a 
"Multilateral Investment Agreement (MIA)". 
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76. Within the Organization of Economic Cooperation and 
Development (OECD) negotiations are quite advanced towards 
establishing a "Multilateral Agreement on Investment. It The main 
elements of this Agreement relate to treatment of investors and 
investment as regards, national treatment and most favoured nation 
treatment, prudential measures, transparency, and other special 
topics on investment; investn1ent protection re1ating to general 
treatment, expropriation, protection from strife, transfers, 
subrogation, protecting existing investments, and protecting investor 
rights from other Agreements; and dispute settlement, relating to, 
state-state procedures, and investor-state procedures. 

(a) Investment-Related WTO Rules and Disciplines and 
Implications for Africa 

77. As the General Agreement on Tariffs and Trade (GATT) 
progressively developed through successive rounds of trade 
negotiations and, in particular through its transfonnation into the 
wro, investtnent-related issues have increasingly come to be 
addressed (WTO, Annual Report, 1996). This reflects the greater 
intertwining of investment and trade in operations of finns, and the 
increasing difficulty of separating those aspects of the conditions of 
international competition related to transborder movement of goods 
and services from those related to FDI. The WTO puts important 
obligations on governments in regard to the treatment of foreign 
nationals or companies within their territories -in the GATs, the 
TRIMs and the TRIPs agreements, as well as in the Plurilateral 
Government Procurement Agreement, the Agreement on Subsidies 
and countervailing Measures, Dispute Settlement (WTO Annual 
Report, 1996). 
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78. It is widely acknowledged that Afiican countries have made 
great efforts in liberalizing and promoting FDI, as well as 
substantial concessions in the Uruguay Round negotiations. 
Many of these countries emerged from the Round with 
their entire schedules bound. These concessions were made 
in the earnest belief that a strengthened rule based 
multilateral trading system would guard against protectionist 
tendencies. 

However, these countries are stilI facing numerous tariff and non
tariff barriers. And the promises to address the issue of improved 
rules governing trade have not gone far enough to satisfY African 
countries. 

79. A thorough examination of the above investment-related 
rules from the perspective of African countries, and ho,,' they affect 
interests of these countries may be warranted. 

(i) General Agreement on Trade in Services 
(GATs) 

80. The integration of investment and cross-border trade in the 
wro is most evident in the General Agreement on Trade in 
Services (GATs). Article 1:2 of the Agreement defines "trade in 
services" as encompassing four modes of supply, including the 
'supply Uby a service supplier of one member, through commercia1 
presence in the territory of any other member!!. Another 
investment-related mode of supply covered by Article 1:2 is the 
supply Uby a service supplier of one member, through presence of 
natural persons of a member in the territory of any other member" . 
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81. In the views of the WTO, when considering GATs as a 
framework for international rules on investment, two points in 
particular are noteworthy regarding the content and structure of the 
Agreement. First, the GATs is not an investment agreement as 
such. It addresses investment as one of several different ways of 
gaining access to a market. On the other hand, by treating 
investment as one element of trade in services, the GATs addresses 
not onJy the terms and conditions of access to market, but also deals 
with Uestablislunent tradell -or in other worlds, the conditions of 
operation in the post-investment phase. Second, in defining national 
treatment as an obligation that relates only to scheduled 
commitments, the GATs departs from a number of other 
intergovemmentaJ investment agreements in which national 
treatment has the same status as MFN, namely a principle of general 
application. 

82. Moreover, the GATs sets up a structure in which it is 
possible for government, in agreernent with trading partners, to 
condition national treatment, or grant it partially. Furthennore, two 
more general points regarding the GATs are worth noting. First, it 
is a new agreement having entered into force in 1995, and 
governments were well aware when they were negotiating the 
GATs that much remained to be done. Indeed, the GATs contains a 
bunt-in commitment in Article XIX to continue to negotiate 
liberalization through successive rounds of negotiations, \\;th the 
first such negotiation scheduled to begin before the year 2000. 
Second, the GATs is one of the few agreements covering FDI which 
is both multilateral and binding. 

83. There are a number of possible implications implementation 
of the General Agreement on Trade in Services (GATs) could have 
on investment (IMF, 1997). These may include the following. 
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Firstly, it is possible that implementation of GATS could lead to 
increased FDI flows to a country in the service sector, which in tum 
could contribute to a country's economic growth.

16 
Secondly, FDI 

in seJVice affiliates that is undertaken by manufacturing companies 
may increase. As these investments are made to improve market 
access, they can induce further trade. They can also result in 
increased competition in the host country. Depending on the 
adaptability of domestic producers, this can lead either to increases 
in efficiency, or decreases in the market share captured by domestic 
competitors. Moreover, taking into account the fact that GATs 
require free cross-border transfer of capital if this is needed to 
provide the service, it will have an additional impact on investment. 

84. What does this mean for Afiican countries? Perhaps the 
most important of this impact from an Afiican perspective is the 
commitment to duty-free in cross-border transfer of capital. Most 
African countries have made commitments in tourism, including 
FDI. The increasing transparency of trade in services should be 
generally beneficial, and will encourage FDI in African countries in 
due time. 

85. However, it has to be recognized that GATS as an 
international investment framework is unsatisfactory, as the 
structure of its rules and the nature of its market access 

16 As a substantial amount of FDI made by TNCs in these countries 
is invested in privatized companies that provide basic infrastructure, the 
resulting modernization of services in utilities, transport, 
telecommunications, banking. and insurance can improve the investment 
climate, which in tum can induce further direct investment. Moreover, the 
privatization of state-owned service suppliers can help to correct financial 
imbalances in the public sector, and can thereby improve aUocative 
efficiency. 
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commitments allow for very partial and conditional liberalization of 
services. It also only covers the service transactions. On the other 
hand, if the commitments specified in the schedules of the agreement" 
were to be expanded to cover more service sub-sectors and 
countries and be made without limitations, the agreement could 
have a great impact on investment indeed. 

(ii). The Agreement on Trade-Related Aspects of 
Intellectual Property Rights (TRIPs) 

86. The Agreement on TRIPs is another important example of 
the evolution of the multilateral trading system from a set of rules 
primarily aimed at regulating policies affecting cross-border trade in 
goods to a set of rules also covering host country treatment of 
foreign companies. The Agreement does not directly address 
foreign investment, however, its provisions on minimum standards 
for the protection of intellectual property, domestic enforcement 
procedures and international dispute settlement are directly relevant 
to the legal environment affecting FDI. The Agreement covers all 
the main areas of intellectual property rights - copyright and related 
rights, trademarks., geographical indications, industrial designs, 
patents, lay-out designs of integrated circuits and undisclosed 
infonnation and trade secrets. 

87. The implementation of the TRIPs' Agreement could also 
have a number of implications for investment flows. These could 
include the possibility that investment in research and development 
activities may increase as a result of enforceabJe IPRs; the possibility 
that production of counterfeit and pirated goods could increase, and 
thereby act as disincentive for investment. The resulting reduction in 
domestic investment opportunities might lead to outflows of 
investment capital. The possibiJity that the immediate and important 
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consequence of the restructuring could be its effects on the balance 
of payments of countries, if production of counterfeit goods is 
substituted by foreign imports. With reduced local production, the 
balance of the current account may deteriorate, not only because of 
the changes in trade flows, but also as a result of the royalty 
payments and fees. Finally, there is also the possibility that 
temporary market po\ver could be associated with enforceable IPRs 
and thereby may lead to price increases. Depending on the degree of 
substitutability and the price elasticity of demand, these increases 
can induce higher expenses on consumption, and shift financial 
resources from investment to consumption, thereby reducing 
economic gro'Wth. 

88. Nonetheless, the expected benefits of the Agreement are 
higher returns to iMovatiol\ increased investment and transfer of 
technology as patents would be protected. The potential for these 
gains in Afiican countries, at least in the short run, is likely to be 
small, and may imply additional administrative costs. Developing 
Afiican countries could invoke the ten year transition period to 
establish patent laws on products that are not presently protected. 

(iii). The Agreement on Trade-Related Investment 
Measures (TRIMs) 

89. The Agreement on TRIMs has the aim not only of 
promoting the expansion and progressive liberalization of world 
trade but also of facilitating investment across international frontiers. 

The Agreement has three main features. First) it clarifies certain 
types of investment measures applied to enterprises which are 
inconsistent with the GAIT. These essentially concern local content 
and trade-balancing requirements, and include not only mandatory 
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measures but also those measures which are not mandatory but 
create advantages. Second, the Agreement requires that all TRIMs 
inconsistent with GATT Articles III and XI, and which cannot be 
justified under an exception provision under the GATT, be notified 
within 90 days of entry into force the WTO. Such measures are to 
be eliminated within a certain period of time, namely, of two years in 
the case of developed countries, five years for developing countries 
and seven years for LDCs. The third important feature of the 
TRIMs Agreement is that it provides for review within five years, in 
the context of which consideration will be given to whether the 
Agreement should be complemented with provisions on investment 
policy and competition policy. 

90. Some of the expected implications of implementation of 
TRIMS on investment could include (IMF~ 1997): efficiency might 
decrease if the changes increase uncertainty for international 
investors about national investment regimes and result in the 
postponement of longer term investment~ if developing African 
countries have to rely more on positive incentives for investment as 
a result of the TRIMs Agreement, this could contribute to financial 
imbalances in the public sector, with negative consequences for 
investment and growth rising from distortions of incentives caused 
directly through the positive incentives, and indirectly through 
unsustainable budget deficits. The prohibition of perfonnance 
requirements has positive effects on the magnitude of FDI invested 
in the host country. In particular, local content requirements in 
knowledge-intensive industries can represent an important 
impediment to FDI, as inputs are not available at all, or are not of 
the necessary quality. 

A rise in investment in exporting countries may take place if trade 
flows that substitute for locally purchased inputs increase. 
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91. A major conclusion from the above review is that 
international agreements to be effective and stable must take into 
account the interests of all parties, incorporate a balance of interests 
and a110w for common advantage. This applies particularly to 
African countries. However, one has to recognize also that 
adequate implementation of the above Agreements will require a 
good investment climate and investment incentive systems that may 
not exist in many African countries. 

(iv). Plurilateral Agreement on Government 
Procurement 

92. The first important evolution in the GATT /WTO system 
into the area of the treatment of foreign companies by host countries 
was the 1979 Agreement on Government Procurement. In respect 
of the covered procurement operations, this agreement requires not 
only that there be no discrimination against foreign products, but 
also that there be no discrimination against locally established 
suppliers on the basis of their degree of foreign affiliation or 
ownership. A new agreement on Government Procurement~ the 
negotiation of which was conducted along with the Uruguay Round, 
has now entered into forcel7

. It retains the basic non-discrimination 
rule referred to above and expands procurement covered by some 
ten-foJd, including now services as well as goods, and procurement 
at the sub-central and public utility levels as well as the central 
government 1evel. 

17 The issue of the implications of such an agreement on African countries has been 
addressed in an ECA study on Practices and Procedures of Government 
Procurement in Africa, ESPD/WPS/97/1. 
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(b) Key Issues in WTO Related to Further 
Development of International Foreign 

Direct Investment Arrangements 

93. In the 1980s, the earlier approach to investments which 
often stressed restrictions, controls and conditions on entry and 
establishment of FDI were reversed, mainly as a result of the debt 
crisis (which made FDI a nlore desirable alternative to bank 
lending), and of the changing perception of the role that FDI can 
play in growth and development. As a result, laws and policies in 
many countries began to change in the direction of liberalization, 
protection and promotion of FDI. These changes are being 
reflected in investment agreements and arrangements. In recent 
years, in addition to traditional FDI, other innovative financing 
arrangements in form of equity investment funds, such as country 
funds and venture capital funds, were made against a background of 
structural changes in international capital markets and in economies 
of recipient countries. These investments are made by financial 
institutions, institutional investors (such as pension funds, insurance 
companies or investment trusts), or ind ividuals interested in the 
financial returns of these investments. A major recent development 
is the Ee lobbing to introduce a foreign investlnent treaty (a 
multilateral Agreement on Investment) in the World Trade 
Organization. The mUltiplicity of investments arrangements and 
agreements and the on-going negotiations towards the construction 
of a multilateral framework for FDI suggest that some key issues 
will emerge and need to be addressed at the outset 
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94. In exploring basic approaches regarding the future evolution 
of international arrangements for FDI, two are distinguished. One 
approach involves maintaining or improving current arrangements. 18 

This is the approach preferred by African countries, because it gives 
them more freedom to pursue development objectives according to 
their priorities and because they are sceptical about their ability to 
shape the FDI agenda in wider nlultilateral fora. The other 
approach involves the establishment of a multilateral framework for 
FDI. It appears, therefore, that in the international Community, 
greater cooperation on FDI is desirable, and discussions are being 
pursued in various fora. In the WTO forum, four main elements are 
being considered in relation to further developments in FDI 
international arrangements and the eventual establishJnent of a 
Multilateral Agreement on FD I: 

• generally free access for investors and investments; 
• national treatment for investors; 
• dispute settlement~ and 
• accompanying measures to uphold and enforce commitments 

made to foreign investors. 

95. Experience has shown that for FDI to playa more positive 
role, governments must have the right and power to regulate their 
entry, terms of conditions and operations. The key problem is that 
at present, FDI arrangements seek to remove these rights. Hence, 
governments will no longer have the freedom to choose their own 
particular mixture of policies and conditions on FDI, the major 
policies would be already determined by the nlultilateral set of 
investment rules. 

II A study on The Multilateral Agreement on Investment is being 
undertaken by ECA/ESPD. 
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96. Some specific implications for African countries could 
include the following: 

• the strategy of reducing foreign share and 
increasing local share of equity wou1d be 
threatened~ 

• joint-venture could disappear: foreign firms 
would most likely prefer to take the form of 
100% owned subsidiaries, now that there are no 
longer equity restrictions~ a worsening of the 
balance of payments item "investment income 
payments" could be expected; 

• policies and regulations favouring local firms 
and business would have to be cancelled. Many 
local enterprises wou1d have their market share 
cut and be deprived of preferential treatment; 
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VI. CONCLUSION 

97. The worldwide globalization of production, investment and 
markets supplemented by free flow of financial resources and 
supported by fast communications and transport services poses both 
challenges and opportunities for countries and regions. The new 
multilateral trade arrangements, such those under GATIIWTO aim 
to provide further stimulus to international trade. The reduction in 
tariffs and the eJimination of quantitative restrictions (QRs) and 
other commercial"policy barriers to trade will make for a more 
transparent and stronger rule-based multilateral trading system that 
should enhance trade prospects. 

98. While the new international economic order is expected to 
increase global benefits, the weak structural economic situation and 
the scarcity of applicable institutional and human resource capacities 
in many Afiican countries could be major impediments for these 
countties to take advantage of these new trade opportunities. The 
constraints facing many of these countries include: weak 
technological capacity; lack of entrepreneurial~ marketing and 
technical skills; paucity of long-tenn finance; expensive trade credit 
and presrupment finance; deficiencies in the physical infrastructure~ 
inadequate legal and regulatory frameworks; and absence of a 
coherent strategy for export development. The prospects for growth 
of Afiican trade depends to a large extent on national and 
international efforts to expand and diversify both products and 
markets, as well as measures needed to attract investment. 

99. Trade expansion can be promoted through policies and 
measures designed to strengthen African countries' supply 
capacities, enhance the ability to take advantage of trading 
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opportunities emerging with globalization and liberalization of the 
world economy, and improved market access. The challenges that 
face African countries is in implementing (or continuing to 
implement) investment and trade policies that will allow them to 
benefit from this momentum. 

100. Increasing attention has come to focus on the role of "trade 
policy" in performance of Afiican economies. Arguments have been 
advanced that- restrictive trade policies and inward-looking 
development 'strategies have partJy contributed to the poor 
perfonnance of these economies during the last decade. It has been 
obseJVed that tr-OOe. policy stance of African countries in general has 
been either not conducive to rapid growth or largely hostile to trade
induced overall ,economic -growth (Oyejide, 1997). Accordingly, it 
has been argued that impediments to openness and misguided trade 
policies have been detrimental to Africa's economic performance 
(Collier and Gunning, 1997 and the World Bank, 19981). Afiican 
countries are, therefore, encouraged to undertake and/or continue 
with trade policy reforms. 

101. Many Afiican countries have heeded this call for 
intensification of trade policy reforms. A number of them are either 
designing trade reform programmes or implementing them. These 
refonns have focused on improving the macroeconomic 
environment in which the export sector operates, reducing foreign 
exchange controls and import restrictions, moving towards market
oriented exchange rate regimes, reducing financial repression and 
improving the 1egislative and regulatory framework for exporters. 
Notwithstanding these reforms, many African countries' trade sector 
remains underdeveloped and appears to be uncompetitive in 
international markets. 
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102. Similarly, many Afiican countries have in recent years 
embarked on progranunes to refonn their investment policies. This 
process has involved: changes in the legislative and regulatory 
framework governing investment; elimination of price controls on a 
number of products and inputs; liberalization of producer markets in 
some cases; privatization of state-owned enterprises; financial sector 
refonns; b1leralization of foreign exchange markets in some cases; 
establishment of export and investment promotion agencies; and 
establishment or review of uinvestment codes. tt Furthennore, during 
the end of the 1980s and the beginning of the 19905, the move 
towards greater openness to FDI has spread among many Afiican 
countries, with a view to liberalizing investment policies. 

Many have also concluded bilateral investment treaties designed to 
attract foreign direct investment. Bilateral Investment Treaties 
(BITs) concluded by forty-three (43) African countries as at the end 
of 1996 totalled 271 out of the nearly 1,300 worldwide. 

103. Furthennore, a significant disengagement of the state from 
direct involvement in economic activity has occurred in some 
countries, although the process of privatization of state-owned 
enterprises has been rather slow and contentious in many of the 
countries. Afiican countries have established the Association of 
African Investment Promotion Agencies (AFRIPA) with a view to 
promoting collaboration among African investment promotion 
agencies. An Afiican Privatization Network (APN) has aJso been 
established to promote smooth transfonnation of state-owned 
enterprises to private-sector-ownership. These efforts are part and 
parceJ of efforts by these countries to attract investment. 
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Notwithstanding these efforts, the investment climate in Afiica is far 
from satisfactory as reflected in the small amounts of foreign direct 
investment flowing to Africa. 
While most African countries continue to offer various fiscal 
incentives to foreign investors as a way of attracting FDI, the 
findings of many studies (UNCT AD, 1996) have shown that these 
incentives have failed to attract FDL 

105. A number of factors influence the investment flows. The 
fundamental ones include the political system and the general health 
of the economy. The second category includes the macroeconomic 
framework and broader incentives through trade, exchange rate, 
interest rate, credit policies and price. The third relates to the 
specific incentives provided by governments in order to promote 
investment. It would appear that despite notable efforts by African 
countries to revise their investment policies, foreign direct 
investment flows to the continent remain marginal. This would 
indicate that other factors that inhibit investment \vou!d need to be 
addressed if the continent is to attract higher levels ofFDI. 

106. The relationship between trade and investment has come to 
be one of the most debated upon subject. The globalization and 
liberalization of world trade and financial markets and the apparent 
link between trade and investment has brought this subject to the 
forefront of the debate on international trade and investment 
relations. The discussions currently going on as to whether a 
II multilateral investment agreement" within the auspices of the 
World Trade Organization (\\lTO) should be created is part of this 
debate. 
As another ECA paper is examining the implications for Africa of 
the establishment of such a framework, this paper can only note the 
affording events. 
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107. The debate in Africa on "trade and investment policy" 
reforms is not one of whether there is need for Afiican countries to 
implement such reforms, but rather one of the pace at which these 
reforms should be implemented. Arguments have been raised in 
support ofhoth a tlgradualistic approachtl and a "shock approach II , 
The arguments for a gradualistic approach are based on a number of 
factors. Firstly, it is argued that Africa's stock of efficient modem 
manufacturing facilities is extremely small and fragile and could 
easily be destroyed by an abrupt and premature exposure to 
international competition. Secondly, Africa's emerging comparative 
advantage in primary commodity processing and labour-intensive 
manufacturing may not evolve rapidly enough under strictly market· 
based incentives. Thirdly, Afiica's current level of industrial 
experience suggests that much industrial learning and capacity 
building needs to be done. Finally, the costly nature of the required 
capacity-building and industrial learning imply that the process 
involved would need to be protected (Oyejide and Stewart, 1995). 

108. The proponents of a "shock approach" to refonns of trade 
and investment policies argue that a piece-meal approach may not 
be adequate to attract foreign direct investment as government 
would be perceived to be not committed to such reforms. 
Furthermore, such an approach reinforces uncertainty about 
governmentls commitment and possibilities of policy reversal. 
Whatever the arguments may be, the importance for African 
countries to persevere with trade and investment policy reforms is 
generally acknowledged. The basic question facing Afiican 
countries is the content the reforms should take and the pace at 
which they should be implemented. In this respect, country 
experiences will vary depending on the structure of the economy, 
the political setting, the institutional framework and international 
support that can be generated. 
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109. It is obvious that the trade reforms and investment incentives 
yielded results that are unsatisfactory by any standards. While these 
reforms are necessary, the results so far evidenced that they are not 
sufficient. To better appreciate the situation, a more comprehensive 
review of trade and investment policies in Africa \\,111 be carried out 
using a questionnaire in order to detenrune the extent to which trade 
and investment policy refonns have been undertaken in individual 
Afiican countries and also at the sub-regional level wherever 
applicable. The data gathered will assist the Commission to evaluate 
the limitations African countries face in liberaJizing their trade and 
investment policies in order to attract foreign direct investment and 
prOlnote trade. One would have expected an improvelnent in the 
trade position in world trade markets with the extensive reforms 
currently underway in a number of these countries. 
There is, therefore, more than is visible to the eye as to why African 
countries are experiencing difficulties in capturing a larger share of 
world trade. 
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ANNEXES 
1. TABLES 
Table 1. Trade Policy Indicators of African Countries: MClI" Tariff (u/o): 1990.-1993 

I 
I Country 

i A 3Q01o and above: 

[Benin 
I I Central Afiican Republic 

I Ken I ya 

I Nigeria 

I Rwanda 

ISen~ 
Sudan 

Tunisia 

r B. 20 to 29%: 

Algeria 

Egypt 

Ethiopia 

~~ 

Mean TaritTRange 

1 37.4 

I 32.0 
! I 35.1 

! 34.3 

34.8 

34.2 

56.6 

30.0 

24.R 

28.3 

28.8 

24.5 

25.8 

25.9 

Mean Tariff 
Range 

C. 10 to 19%: I -r An--g~;----+-------11-.6~! 
I ~ 

Cameroon 18.7 i 

Congo t 18.6 i 
I Ghana 

I 

t 15.0 

i Libya 18.3 
! I 19,7 I I South Africa 

Tanzania 19.5 I 
Uganda 17.1 

D. Below 
10%: 

Cote d'lvoire 4.9 

Guinea I 8.9 

Mali 3.0 

'O" .L· ue 5.0 I 

Source: World Bank, Warid Development Indicators, 1997. 
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Table 2. Trade Policy Indicators in Afrif.."3: Standard DC\1ation of Tariff Rates, 
I 99()..1 993 

Standard Deviation 

I 
Standard Deviation of 

COWltry of Tari 1T Rates Cow1lry TaritT Rales 

A 30 and above: c. 10 to 19: I j 

Rwanda 33.1 Cameroon I 12.0 I 
B. 20 to 29: Kenya I 13.3 I 

I Algeria 
--1 

I Morocco 
! 

13.21 19.6 I 
I 

EID-pt 28.9 Tanzania 

I 
12.31 

Ethiopia 23.9 Tunisia I 
~ 

Algeria 25.0 I Zambia 

I 

10.0 I 
South Africa 21.9 ~. Below 10: ! 

I Cote dlvoirc I 1.5 

I j 
I 

Ghana 8.3 =+ I Momnbique 

Uganda 

Source: World Bank, World Development Indicators, 1997. 
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TaWel. Trade Policy lndkaton of Afrkan Countries: Covered by Non-tarifTBarrief'!J (0/.), J99().. 

~1~~ ________________ ~ ________ -r ____________ ~'-______ .--, 

Tanzania 

R 20 to SOOA.: 

Mauritius 

Guinea 

Tunisia 

Covercdby 
Non-Tariff 

Barriers (%) 

D. Below 20010: 

91.3 Algeria 

100.0 Angola 

79.7 Benin 

100.0 Burundi 

35.2 Libya 

38.2 Madagascar 

37.8 Nigeria 

32.7 Senegal 

22.5 Sudan 

45.2 
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(Aven:dby • 
Non-Tariff 

BaIDcrs (%) 

9.5 

0.7 

17.0 I 

S.l 

13.4 

to.3 I 

1.7 

8.8 

7.2 

10.0 



TIIbIt 4. '('he ImpIct or Ceprqq.. DgpP. !II!I Dtwnf ....... FIC!4n .. ~ AIicM .. 0Sh!r 
~ co;mtrics' E!p!!!: 196.'Ui4 tel991·1S 

! All stlb-
I Saharan AfrIca 
i ,',' Lowmoon\e 
I Africa 
I 
j ~tiddle incane 
! .-'\fi1ca 

I
I Low irY:ome 

Asia I 
Middle inoom.: 
luia 

Latin amenca 
and CanblJean 

~ Middle East 

• Qher Europe 
and Asia 

Hiitl income 
nm-OECD 

Allnm-OECD 
excl~Sub-

Saharan Africa 

OECD 
COUltries 

I 

I 

All rmfi.cI eqots 

(Smillim) 

1962-64 1991·93 

3,468 15,146 

2,157 11,433 

711 3,713 

1,635 l 114,976 I 

6,745 I 97,673 

I 

1,064 18..490 

289 4,112 

2.219 I 45,323 

841 IOS,364 

18,954 521,231 

49,560 1,.3005 
2 

Source. World Devdqment. Vol. 25, No.€!. 1m. 

Growth '* ("10) F 8I:Wr mfl\.llCllOC 00 t::I.mtt 

Dc:mIni Adual 

IJOWlb ~ I ..., I , 
7;8 S.41 Sn.l 

! 
417 0.5 I 

j 
I 
I 

S66.R ·51} 0.6 
I 

I 
7.69 6.08 5%9 -37.9 ~ 

I 
I 

8.49 14.42 m.6 383.4 0.2 

11.33 1640 740.1 

I 
724.9 , 0.1 I 

I i I 
7.98 10.02 6585 I 77.7 ! 01 I 

i i 
1 I 953 10.53 1.0584 ·19.1 

9.34 10.48 1,0208 301 Oi 

10.38 IU8 1,386.4 30.7 -

14.26 18.83 I 3,9796 3I'l4,7 i 

9.68 1257 1,1319 115.1 I 
I 

12.81 12.81 2,762.9 -11.6 



Table 5. Elchange Rate Arrangements of African Countries (as of December 31, 1990) 

Country CUrTet1cy Peg flexibility limited in terms of 

US French Other SDR Other Single Cooperative Adjusted Other Independ 

dollar Franc Curren Composite currency arrangements according managed <TIlly 
floating floating 

cy to a set of I 

indications --_P-_ .. ----:------~-- ----i------- -----.-~- --
Algeria x 

Angola x 
--f------

Benin x 

Botswana x 

Burkina x 
Faso -----
Burundi 11: 

CameToon X 
-

Cape Verde x 
-----, . ---~----

_ . --
Central x 
African 
Rep_ 

----" 
Chad x 

Comoros x 

64 



Country 

US 
dollar 

Congo 

Cole 
d'lvoire 

Egypt 

Ethiopia X 

Equatorial 
Guinea 

Gabon 

Gambia 

Ghana 

Guinea 

Currency Peg 

French Other SDR 
Franc CUrTetl 

cy 

x 

x 

l-~-
Other Single 

compos~'1 currency_ 

--

r-------
Coop 
arrang 

r'-'--

ive 
:ements 

--'--

-'-------
-- ---

X 

-_ ... -
X 

-
- -- f-----" 

-- -------~. - ---'------- ---

65 

Flexibility limifed in telTOS of 

Adjusted 
according 
to a set of 
indications 

Other 
mana,ged 
floatmg 

x 

x. 

In&pend 
-ently 

float.ing 

.Ii. 

" 



Counlly Currency Peg 

US French Other SDR Other Single 
dollar Franc Curren Composite currency 

cy 

-- ---- r--' ---_. ------
Guinea-
Bissau _ .. -
Kenya x 

Lesotho x 
.. -f-

Libya 1C 
-

Liberia X -
Madagasca 
r 

.. _f-. --f--. 

Malawi x 

Mali X 

Mauritania 
-

Mauritius x 

Morocco x 
- .-~ 

Mozambiqu 
e 

-
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-
f 

------,-
Cooperative 

arrangements 

------.... 

-------_ ..... 
--------1-

-- .... 
_. 

-- .... 

.---
.. _--.... 

-
._-f-

----_-..._ ... 

-------

__ L 

l,ity limited in terms of 

Ad: 
cc 
Ooa 
di 

usted 
)f'ding 
set of 

:ations 

----
--.. --

x 

--
-
-----
---
x 

--_ ..... 

O\her -.-T Independ 
mana~ed -enUy 
floatmg floating 

x 

-.-

---

----f-----

X 

.----

.-

I 



Country Flexibility lim ed in terms of .- ,..-'---'-

Other US 
dollar 

French 
Franc 

Other I SDR I Other I Single Cooperative Adju.qed 
Curren Composite currency arrangements according 

managed 
floating 

cy ~a~o 

I
Namibia 

Niger 
I 

Nigeria 

Rwanda x: 
\------+1-----+---+-----+-------

Sao Tonle 
and 
Principe 

indications. --
- 1------.-

-------

x 

f-------+-----\----;-----t--+-+__ ------+----.-t-----.-------+--------- - ~---.--

Senegal x 

Sierra 
Leone 
-l 

Seychelles x 

South 
Africa 

- -
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._- r---"--

r-'----

Independ 
-ently 

floating 

X 
1---

K 
----

1\ 

X 



Country Currency Peg r= ___ ~I:Xibility limited in terms of 
I 

US French Other SDR Other Single Cooperative Adjusted Other Indtpend 

dollar Franc Curren Composite currency arrangements according 
managed -ently 
floating noating 

cy tl} a lUrt of 
indications .. - f--------

Swaziland " -----
Sudan x 

.. -- -------- -_.----
Tanzania x 

--------
Togo x 

.----_._-----,...--------- -
Tunisia x --I--

Uganda x 

Zaire x -------,-f-----.. 

Zambia x ---I---- --r----' 
Zimbabwe x 

Total 4 14 2 4 11 None None 3 S 7 
! 

Source: Internallona Financial StatIstiCS, 1991. 
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Table" Exchange Rate Arrangements (as of September 30, 1996) 

Country Currency Peg I Flexibility limited in terms of More flexible arrangements 

US French Other SDR Other Single Cooperative AdjU$ted Other Inde 
doUa Franc currency C!i~ tumnty IITangem«lts 8CCO~to managed p!:"dently 

r I set 0 floattng floating 
indicatiOll3 

Algeria :It 
i 

Angola :x 

Benin x 
: 

Botswana x 
, 

Burkina Faso It 

BL!IlIf)di x 
, 

Cameroon x 

Cape Verde x 
I 

Central African )t 

Rep. 

Chad x 

Comoros x 

Congo " 
Cote d'Ivoire x 

Egypt x 

Ethiopia x 

Equatorial x 
Cruinell 

--. --
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Country Currency Peg I Flexibility limited in terms of More flexible arrangements I 

us French Other SDR Other Single Cooperatlve Adjusted Other lnde 
dolla Franc currency Comp currency arrangements accordint to managed pendently 

r oSlle a set 0 floating floating 
indications 

I 

Gabon x i 

Gambia x 

Ghana x 

Guinea X 

Guinea-Bissau x 

Kenya )( 

Lesotho x 

Libya X 

Liberia x 

Madagascar x 

Millawi )( 

Mali x. 

Mauntania x 

Mauritius x x 

Morocco x 

Mozamhique x 

:-.;'afmbia x: 

N'iger x 

Nigeria x 
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Counlry' CurrencyPcg I Flexibility limited in I.crms of More flexible amngemenls 
i 

US French OIher SDR Other Single Cooperative Adjusted Other lnde 
dolla Fmnc currency Camp currency mangements acCOfdinf to ~ ~tly 

I 
r OSlte aseto flO8l.mg oalmg 

indications 
, 

Rwanda :It 

SilO Tome and x 
Principe 

Senegal x 

Sierra Leone It 

Seychelles )( 

South Africa x 

Swaziland x 
i 

Sudan x 

Tanzania x 

T~o It 

Tuniilia x 

Uganda :It 

Zaire: II 

Zambia x 

Zimbabwe x 

Total 2 14 3 1 6 None None None 7 18 

Soun:e: lnh matlonal J.<'lnanclal Statl Itk;s.April ,9')6. 
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Table 7. African Members of tbe Intemational Moneta" Fund tbat have 
Accepted the Obligations of Article VDL Semona 2,3 and 4 of the IMF's 
Articles of Agreement and Effective Date of Acceptance* (as of April 1996) 

Couriry Effective Date of Country Effective Date of 
Acceptance Acceptance 

Benin June 1,1996 Madagascar September 18, 1996 

Botswana November 17.199S Malawi December 7, t 99 S 

Burkina Faso June I, 1996 Mali June 1,1996 

Cameroon June 1,1996 Mauritius September 29, 1993 

Certrlll African Rep. June 1,1996 Morocco January 21,1993 

Chad June 1,1996 Niger June I, 1996 

Comoros June 1,1996 Sene~l June 1, 1996 

Congo June 1,1996 Seychelles January 3,1978 

COte d'lvoire June 1, 1996 Siena Leone December 14,1995 

Djibouti I September 19, 1980 Sooth Africa September 15, 1973 

EquatOOaJ Guinea June 1, 1996 Swaziland December 11, 1989 

Gabon June J, 1996 Tanzania July 1~, 1996 

Gambia.. The January 21, 1993 Togo June 1,1996 

Ghana February 21, 1994 Tunisia January 6, 1993 

Guinea November 17, 1995 Uganda AprilS, 1994 

Kenya June 30, 1994 Zimbabwe February 3, 1995 
. . 

Source: Internallonal Fmanclal StatlstlC:S. December 1996 . 

• Article vm of the Flmd's articles of ~ement impo1Ies certain obligations on. member countries of the FW"Id. In 
particular Article vm Section 2(a) and 3 prohibit members, excq:t with the approval of the Flmd. from imposing 
restrictions on. the making of payments and transfer for current international transactions or from engaging in multiple 
currency prac.tices on discriminatory currency arrangements. 
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Table 8. Gross Domestic Savings as I Proportion of Groll Domestic Product (GDp) 
1993-1995 

CoutVy Courfry 

A 30% and above: I MriclUl Republic 

Angola 

B. 20 to 19°.4: 

A1geria 

Bctswana 

Congo 21.8 Guinea-Bissau 

Mauritius 23.4 Lesotho 

Tunisia 21.2 Madagasau 

C. 1010 19%: Malawi 

cameroon 18.7 Mali 

Cote d'ivoire 16.8 Mauritania 

Guinea 10.2 Mozambique 

Kenya 18.9 Rwanda 

Morocco 14.9 Senegal 

Namibia 

South Afiica. 

D. Below 10: Togo 

Benin 5.6 UgaDda 

Burkina Paso 7.6 Zambia 

Bwundi ..(j.7 

Source: World Bank, World Development Report., 1997. 
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GrOSi Domestic 
Investment 

5.0 

5.8 

-28.8 

5.0 

4.3 

4.5 

-1.2 

-15.2 

2.7 

0.3 

7.8 

9.4 

4.4 

-]9.7 

7.5 

0.2 

"().2 

4.3 

4.2 

5.0 



Table 9. Gross Domestic Investment as a Proportion of Gross Domestic 
Product (GDP), 1993-1995 

Gross 
Country ~c Country Domestic 

nt Invest.rrk!nt 

A. 300/0 and above: Cameroon ]5.5 

Algeria 31.0 Central African Republic 12.5 

Congo 35.3 Cote d'[ voire 11.2 

Lesotho 85.3 Egypt 17.1 

Mozambique 57.7 Eritrea 1S.1 

Tanzania 31.6 Ethiopia 15.5 

Mamitius 29.S Ghana 16.4 

R 20 to 296/0: Guinea 14.9 

Botswana 25.3 Kenya 18.5 

Burkina Faso 22.2 "1- '1_ 11.1 

Gabon 24.4 Malawi 14.3 

Gambia 21.0 Mauritania 18.0 

Guinea-Bissau 20.6 Namibia 18.6 

Mali 24.8 Rwanda 11.4 

Morocco 21.1 I Senegal 14.2 

Tunisia 25.8 South Africa 17.1 

C. 10 to 196/0: Uganda 15.5 

Angola 18.7 D. Below 10%: 

Benin 15.9 Sierra Leone 8.4 

Burundi 12.6 Togo 9.7 

Zambia 9.7 
Source: World J:SanlC, World JJevelopment Report, 1 'J~n. 
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Table 10. Ranking of Host Countries in Mrica.. by Size of FDI Inftows, 1980-
1995- (Millions ofDollan)-

Cotmtry' 
Annual average 

19&0-85 19&6-90 1991-95 

Nigeria 210 723 1250 

Egypt 665 1067 692 

Morocco 56 95 516 

Angola 10& 69 40l 

South Africa 82 -1 273 

Tmisia 212 74 235 

Ghana 9 8 129 

Libyan Arab Jamahiriya 408 17 128 

Namibia 16 6 61 

Swaziland 10 49 59 

Zambia 26 112 53 

Cameroon 154 -16 45 

Mozambique I 5 29 

Equatotial Guinea 1 3 26 

Guinea 0 13 25 

Zimbabwe 0 -12 24 

Seychelles 10 21 22 

Mauritius 3 25 18 

SiemiLeooe -4 -13 14 

Madagascar 1 11 ]4 

Lesotho 4 11 13 

United Republic of Tanzania 8 .{) 12 
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Counuy 
Annual average 

1980-85 1986-90 1991-95 

Algeria 51 8 12 

Kenya 26 39 10 

The Gambia -0 3 9 

Liberia 26 238 9 

Benin 1 0 7 

Mali 4 -1 7 

Chad 31 14 7 

Senegal 9 1 6 

Mauritania 11 3 6 

Ethiopia 1 2 5 

Malawi g 14 5 

Uganda 0 -1 3 

Zaire 3 -14 3 

Rwanda 16 15 2 

Comoros 0 3 1 

Togo 12 6 1 

Guinea Bissau 1 0 1 

Somalia -6 2 1 

Bunmdi 3 1 1 

Niger 10 II 0 

Burkina Faso 1 3 0 

Cape Verde 0 0 

Sudan 9 3 -0 

Gabon 58 75 -2 

Central African Republic 5 3 -3 
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Counuy 
Annual average 

1980-85 1986-90 1991-95 

Cote d'Ivoire 43 55 -22 

Botswana 60 72 -55 

Africa 1597 2843 3801 

Least developed COWltries in Afiicab 290 514 665 

North Afucac 587 1260 1584 

Sub--Saharan Africad 1010 ]582 2217 
Source: UNCT AD, World Investment Report (1996). 

~ Ranked on the basis ofFDI inflows during 1991-1995. 

b{ Include Angola, Benin, Burkina Faso, B~ Cape Verde, Central African 
Republic. Chad, Comoros, Djioouti. Equatorial Guinea, Eritrea. Ethiopia, the Gambia, 
Guinea, Guinea Bissau, Lesotho, Liberia, Madagascar, Malawi, Mali, 'Mauritania, 
M07..ambique, Niger, Rwanda. Sao Tome and Principe, Sierra Leone, Somalia, Sudan, 
Togo, Uganda, United Republic of Tanzania, Zaire and Zambia. 

g Includes A1g~ Egypt. Libyan Arab Jamahiriya, Morocco, Sudan and Tunisia. 

g; Indudes aU African countries except for North Africa. 
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II. GENERAL ECONOMIC 
REFORMS IN AFRICAN 

COUNTRIES 

1. General economic reforms in African countries have been 
designed to improve the efficiency of African economies, and have 
traditionally focused on trying to stabilize these economies 
following the sharp external and internal imbalances which 
emerged in the latter 1980s and early 1990s. The main elements of 
these reforms have consisted of measures designed to reduce fiscal 
budget deficits and the impact of financing these deficits on the 
economies; to reduce inflationary pressures; to bring the exchange 
rates of currency in line with major fundamentals of African 
economies; to improve the efficiency of the public sector; to 
enhance the contribution of the financial sector to resource 
mobilization and efficient uti1ization of such resources. 

(i) Fiscal Policy Reforms 

2. Fiscal policy reforms in Africa countries have aimed at 
reducing fiscal deficits to sustainable levels and in tum reduce the 
impact of inflationcuy financing on such economies. The measures 
have tended to focus on reducing overall government expenditures 
and rationalizing such expenditures~ improving taxation 
administration; broadening the tax base; and reducing the adverse 
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impact of trade tariffs on the perfonnance of the sector. Many 
Mrican countries are currently implementing "tax reforms" as an 
important eJement of trying to improve the overall economic 
environment. 

3. In 1996, fiscal policy continued to emphasize budgetary 
restraint. In this context, the average overal1 budget deficit for 
Sub-Saharan African countries was reduCed for the fourth 
consecutive year, to 2.9010 of GDP (ADB, 1997). Algeria and 
Nigeria among the largest economies within the region 
experienced budget surpluses of 2.6% and 0.7% of GDP, 
respectively. South Africa's budget deficit was relatively high at 
5.2% ofGDP as the country continued with the implementation of 
its reconstruction and development program. 

(ii) Inflationary Pressures 

4. A number of African countries have also moved to reign-in 
inflationary pressures by tightening monetary poJicy and reducing 
budget deficits. In the past, high inflation rates and fiscal deficits 
have contributed to the poor macroeconomic and financial 
environment which has prevailed in many of these countries. 
However, in recent years many of these countries have made 
concerted efforts to reduce inflationary pressures. In some 
countries, central banks have progressively moved to gain relative 
independence and thereby to be able to conduct monetary policy 
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consistent with price stability. This has resulted in a marked faU in 
inflation rates in a number of these countries. 

5. The overall regional average inflation rate was at 27.3% in 
1996, compared with 32.5% and 40.4% in 1995 and 1994, 
respectively (ADB, 1997). This average for the region could have 
been much 10wer were it not for a high-inflation countries, such as 
Zaire and Angola which record triple digit inflation rates. In the 
CF A Franc Zone, inflation is expected to fall with a continuation 
of restrained fiscal and credit policies. For example, the average 
inflation rate in Cote d'Ivoire and Cameroon, the two largest 
economies within the zone, fell from double digits in 1995 to 6.6% 
and 6.3%, respectively in 1996. The reduction in inflation rates 
has meant that many countries now have positive rea1 interest 
rates. There has also been progress in the libera1ization of credit 
allocation and in the strengthening of monetary management in 
countries such as the Gambia, Ghana, Kenya, Madagascar, 
Malawi, Nigeria, Uganda, Zambia and Zimbabwe. 

(iii) Financial Sector Reforms 

8. Financial sectors in Africa have become an integral part of 
economic reforms and the adjustment process. These reforms have 
focused on improving the legal, regulatory, supervisory and 
jUdiciary environment; reducing financial repression; restoring 
bank: soundness; and rehabilitating financial infrastructure. The 
reforms have also included programmes designed to downsize 
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public1y-owned banks, privatizing them wherever possible and 
encouraging new entrants. 

9. Although these efforts have yielded some positive results in 
some countries, much more needs to be done in many African 
countries in order to create a dynamic financial sector able to 
contribute to the development process of these countries and more 
importantly to be able to take advantage of the globalization of 
financial markets. The major elements of a comprehensive 
financial sector reform programme therefore would invariably 
have to include: policies and measures designed to ilnprove 
efficiency and competitiveness of the financial sector and the 
intermediation process~ and improve the legal, regulatory and 
supervisory framework of the financial system. The programme 
would also need to include policies and measures to improve the 
institutional and human capacity of the financial sector~ modernize 
managerial and technical skills of personnel~ expand the structure 
of the sector and its financial instruments; improve payments 
systems; downsize the role of Government in the sector; strengthen 
the role of the central Bank and/or financial supervisory 
authorities; promote the efficiency and development of tnoney, 
banking and capital markets; and encourage technological 
modernization of the sector.! 

1 ECA (1997) Financial Sector Refonns in Mrica: Realities and Problems, 
ElEeN ESPD/CMF612, February] 997. 
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