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SUMMARY

The role of investments in development process cannot be over-emphasized. The

experience of other regions of the developing world has clearly shown ihe importana; of

capital in the economic growth of nations.

In the case of the African continent, numerous factors militating against local and

foreign investments have been identified. They are, among others, paucity of local savings.,

(due to waste in the public sector, over-indebtedness, excessive taxation, inflation, low export

revenue, etc..) lack of qualified manpower and inadequate banking and financial system.

There are certain specific obstacles related to international competition, discriminatory

practices with regard to foreign direct investments, and to lack of business acumen, not

forgeting the problems inherent in financing of local investments.

In west Africa, other motives relating to the global environment can be raised. They

are: Ihe small size of national markets, high interest rates, lack of infrastructure and the low

level of literacy among adults and youth alike.

In the face of the package of constraints, die study concludes on the need for

governments to adopt a policy aimed at guaranteeing a general framework calculated to

attract investors. In this wise, one should particularly, strive to install a peaceful social

climate and a legible economic environment as well as a wider subregional zone.

Some additional technical measures such as : establishment of a subregional stock

exchange and transferable securities, strengthening of the banking sector, harmonisation of

instruments such as investment code, free zones or business law, are also recommended.



ECA/MIE/NIA/XV/97/07

I. INTRODUCTION

1. The present study on "measures for effective mobilisation of local and foreign direct

investments in West Africa", was recommended by the 14th meeting of the

Intergovernmental Committe of experts of MULPOC for West Africa, held in Colonou in

March, 1995. The advantage of the said study resides in the fact that it stresses the

simultaneity of local and foreign inputs which are to be mobilized for investment purposes,

if one wants to accelerate the development of the subregion.

2. The role of investment in economic growth is so important that international

competition for capital is being intensified. It is against this background that observers of the

trends of international division of labour foresee a spectacular shift in the landscape of the

world industry in some years to come - a shift whose prime mover will, partly be foreign

direct investment. It is probable that this shift will be effected at the expense of the industries

of the North with their non-qualified high labour componentCl).

3. The issue, therefore, is to know how Africa will be able to compete with the Chinese,

Indian or East European industries which, presently, seem better placed to benefit from this

future global expansion of investments. To this end, certain analysts have portrayed quite a

paradoxical situation with regard to our continent which, even though, has an enormous

development potential, (young population and national riches with the prospects of being

profitably exploited), is still unable to attract international investors for reasons to be

examined in due course. For example, Africa hardly receives 3 billion dollars of foreign

investments per year and, besides, only 6 percent of the investments made in the developing

countries take place on the African continent.

4. As regards local investment, observers mutually affirm that there is presently a great

potential for growth in Africa, in general, and in the subregion, in particular, considering the

fact that capital flight is still substantial; the banks have abundant resources; and that the

financial markets capable of tapping local savings are still insufficient and even non-existent

in some places (in the CFA zone, for example, with the exception of Cote d'lvoire);

Solutions should, therefore, be envisaged which, in this case, should aim at reviving the

confidence of nationals in their own economies; completing the already advanced re

organisation of the banking sector as well as encouraging the emergence of a subregional

financial market.

5. Another encouraging sign is the present liberal economic environment, which is

conducive, among others, to privatisation and also to abolition of the different rigidities

(legislative, administrative, etc..) which have., hitherto impeded investments.

1 UNCTAD Report onTracle and Development, 1995, PagesJA&J2-
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II. ROLE OF INVESTMENTS IN ECONOMIC GROWTH

6. The importance of investments in development process cannot be over-emphasized.

It is, according to an observation mutually accepted, one of the main explanations for the

success of trie new industrialised countries, such as: South Korea, Taiwan, etc...

7. Economic theory has also highlighted the decisive role played by investment in the

economic growth of nations. Particularly, the keynesian theory has demonstrated the capacity

of public investment to take an economy to a full employment situation. It goes without

saying that, this theory, with minor adaptation, is still valid today and that the present policy

of generalised "disengagement of state" should make the private sector take over the

realisation of a greater mumber of investments from the governments.

8. Local investments, have for a long time, been limited to infrastructural expenditure

which are often co-financed through public development aid, particularly, in the case of the

least developed countries. Such investments are, notably, in the fields of transport (roads,

ports, airports), telecommunications, energy sources (dams, hydro-electric stations), not

forgetting education, health and agriculture, to which our States were given a high priority

right from the 1960s under the framework of public investments. This type of investments

has the main characteristic of laying foundations for development and encouraging

establishment of national and foreign enterprises.

9. Another great component of local investments is, strictly speaking, production.

Manufacturing and processing enterprises were generally established or resumed by the state-

after independence. Such enterprises are mainly in the strategic sectors such as agriculture,

water, electricity, transport, etc... Local investments from national private investors were

rare in the production sector, as such investors, as a general rule, rather use their capital U)

finance purely commercial or service activities. However a far-reaching change has,,

meanwhile, taken place and, presently, certain sectors that, were, hitherto, reserved for the

State (particularly, education and health) are today being encroached upon by the. private

sector (for example, establishment of private schools and clinics).

JO. A whole lot of functions are entrusted to investment, out of which, it is advisable fxi

give preference, in developing countries like those of West: Africa, to strenthening of the.

productive apparatus and export capacities by increasing competitiveness which will, at the

same time, facilitate their integration into the multilateral commercial system and the world

economy. This can be achieved through technology transfer in which foreign direct

investments (trans-national companies which are often branches of great firms of the

industrialised countries) have an essential role, but also through acquisition of know-how in

management.

11. More precisely, investment in health and education aim at upgrading human resources

with a view to facilitating assimilation and development of technological capacities, white
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investments in infrastructures, as a general rule, are meant to improve production conditions

and, hence, competitiveness of enterprises on the local and foreign markets. As regards

investments in the production sector, their ultimate aim is to increase value added (the only

security for acquisition of richess at the national level) and to encourage, if possible, forward

and backward integration of the economy.

12. After all, the performance indicators of the local manufacturing sector between 1992

and 1995 2 justify, more than ever before, the need to expand investments in Africa. Indeed,

the contribution of the manufacturing value, added to the Gross Domestic Product (GDP) was

in the neighbourhood of 15.4 percent in 1994, for the entire region, but only 7.7 percent in

West Africa. The last figure should be compared to those available for South Asia and Bast-

Pacific which are around 17 and 26 percent respectively 3 in order to stress the urgency of

vigorously promoting productive investments in the subregion. Moreover West Africa

contributes only 9.2. percent of the regional manufacturing value added (1992 data), while

it can boast of about 29 percent of the total population.

HI. PROBLEMS RELATING TO INVESTMENTS IN THE SUBREGION

3.1 Paucity of savings

(3. Upstream of the investment process, internal savings is an essential tool which

conditions the possibilities of fixed capital formation in the economy.

3.1.1. AX the State level

14. Beginning by the State, it should be recalled that the State has a fundamental rote, in

the formation of national savings; a role which can be viewed as having been relatively badly

played by the State in our countries, as evidenced by the case of public enterprises.

15. There is no gainsaying the fact that, for a long time, public and para-public

enterprises have been money-consuming and that they have been accused of having departed

fromt the norms of good management. It goes without saying that our states have, at the

same time, often failed to make profits that could ensure auto-financing or to safe towards

investments. It should also be pointed out that it is partly the failure of this State-controHed

management that has given rise to the present wave of privatisation exercises; in our

countries.

16. The external indebtedness acts as a tax on the internal economy and, consequently.,

as the cause of the "dissaving". Particularly, the heavy burden of debt servicing encumbers

2ECA, Report on the economic and social situation in Africa 1996.

3 The World Bank, report on development in the World,1995.
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the budgets of most of the States of the subregion, thereby, depriving the national economies

of financial resources to the detriment of investments, in particular. Furthermore, the EOA

Report on the Economic and Social Situation4 indicates that in 1995, Africa's external debt

and debt servicing obligations had always posed a danger to the financing of economic

recovery in the sence that the over-indebtedness5 continues to have some negative effects on

available resources. West Africa's outstanding debt, as at 1994, (80.9 billion US dollars)

accounted for 112.4 percent of the subregional GDP, debt servicing 8.2. percent of GDP and

export revenue 22.7 percent. The Cote d'lvoire, Gambia and Mauritania are among the

heavily indebted countries where debt servicing accounts, for at least ten percent of their

GDP.

17. Taxation system in the States of the subregion does not, as a general rule, encourage-

both household savings and those of enterprises. Indeed, tax revenue constitutes the essential

part of the resources of national budgets of several countries and more particularly, those

devoid of natural riches capable of generating substantial export revenue. The main types of

taxes imposed are:

- import and export tax;

- income tax imposed on individual and legal entities;

- tax on consumer goods including value-added tax;

- other different types of taxes such as property rates, arid business licences, etc.

18, It is understood, right away, that a taxation system which is too heavy will only result

in reducing the saving capacity of enterprises and households without any guarantee that the

financing possibilities generated through taxation will necessarily be utilised more usefully

by the State than the economic agents from whom the deduction is made. Another

disadvantage of excessive taxation resides, as it has been shown, in the fact that, under such

circumstances, economic operators will reduce their activities, tax evasions will increase and

finally, the Slate and the entire economy will lose some resources.

3.1.2. at the level of households

19. Inflation is a phenomenon harmful to savings, but its effects on investment can be

contradictory considering the behaviour of households and enterprises. In times of galloping

inflation, there is a situation of "flight before money" where economic agents consume rather

that saving; which in the long run, is detrimental to investments which ne&d to be financed

from the resources generated from national savings. On the contrary, the specific behaviour

of enterprises can prove favorable for investments if one considers the fact that cost of credit

(actual interest rate) is reduced by inflation. In West Africa, inflation is high in countries like

4 op. at.

5 Debt ratio/GOP is estimated at 120.4 percent for sub-sahantn Africa of which Wes* Afrka

forms part.
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Sierra Leone, Guinea Bissau or Ghana (cf. Table .1 below). Having experienced a long period

of stability, the States of the CFA franc zone recorded a high inflation immediately after the

devaluation of their currency in January 1994 - a devaluation whose annual rate reached 50

percent in some of the countries.

Table 1: Annual average inflation in % (1980-1993)

BURKINA - FASO | COTE D'IVOXRE
j

3.3

SIERRA - LEONE

j

Source: World Bank, Report on development in the world 1995

20. The endemic poverty characterising the West African subregion does not encourage

formation of abundant household savings either. The guaranteed minimum wage in severai

West African countries is not even up to 20,000 CFA per month. Twelve (.12) out of the

sixteen (16), countries of West Africa fall under the category of least developed countries6

that is, three quarters of West Africa. West Africa's GDP per capita was 368 US doliars in

19947., hardly accounting for one-third of the level of the indicator applied to all the

developing countries \ As savings is a growth function of income, its low level in the.

subregion 9 is better explained in this way. After all, it is the awareness of this situation that

made several development partners adopt fight against poverty as the priority action of their

interventions.

21. Ixxal capital flight, for abvious reasons, constitucs a naked loss in terms of domestic,

savings. Altftrough it is difficult to evaluate, the financial flows in play are undoubtedly

6 Benin* Burkina Faso, Cape Verde, Gambia, Guinea, Guinea Bissau, Liberia, Mali, Mauritania,

Niger, Sierra Leone and Togo.

7 ECA OP. Cit.

B UNCTAD The Least Developed Countries; 1996, Keport.

9 Gross domestic savings in West Africa is in the neighbourhood of 6 percent of GDP between

1989 and 1993.
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considerable. A revelatory fact is the present over-liquidity of the banks of (he subregion

following the repatriation of such funds brought about by the devaluation of the CFA franc.

Apart from the problem posed in relation to savings, it is also more difficult to attract foreign

capita] if the nationals themselves do not seem to have confidence in their own economy.

22. A fall in export revenue affects both private and public enterprises operating in the

export sectors. It is the result of a combination of unfavorable factors. In the first place, the

deterioration of the terms of exchange has greatly contributed to this fall in revenue. This

situation affects particularly, coffee, cocoa, crude oil or tin, which are important for West.

Africa, (cf. annex).1 Moreover, prices of most of the products are determined by external

market to the detriment of the producers of the developing counstrtes, who arc not

sufficiently organised. Furthermore, competition, with regard to world trade, has

considerably increased , thereby, making our farmers, in particular, lose some shares of the

market (case of banana and coffee). The trend may be worsened under the context of the

Uruguay Round Agreements and the World Trade Organisation which strongly recommend

greater liberalisation of international trade, just like what is going on under the framework

of the European Union and the North American Free Trade Association (NAFTA). Already.,

the continent accounted for not more than 2.6 percent of the world exports of goods in \ 992,

as against 4.4 percent in 1983. Besides, certain trends also instill fear in future results of

Africa's external trade: they involve, particularly, the accentuation of non-tariff barriers as

sanitary norms for food items (recent case of West African fish in FZurope) or sabstitution

of new products for the traditional ones (for example, vegetable fat to replace the part, of

cocoa in European chocolate).

23, Consequently, among the obstacles that have just been referred to, savings has always

been lower than investment in West Africa, with the exception of two countries (Cote

d'lvoire and Nigeria, as shown in Table 2).
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Table 2: Investment and Gross Domestic Savings in 1970, 1990 and 1993

(in percentage of GDP)

BURKINA - FASO

GUINEA BISSAU

L

16

.J

| SIERRA LEONE | 17

| TOGO | 15
i _____ j _____

Source: world Bank Report on development in the world, 3 992 and :199b.

3.2. Inadequate financial intermediation

24. It can be said that, presently, the subregion does not have any financial system

needed to accompany its development. Both from the point of view of mobilisation of

domestic savings and that of allocation of resources so collected, including investment, the

performance of the financial institutions has been discouraging.

25. Having been scalded by their collapse in the 1980s due to bad managment and
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granting of credit facilities out of sympathy; the banks seem to have taken a course
contrary to the past practices - a course which does not satisfy the present needs either.

Indeed, irrspite of the bank restructuring exercises carried out in the member States, the

finandar)ristituu*6ns continue to abandon collection of domectlc savings in order to

concerttrfe on capital. As regards credit also,; they often by-pass banking regultations and

are completely reticent in granting long term financing facilities to small and medium-scale

Enterprises (SMEs) under the pretext that such enterprises do not have any collateral

securities and/or are security risk. This Is the reason why some subregionaf financial

institutions sudi as the "Banque Quest African de Developement,(BOAD)*T and the

"Fonds Afncain de Garantie et de Cooperation Economique (FACACE)B are striving
more and more to assist the private sector in general with special emphasis on the

SAMEs/SMIs.

25. The absence of a subregional financial market also constitutes a serious obstacle to

expansion of investments in West Africa. A subregional stock exchange market where

shares and stocks are quoted, will offer better prospects in terms of inter-facing between

savings and investments. Such an instrument will help improve mobilisation of foreign and

local resources (notably, from institutional investors such as insurances or retirement

funds) and solve, at least, partially, the thorny problem posed by the present shortage of

long-term financing.

3.3. Obstacles Foreign Direct Investments (FDD

11. Compared to the other continents: according to UNCTAD, foreign direct

investments in Africa reduced by 11 percent of the world total in 1982, to 5 percent in

\ 992, representing 3 billion US dollars per year or better, still, almost the equivalent of

what Malasia alone receives10. Central and Eastern Europe have since 1990-1991, also

been attracting more and more international investments to the detriment of Africa, in

particular. This means that the continent will have to make a lot of efforts if it wants to

recover its share of foreign direct investments.

28. It should be added to the poor attraction exercised by Africa, the poor distribution

of such investments among the recipient countries, it is observed that, as a genera! rule,

it is the countries showing a high growth potential (South Africa, Tunisia, Mauritania,

etc..) and the oil exporting countries like Nigeria and others, which receive most of the

foreign direct investments meant for our region. The other countries, especially, those

classified as Least Developed Countries, receive only a small portion.

29, The fear that foreign direct investments could have negative effect on employment

in the countries of origin (industrialised countries, in general) has been expressed \n North

America. The opponents of the North American Free Trade Agreement are of the

UNCTAD, World investment report, 1994.; paac 6.
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opinion that the liberalisation of foreign direct investments system will make employments

shift in favour of Mexico to the tune of half a million employments by the year 2,000.

Similarly, the "displacement" of the French industry, has already had a strong impact on

the non-qualified manpower of sectors such as: textiles and clothings and it is believed that

the movement will be accelerated also in ]apan which has started experiencing the

phenomenon H. On the other hand, certain compelling measures instituted in the

recipient countries for foreign enterprises can discourage foreign direct investments. They

are, among others practices such as limitation of foreign participation in the capital of

companies, exchange control, discriminations between foreign and national companies or

restrictions on repatriation of profits.

3.4 Obstacles local investments

3 \. The main obstacle to local investments is undoubtedly lack of initiative, aFthough

it is difficult to determine its origin. Perhaps, the level of education and a measure of

passiveness bequeathed by colonialism, which the people are unable to discard, can

explain partially, the lack of business acumen.

32. The second important obstacle which should be recalled, resides in the problems

encountered by a lot of economic operators in finding financing for their investments. As

referred to earlier on, the banks boggle at lending out to persons without solid securities

(notably, immovable, properties). A lot of businessmen are not in a position to produce

such securities.

3.5. Global environment unfavorable for investment, in general

33. Stablility of the political and economic environment is considered as an essential

criterion for national and foreign investments. Unfortunately, it is to be noted that pockets

of tension still persist in our subregion and such atmosphere is not congenial for long-term

commitments or* the part of economic operators. Apart from the conflicts, there are also

the unstable democratic processes, as well as the latent risk in the countries where the

economic situation is very difficult. Besides, businessmen are very serctitive to the legibility

of die economic landscape and do not, for this reason, hesitate to abandon projects

considered somewhat profitable, on paper; particularly, if the prospects ofsocial upheavals

or any unfavourable government guideliness loom on the horizon,

34. Other motives ares traditionally raised to explain the lack of enthusiasm lo mvest

in our subregion. Among such motives can be cited the smallness of the size of the focal

markets (with the exception of that of Nigeria), in terms of population and purchasing

power. It is difficult to assure profitability of investment in the absence of economies of

11 UNCTAD, Report on Trade and Development, 1995, page 16 exchange control, discrimination

between foreign and national companies or restrictions on repatriation of profits.
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scale. Ljjdc of qualified manpower also constitutes a serious handicap. Illiteracy rate in

West Africa is among the highest in the World (between 46 and 82 percent of the adult

population; depending on the country). There is also the question of physical

infrastructures (roads, water and electricity supplies, etc...) which are sometimes lacking

and which are, however, taken into consideration in taking any investment decisions,

particularly in view of their effects on costs and, hence, on the competitiveness of

enterprises! Mon&over, the sector is largely governed by State monopolies, thereby,

preventing the access of would-be foreign or local investors into the sector (case of air

transport, telecommunications or electric power).

35. Interest rates are generally quite high (Table 3) due, not only to the restrictive

monetary policyrbut also, to the oligopolistic character of the banking sector or inflation.

The high interest rate discourages investment, for it increases cost of loans and, thus,

reduces projected profits. Even when investment is financed out of the resources of

enterprises, such rates increase the opportunity costs of non-distributed profits and render

financial investmentsmore attractive than fixed investments.

Table 3. Nominal interest rates of banks in 1993 (% annual average)

\rz'"

UMOA ZONE GAMBIA GUINEA II GUINEA-BISSAU

16.8 | 26.1 | 24.5 j 63.6
i

MAURITANIA NIGERIA I SIERRA LEONE

10 I 31.7 62.8

Source: World Bank report on development in the world, 199b

IV. MEASURES TO BE TAKEN IN FAVOUR OF INVESTMENTS

IN THE SUBREGION

4.1. Measures favourable for investments in general

4.1.1 General environment

36. The governments of the subregion have a primordial role to play, at several levels,

in the promotion of private investments in West Africa, starting by a politico-economic

framework which should preferably reflect stability. In this sense, the States stand to gain

by assuring investors of a transparent and responsible public administration, respect for

ownership, primacy of law and a peaceful social climate.
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37. Political leaders should, notably, assure economic operators, in no uncertain terms,

that the measure in force and/or adopted shall be durable. The fact of expecting some

changes in policy guidelines contributes to the wait-and-see policy of investors.

38. The very nature and contents of government guidelines are instrumental in the

establishment of a macro-economic environment conducive to private initiatives. In this

connection, liberalisation occupies an important place. It can affect areas like internal and

external trade, movement of persons, exchange rate, access to the so-called protected

sectors.

39. With reference to the last aspect, the particular case of certain sectors for which

the States, on the contrary, can concede, at least, for a limited time, an exploitation

monopoly to the first foreign investor in order to render such sectors attractive, should

be indicated. It is the case of sectors like petroleum and mining.

40. There are also some sectors in which the State can make a substantial contribution

in order to promote local and foreign investments. One can recall, at this juncture, the

importance of infrastructure: granting of fields or appropriate sites, establishment of

industrial areas, availability of means of telecommunications, transport and energy sources

at competitive prices are, however, some of the factors investors take into consideration

before committing themselves.

41. Education and training are also an area which the action of governments is

irreplaceable. If the States agree to allocate sufficient resources to the eduction of the

people, there is no doubt that, not only will business acumen be developed, but also the

prospect of being able to have better qualified manpower will further encourage foreigners

to come and invest in the subregion. Furthermore, the ability to assimilate technology

which will undoubtedly bring the trans-national companies into the foreign direct

investments framework, will be strengthened.

42. Public investment can, therefore, play an important role of sustaining private

investments. A synergy can, thus, be observed between the two in the sense that public

investments in physical infrastructures and development of human resources (education

and health) increase the profit of private investments.

43. Having already talked about the main constraint presented by inadequacy of

national savings needed to finance local investments, it is necessary to say that the new

environment to be Installed, should encourage the emergence of additional sources.

Among these sources of savings to be promoted, can be cited, the new financial products

such as: life-insurance or retirement funds, the compaigns or structures for collection of

savings should be well installed, expatriated capital and financial markets.

44. The present context of privitisation exercises, related to the on-going Structural
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Adjustment Programmes (SAP) also provides a congenial atmosphere. ]ust like the Latin

American countries which have resorted to privatisation In order to shift investment

initiatives from the public sector to the private sector and to improve budgetary balances,

Africa is bound to increase the rythm of its privatisation exerdces.

45. A convincing example of the importance of general economic conditions for

development purposes can be found by examining the case ofAsia. In East and South-East

Asia, experience has shown that trade liberalisation and investments system, coupled with

a stable economic environment and availability of productive manpower, have made it

possible for this region to attract capital from the developed world t2. It is an example to

be emulated in order to find the way to economic recovery.

4.1.2. Technical measures for encouraging investments

46. Apart from the general framework referred to, there is a range of technical

measures which the States can adopt for the purpose of promoting private investments.

Such measures (cf. Table 4) essentially involve fiscal incentives (tax reduction and/or

deferral, accelerated amortization, reduction of social charges, etc...) and financial

incentives such as: direct subventions, reductions in interest rates on loans granted to

investors or participation in the capital of risky projects.

47. It is necessary to point out that fiscal incentives are the type of incentives widely

utilised in the 1990s to attract foreign direct investments. The most important of these

fiscal incentives is the reductions in the tax imposed on profits. Presently, the rates of

taxation of profits vary, on aveage, from 30 to 60 percent depending on the countries'*
48. However, it should also be stated that the promoter States also have no interest

in making the economic conditions attratives for investors, grant too much fiscal or

financial incentives which cannot be compensated by effective results, although it is

difficult to evaluate the results at times. How does one quantify, for example, the results

achieved by a trans-national company in terms of technical or managerial know-how?

4.1 -3 Instrument to, be created or improved uaon

49. Subregional financial market: It is an indispensable tool for expanding m

economy. Yet there are only three (3) countries in West Africa (Cote d'lvoire, Ghana

and Nigeria) with national stock exchange market of transferable securites (shares and

bonds). The task of such an instrument \s to bring financing capacities and national

financing requirements into direct contact. Particularly, financing of long-term investments

can be better secured under the framework of a financial market than under that of the

12 UNCTAD, Examinationof cases of interfacing between national economic policies and regional

and subregional cooperation, April 1996, page 16-17.

ri Incentives and foreign direct investment, 1996 pages 18 and 22*
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banking sector. To this end, establishment ofthe subregional stock exchange market within

the UEMOA countries (on-going project) is to be encouraged.

Table 4: Technical measures for encouraging investments

FISCAL INCENTIVES

IN RESPECT OF:

Reduction in percentage of tax in respect

of profits, deferral of payment of tax,

deduction of losses of the first years of

operation from future profits.

INVESTMENT IN CAPITAL)Accelerated amortization, subvention of

investments and re-investments

MANPOWER:

VALUE-ADDED

Reductions in social security

contributions, reductions in taxable

profits depending on the number of

exployess and the related charges

Reductions in tax on profits or in tax

credits based on the quantity of local raw

materials utilised

IMPORTATION OF INPUTS|Exemptions form customs'duties on certain

I inputs such as: equipment, raw materials

I or spare parts

EXPORTS: jExemptions from export taxes, preferential)
I tax rates on export revenue and on profits

I related to foreign exchange operations,-
I subvention in terms of capital to export:

industries

FINANCIAL INCENTIVES:

SUBVENTIONS: Governement subventions to cover part ot:

the capital or costs of production or

marketing

GOVERNEMENT CREDITS (subsidized loans; loan guarantees; credit|

AT PERFERENTIAL RATES|guarantees for export I

PARTICIPATION OF |State co-financing in risky investments |

STATE IN THE CAPITAL j
i , i . „„ _

Sources: Incentives and foreign direct investments 1996.
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50. Several aspects of the subregional banking system, ranging from collection of
savings down to allocation of ressources, including rationalisation of the very management

of the banks need to be improved, the banking network for example should be further

expanded through rational siting of branches in our secondary towns, and even in our
rural areas for them to be able to contribue more to mobilisation of financial resources.

On the other hand, production sector and who may, therefore, have some specific
medium and long-term financing needs. In this wise cost of financial resource can be

reduced for economic operators, through improvement in the methods of work in the

banks and through computerization.

51. Investment Codes and free zones: These are the two special tools for improving

the administrative and economic environment of enterprises. Most of the developing

countries stake a lot on the investment codes. It is against this background that many

countries have, in the past decades, resorted to a far-reaching review of this tool with a

view to attracting investors, it is even being recommeded that car should be taken of the

excessive, competition between the States H for the purpose of attracting foreign direct

investments; for, one should guide against a situation where the benefits granted may be

so great that they cannot be compensated by the resultant profits. In can, however be

stated that Africa countries are becoming more and more interested in the free zones

concept considering the fact that Mauritius has recorded an exemplary sucess in this Held.

In west Africa, Senegal has established an industrial free zone; Togo has also chosen the

option of the free zone to boost her exports.

4.2. Measures relating to local investments

52. Revival or strengtheningof financing institutions: The development banks and

the guarantee funds are the financing institutions that need to be strengthened, the most

On the one hand, the development banks have disappeared in many of the countries and

are woefully incapable of financing some immovable assets of enterprises. There is

therefore the need to revive this first category of institutions. On the other hand, the

second category, the guarantee funds is an important arm of the banking system. It is, in

this case, a catalytic element for financing. Fortunately, an initiative is underway in this

direction at the subregional level with the guarantee fund for private investments in West

Africa, sponsored by BOAD.

53. Generalised establishment of promtion structures: Business acumen needs to

be sustained in our States. This is possible through specialised agencies which are expected

to technically and financially assist economic operators. Niger for example has the

"Agence de Financement et d'Encouragement de la Libre Entreprise (AFELEN) "Agency

for Financing and Encouraging free enterprise". Similar structures have recently been

There was a case in the United States where the States engaged in an unrestrained competition

for American and foreign companies to invest in their States.
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created or revived in Mali and Burkina wfth assistance from development partners.

4.3. Measures relating to foreign investments

54. The countries should learn, from potential investors, how to develop through an

active communication policy aimed at displaying national opportunities, they should

concretely take advantage of the attractive growth prospects15 offered by economic

adjustment, devaluation of CFA in 1994, and by the lightening of the external debt

burden. If one adds to these prospects the "development reservoir" represented by the

basic products (cocoa, timber, bauxite, manganese, phosphates, etc...) which are only

asking that they be processed, one cannot avoid admitting that our States have reasons

to develop. This can be achieved through organisation of industry with the assistance of

the Chambers of Commerce and Industry, missions for presentation and search for

partners abroad. Some of the countries are already doing all these, but intermittently; but

it is a practice which will be useful to extend and generalised.

5 5. Regionalisatlon of production and markets should be an additional trump card

or convincing foreigners to come and invest more in Africa. Indeed \n the manufacturing

sector, in particular, cost of industrial materials and equipment is increasing more and

more, thereby, justifying the need to have economies of scale capable of rendering

investment profitable. It is, therefore, desirable to strengthen subregional cooperation in

the area. For example, it should be noted that in order to accelerate implementation of

the trade liberalisation programme within the ECOWAS countries, it has been decided

that the criteria for participation of nationals in the capital of enterprises (initially, 25

percent, minimum) as condition for enjoying the benefits ofthe programme, be abolished.

This modification will evidentiy help encourage foreign direct investments in West Africa.

56. In order to attract foreign investors, it is also necessary to establish a stable and

flexible legal and financial framework. This particularly, involves giving foreign

enterprises the assurance that they will not be exposed to the restrictive trade practices by

local private or public competitors. From the financial point of view , there should be

measures on management of foreign exchange, there should be liberalisation in terms of

transfer of profits and income from capital, for example. In this connection, mention

should, particularly, be made of the doubling of stock exchange activity in Nigeria in

1995, following the liberalisation of exchange rates of foreign currencies.

In 1995, Five countries of the subregion (Burkina Faso, C6te d'lvoire, Ghana, Mali and Togo)

recorded GDP growth rates of 6 to 7 percent according to ECA.
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V. CONCLUSION AND RECOMMANDATIONS

5.1. Conclusion

57. It is a truism to say that the African continent greatly needs investments to exploit
its development potential which is mutually recognised as considerable. To convince
oneself, one only needs to observe the interest aroused in investors and financiers who see
in Africa a continent and supplier of raw materials and agricultural produce to the other
regions of the world (Europe, in particular). That is true, as long as, it remains the world's
foremost supplier of several basic products, some of which have strategic importance

(cobalt, bauxite, chrome, manganese, etc.).

58. On the other hand, the exploitation of the transport, telecommunications, energy

and financal services sectors which seem favoured by the international financial markets

should sustain the interest of foreign investors.

59 It is on the development potential that investment funds presently count, in quest
for profitability and diversification of risks. These funds of international dimension envisage
investing in the sub-saharan African countries. The West African subregion is not lagging
behind because countries like Cote d'lvoire, Ghana and Senegal draw particular attention,

notabSy, to the companies to be privatised. Moreover, an institution such as the "Credit
Commercial de France" has shown interest in investing in the countries of the CFA zone.

60. However, prospects with regard to flow of resources into Africa, as compared to
the other regions of the world, are rather gloomy. To the budgetary restraints in the West,
which have been limiting public development aid, should be added the competition from
Eastern Europe and Asia in luring private international investments ]\

61. Consequently, it seems logical to place emphasis now on mobilisation of local
resources and promotion of local investments. In this field, just like, in the previous one,

the States and govemements, however, have an important role to play (cf. sub-sections

4,1,1 and 4,1,3)

62. But no matter the technical measures taken to encourage investment, (cf 4.1X
and 4.1.3.) the basic data on which economic operators with the capacity to invest, base
their decisions are: political and economic stability as well as transparent and
equitable business law. That is why it is useful to insist on the responsibility of
governments whose actions should be geared towards establishment of peaceful social

The flow of foreign private capital into African countries only increased slightly in 1995,
increasing from 3.8 billion US dollars in 1994 to 5.1 billion US dollars. Africa's share in the
overall private resource flows in the world somewhat, xigzagged between 3 and 9 pendent

only.
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atmosphere, preservation of an economically favourable environment and ensuring

profitability of businesses.

5.2. Recommandations

General environment

The States should strive at winning the confidence of investors by adopting measures for:

- Guaranteeing a measure of continuity in economic policy to enable businessmen

forecast profits from their investment projects under reliable conditions.

- providing clear game-rule through a lasting financial and commercial legislation

- gearing the economy towards prospects of substantial national GDP growth.

Technical measures and instruments:

One should also:

- pursue the adoption of investment codes containing fiscal and financial benefits-a

concept which is now being readily embraced without giving rise to any execessive concept

between the developing countries, in general, and the West Africa States, in particular;

- encourage establishment of industrial or export free zones in order to enhance

competitiveness of enterprises;

- arouse the interest of the banking system in investment financing including a

revival of the development banks;

- promote the establishment of the much awaited subregional financial market.

Local investments

It should:

- improve, upstream, the various national savings collection structures (banks,

insurances, funds, etc...);

- encourage establishment of structures for promotion of business acumen anct

management traiving;

Foreign investments

- adopt an active communication policy aimed at ensuring investment opportunities

in our States;

- promote regionalisation of production and markets.




