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I. INTRODUCTION

1. The programme of the second Industrial Development Decade for Africa (IDDA)

adopted by the Conference of African Ministers of Industry (CAMI) in resolution X(I) during

its tenth session held in Dakar, Senegal from 29 to 31 July 1991 and by the General

Assembly at its forty-seventh session in resolution 47/177 of 22 December 1992 called, kiter

alia, for the mobilization of resources for promotion of investment in national, subregional

and regional multinational projects. Learning from the experiences of the first IDDA, when

the resources so carefully computed for investment in the identified projects never

materialized, the second IDDA took the cautious approach of not making a specific estimate

of the cost of IDDA-H. The programme, however, stated from where it expected the

resources to be mobilized, primarily domestic savings to be complemented by external

resources from both public and private sources. Needless to say, the lead role was placed
on the private sector.

2. It is important to stress that most African countries are, at the same time, heavily

indebted, with huge budgetary deficits and with low saving ratios relative to their gross

domestic product (GDP). Recent trends in foreign direct investment (FDI) and transnational
corporation (TNC) activities illustrate the deep ongoing changes occurring in the world. For

Africa, there has actually been a trend of disinvestment in a number of countries, in stark

contrast to the total FDI flows to other developing regions. The implications cannot be

overstated. With the exception of a few countries in Africa, investment resources in any

sector are no more readily forthcoming. Africa, it would seem, has to make itself more

attractive to investors, including African investors themselves.

3. It cannot be overemphasized that the mobilization of a critical mass of both domestic

and external resources for investment in the industrial sector is essential for the realization

of a sustainable development momentum not only for the industrial sector but also for the

economies of Africa as a whole. Thus, the objective of this report is essentially to examine

financial mobilization strategies for the implementation of the second IDDA in the light of

evolving social, political and economic realities existing in Africa and the world at large.

4. The present study is based on a number of reports in the areas of financial
mobilization including in particular:

(a) Report of the Ad hoc Expert Group Meeting on the Revitalization of

Investment for Africa's Development: Prospects in the 1990s and Beyond,
December 1993;
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(b) Report of the Ad hoc Expert Group Meeting on Promotion of Investment in

Industrial Projects in the Context of the Second Industrial Development
Decade for Africa (IDDA), November 1993;

(c) Report of the Fifth Session of the Conference of African Ministers of Finance,
March 1994;

(d) Report of the Twenty-ninth session of the Commission/twentieth meeting of
the Conference of Ministers, May 1994.

H. IMPLICATIONS OF THE EMERGING WORLD ECONOMIC ORDER

AND AFRICA'S ECONOMIC REALITIES

A. The evolving world order: The globalization

of the international financial system

5. There are a number of political and socio-economic structural changes that have and

will continue to have a number of implications on the world economic and financial
environment. Such developments can be grouped to include, inter alia, the

internationalization of production and trade, the liberalization of world economies, the

entrance of the transitional economies of Eastern Europe into the competition for financial

resources, new global and regional economic agreements and shifts in international economic

management policies.

6. In the early 1990s, the evolution of finance into a competitive international industry

gathered accelerated momentum, spurred on by the European Community's Single Market

in financial services and the various reforms that it entailed. Thus, domestic financial

markets nave become increasingly globalized with the old segmented financial structures

becoming replaced by broader-based and more integrated ones.

7. A number of features of such globalization of the financial system can currently be

discerned. These include:

(a) The competition-driven disintermediation from banking systems into

securitized money and capital markets; ;

(b) Development and large-scale use of sophisticated management
instruments;

(c) Increased competition in a liberalized financial market which is

directing financial resources to the most hospitable and profitable

environment;

(d) The trend for international banks to offset declines in their traditional

lines of business by engaging in higher-risk and higher-return

activities.
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8. Of course, it has to be emphasized that most African countries depend on

international commercial finance only to a very limited extent. In the specific context of the

second IDDA, the major external sources of funds are envisaged to be the following:

(a) Bilateral and multilateral loans and grants;

(b) Foreign direct investment.

9. But even in these areas, African countries must take into account two very important

emerging world trends that have a direct bearing on the mobilization of financial resources

for their industrialization programmes:

(a) African countries should expect extremely stiff competition for financial

resources from the following regions:

(i) Latin America, in view of the sweeping economic reforms and the

emerging regional blocs;

(ii) the transitional economies of Eastern Europe and the former Soviet

Union which, relative to Africa, have more developed physical

infrastructure, human resources and financial systems;

(iii) China, given its fast growth and market potential;

(iv) countries of Asia-Pacific. South-East Asia and India, which will

continue to attract foreign investment, especially from Japan.

(b) There are identifiable signals that there are some shifts in the priorities of

donor countries. It would seem that besides regional criteria, donor assistance is becoming

more biased towards:

(i) political pluralism;

(ii) good governance, transparency and accountability;

(iii) market-based economic adjustment;

(iv) environmental concerns;

(v) poverty alleviation; and

(vi) emergency assistance.

It does not seem likely, especially in view of the ongoing privatization processes in the world

as a whole, that donor countries will devote substantial resources to governments' directly

productive activities such as those envisaged in the second IDDA.

B. Some trends in investment and financial flows to Africa

10. Table 1 below summarizes the trends in financial resource flows to Africa.

Stiucturally, resource flows to Africa are dominated by official development finance (ODF).
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Indeed, there has been a trend for this source of finance to become increasingly more

important. For example, its share of the aggregate net resource flows increased from 70 per

cent in 1985 to nearly 100 per cent in the 1990-1993 period. The relatively insignificant

proportion of Africa's mobilization of financial resources in international capital markets is

illustrated in table 2 below. Overall, sub-Saharan Africa has a share of less than 3 per cent

in all resources borrowed in the capital markets by developing countries.

Table i: Net long-term resource flows 1985-1992 (billion of $US)

($US millions, unless otherwise indicated)

Aggregate net resource flows (long-term)

Official development finance (ODF)

Official grants

Official Ipnns (net)

Total bilateral

of which: concessional

Total multilateral

Private loans (net)

Commercial banks

Bonds

Suppliers

Other (including non-guaranteed)

Foreign direct investment

Memorandum item,

Net use of IMF credit

Technical assistance grants

Aggregate net transfers on long-term

Interest on direct foreign investment

Profits on direct foreign investment

1985

15,658

11,041

5,457

5,584

3,032

2,160

2,552

1,281

1,792

-939

388

-575

2,918

2,824

-21

4,005

6,661

6,661

2,538

1986

16,295

12,186

5,668

6,518

2,736

2,539

3,781

1,941

2,261

1,163

17

-782

1,863

1,846

-676

3,515

7,463

6,475

2,356

1987

17,995

12,841

5,769

7,071

2,941

2,632

4,130

2,503

2,681

405

-51

-122

2,451

2,472

-533

3,933

9,016

5,964

3,014

1988

19,696

13,418

7,062

6,356

2,938

2,640

3,418

2,323

3,814

791

279

35

2,708

2,463

-324

4,211

9,405

7,727

2,563

1989

20,000

14,356

7,218

7,138

3,246

2,521

3,892

2,341

1,411

-643

91

-15

1,979

4,233

55

4,380

9,783

8,344

1,873

1990

22,877

21,470

14,850

6,619

2,456

2,487

4,163

2,736

. -586

^1,226

-106

-631

1,379

1,994

-537

4,876

12,132

8,304

2,440

1991

20,701

19,469

13,414

6,054

1,765

2,589

4,288

2,757

-2,418

-760

-32

-110

-515

2,651

181

4,912

9,655

8,523

2,522

1992

20,775

19,295

13,453

5,841

1,650

2,314

4,191

3,046

-1,561

-244

-181

-519

-616

3,041

-159

5,349

10,390

7,724

2,660

1993

21,686

'19.725

14,156

5,569

1,162

1,857

4,407

3,102

-1,379

0

-526

-442

-410

3,340

-380

5,614

11,229

7,658

2,799

Source: World Debt Tables, 1992-1993.

Table 2: Funds raised on international capital markets

(millions of $US)

Sub-Saharan Africa

East Asia and Pacific > -

Europe and Central Asia

Latin America and the Caribbean

Middle East and North Africa

South Asia

Total (all developing countries)

1990

756

14808

10247

4242

128

1720

31901

1991

689

18228

7191

8688

4861

322

39979

■ 1992

1273

16687.

9642

9518

3070

201

40391

1993

102

27541

20264

27326

337

567

76137

Source: The World Bank, "Financial Flows and Developing Countries",

■, : World Bank Quarterly, November 1994.
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11. Despite the efforts of some African countries to adopt policies to attract foreign

investment, trends show that the response has been minimal. The yearly FDI flows to all

53 African countries are estimated at a mere $US3 billion which is less than the FDI received

by Malaysia in early 1986. Average annual FDI flows into Africa as a proportion of all

inflows in developing countries declined from 13 per cent in the period 1981-1985 to 11 per

cent during the 1986-1990 period. Furthermore, during the early 1990s, foreign direct

investment in African countries stagnated in contrast to significant increases for many of the

developing regions. As a result, by 1992, Africa's share in total FDI to developing regions

had further declined to a mere 6 per cent. This worrisome trend underlines the fact that

Africa needs to take decisive, credible and sustainable steps towards the establishment of an

enabling environment to attract foreign investment. Unless the region undertakes such

actions, it will be marginalized in relation to investments that are taking place in the world.

Table 3 below summarizes the flows of foreign direct investment into Africa relative to other

developing regions.

Table 3: Foreign direct investment inflows to developing countries

bv region. 1981-1992

(billions of $US and percentage)

Region

Developing countries*

Total

Snare of world total (*)

Africa

Total

Share of developing-countrytotal (%)

Latin America and the Caribbean

Total

Share of developing-countrytotal (%)

Western Asia

Total

Share of developing-countrytotal (%)

South, Bast and South-Bart Asia

Total

Share of developing-countrytotal (%)

Annual average

1981-1985

13.1

26.3

1.7

12.9

5.6

44.7

0.4

3.4

4.9

37.6

19864990

24.9

16.0

2.8

11,4

7.7

30.9

0.4

1.7

13.6

54.8

1991

39.1

24.1

2.7

7.0

15.0

38.5

0.5

1.3

20.2

51.8

1992

51.5

32.5

3.0

5.9

17.7

34.4

0.7

1.5

29.4

57.1

Source: UNCTAD, Division on Transnational Corporations and Investment, "Transnational

Corporations, Employment and the Workplace", World Investment Report 1994: (United

Nations Publication, Sales No. E.94II A. 14.

* Includes developing countries in Europe (Gibraltar, Malta and the former

Yugoslavia) and the Pacific Islands.

12. Another important dimension of foreign direct investment in Africa relates to its

concentration in a few countries. For example, two countries (Egypt and Nigeria) absorbed
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40 per cent of all flows to Africa in the 1991-1992 period. There is no doubt that Africa has

to take concrete actions to ensure that it becomes more competitive in attracting foreign

direct investment. The most important of these include the following:

(a) Economic factors:

(i) further diversification of the production structure towards

manufacturing and services;

(ii) strengthening financial intermediation and facilitating the development
of capital markets;

(iii) ability to enlarge markets both domestically and through regional

integration and so foster high growth rates;

(iv) improving infrastructural facilities, including improvements obtained

through official financial assistance;

(v) a concentrated drive towards improving entrepreneurial capacity;

(vi) ability of South Africa to become an investment pole for sub-Saharan
Africa.

(b) Policy factors:

(i) adoption of macro-economic reforms;

(ii) further liberalization of FDI and related regimes, including those in the

primary and services sector;

(iii) introduction and expansion of privatization programmes.

C. Profile of the African debt

13. The region's economic, social and industrial development will be seriously hindered

unless there is a significant alleviation of its crushing external debt burden. Africa's external

debt has grown dramatically during the last decade. It grew from $US111 billion in 1980 to

an estimated $US317 billion in 1994.l This rapid expansion of debt stocks was partly a

result of, inter alia, deteriorating terms of trade; unfavourable fluctuations in international

currency exchanges and interest rates; capitalization of interest and principal arrears from

repeated rescheduling of debts; and inappropriate economic policies and political and civil

Based on preliminary estimates by the World Bank which include South Africa's external debt.
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unrest leading to the deterioration of Africa's capacity to grow.:

14. Africa's key ratios of external indebtedness have reached alarming levels indicating

severe economic stress. In 1993, the ratio of total debt to exports of goods and services

reached 306 per cent, while the ratio of total debt to GNP climbed to 99 per cent. The ratio

of debt service to exports of goods and services, while high at 25 per cent, is quite

misleading in the case of Africa since there are substantial differences between actual

payments made and the scheduled payments a country was contractually obliged to make.

Furthennore, the export earnings of most African countries are subject to volatile fluctuations

due to price and demand variations, making this particular ratio still less indicative.

15. From the debt stocks that can be rescheduled through the Paris Club, bilateral debt

comprises the largest component of Africa's external debt with a regional average in 1993

of 43 per cent, of which 21 per cent was on concessional terms. The proportion of private

guaranteed debt in 1993 stood at 19 per cent for the entire region. Private non-guaranteed

debt, which is negotiated in the London Club, represented only 2 per cent of the region's

total debt. Short-term debt, while seldom incorporated in debt rescheduling because

countries usually make extraordinary efforts to maintain payments to avoid losing credit

lines, can also be rescheduled when arrears have been accumulated excessively. Short-term

debt accounted for 13 per cent of total African debt.

16. In 1994, both the principal and interest of African debts were estimated at $US55.7

billion. The highest burden of arrears was due to bilateral creditors which accounted for 67

per cent of total arrears. Private creditors accounted for 20 per cent of arrears and

multilateral creditors accounted for 13 per cent. However, in this case, it is worthwhile to

note that there was practically no arrears with the World Bank, whereas the International

Monetary Fund (IMF) alone accounted for over 8 per cent of Africa's total arrears,

indicating the severe debt difficulties of some African countries with this institution.

17. The degree of concessionary of Africa's debt as a whole increased marginally from

26 per cent in 1980 to about 33 per cent in 1993. On this latter amount, 21 per cent of

concessional debt originated with bilateral creditors and the remaining 12 per cent with

multilateral creditors, mainly through International Development Association (IDA) loans.

18. The public and publicly guaranteed (PPG)3 debt of the African region is heavily

concentrated on a handful of countries and multilateral institutions. As of 1992, nearly two-

thirds of Africa's bilateral debt was in the hands of former colonial powers: France, 18 per

cent; Germany, 9 per cent; Italy, 6 per cent and the United Kingdom, 6 per cent, two former

"cold war" adversaries the United States of America, 10 per cent and the former Soviet

Union, 7 per cent and an Asian industrial power, Japan, 9 per cent. The distribution of these

countries' exposure is very closely correlated to their corresponding political and economic

1 ECA, "The African debt problem: Financial shackles to Africa's development process", (E/ECA/TRADE/93/5), 23 May 1993.

3 Public and publicly guaranteed (PPG) debt is composed of bilateral loans (at market terms and concessional), private guaranteed

loans (from commercial banks, bonds and other private sources, i.e., supplier credits and export credits) and multilateral loans from

multilateral agencies such as the World Bank (both IBRD and IDA), the AFDB and other multilateral lending agencies.
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spheres of influence in Africa, with the exception of Japan, which concentrated its lending

mainly in economic interests (i.e., extractive) in selected African countries. During the early

1980s, the United States had the largest bilateral exposure in Africa, with France occupying

a distant third place. As the decade of the 1980s ended, the United States share declined

dramatically due to a substantial bilateral debt cancellation in favour of Egypt and a decline

of geopolitical interest in Africa. In 1992, France had passed to occupy first place.

D. Obstacles to the realisation of adequate domestic savings

19. The efficient mobilization and utilization of local resources were seriously reduced

by various obstacles inherent in African economies. Structural distortions and macro-

economic imbalances, the bankruptcy of public enterprises, poor institutional capacities and

political upheavals, combined with adverse external factors induced a crisis in the financial

sector leading to budget cuts in the whole public sector. Competition for investment in

IDDA projects is thus constrained by the dwindled domestic financial base.

1- Structural distortions

20. In Africa, particularly in the least developed countries (LDCs), the extremely low per

capita income ($US335 in 1990 in sub-Saharan Africa) hardly promotes the build up of

savings. In other words, any extra income earned tends to be directed to consumption rather

than savings. While the GDP of sub-Saharan Africa was increasing yearly by 1.8 per cent

on the average during the 1980s, the rate of savings and investment during the same period

declined at an annual average rate of 2.6 and 3.5 per cent respectively.4 The relative

scarcity of capital is reflected in the vicious cycle of the low level of national revenue which

induces a low rate of domestic savings and investments, thereby entailing low productivity

in all sectors of activity.

21. The paucity of savings is also due to the preponderance of subsistence activities in the

economy and, above all, to the shortage of financial institutions and instruments that make

it possible to save, particularly in the rural areas. Private savings are therefore held mostly

in the form of non-financial assets: land, residential property, livestock, etc. Financial

markets that exist in the countryside are essentially in the non-structured sector5 (thrift and

loan societies, cooperatives, village associations) which satisfy, to a certain extent, the

financial needs of households and small enterprises. However, such informal arrangements

do not make it possible to collect savings beyond a small group of individuals who know

each other well, nor to transfer the funds over great distances.

22. The scarcity of bank branches in the rural areas can be attributed partly to the very

high transaction costs in these areas, resulting from inadequate development of the local

4 African Development Indicators, UNDP/World Bank 1992.

5 Claude Dupuy, "Le secteur financier informel en Afnque de 1'Ouest", African Review of Money. Finance and Banking.

FINAFRICA, vol. 1, 1990, pp. 15-33.
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infrastructure, and to the limited nature of financial or material collateral for loans.6 The
high interest rates charged because of the degree of risk divert credits to the speculative

activities of the economy, to the detriment of production, capital formation and employment.

In the rural area, agricultural production techniques have not developed, as a result, jjnter

alia, of the rationing of credit whereas most production activities take place in this area. The

low value added resulting from such a situation leads to the scarcity of resources at the local

level which, in turn, reduces productivity in the active productive sectors.

2. The crisis of the financial sector

23. The first development strategy adopted by most African countries after obtaining

national sovereignty relied, first of all, on an interventionist approach to the development of

the financial sector. This choice led particularly to:

(a) The setting up of financial institutions to supply funds, at low interest rates,

to priority sectors;

(b) The regulation of the supply and sectoral distribution of credit;

(c) Preferential refinancing facilities from central banks;

(d) The limited objectives of the commercial banks in lending; and

(e) The practice of financial repression by charging low interest rates on deposits

and loans.

In most cases, this approach turned out to be very costly, at the level of the efficient

distribution of credit, the development of financial intermediation as well as the solvency of

the banking system.7

24. For governments, the selective credit policy was assumed to be a means to ensure the

optimum social utilization of resources. But then, the fact that such a policy disregarded the

conventional rules of credit distribution (risk, expected returns and repayment guarantees)

led to an increase in non-performing loans in the portfolio of banks, a phenomenon that was,

moreover, facilitated by inefficiency, incompetence and corruption at the level of public

bureaucracy and the bank administration.

25. Financial intermediation was impaired by the obligation imposed on financing

establishments, within the framework of a repressed financial market, to apply for public

loans with low returns in order to finance, constantly, the increasing budget deficits resulting,

ftr ?1ia. from the poor management of public finances and enterprises. Private savings

6 Cuevas Carlos E., nTrftp"rfirtn^^B"ffi"*nci'llinterfned'»tion»n develop"^ count"e8"- Economicsand Sociology. Occasional

Paper, No. 1469. The Ohio State University, Columbus, 1988.

7 Popiel, Paul, "Financial Institutions in Distress: Causes and Remedies", International Journal of Development Banking, vol.

5, 1987.
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were also discouraged by the very negligible and often negative interest rates r/ajd on

deposits.8

26. In order to avoid the collapse of the financial sector, governments were compeji^dto

take corrective measures which included the liberalization of interest latest the restructiiring

of banks and the improvement of the statutory, accounting and legal framework for banking

activities. However, in several countries, the impact of financial reforms on the

rationalization of financial channels and the mobilization of savings was impeded by the very

magnitude of the imbalances, the low absorption capacity of the private sector, inadequate

foreign assistance and uncertainties at the macro-economic and political levels.

3. The crisis of the public sector

27. The problems that affected the efficiency of public enterprises resulted mostly from

their management structures. The lack of autonomous management adversely affected

motivation and the sense of responsibility. The pricing policy involving the underpricing of

goods and services for social reasons was detrimental to profitability. In certain cases, the

monopoly held by public enterprises also contributed to their poor financial performance.

28. Even though major reforms have now focused on privatization, including the

liquidation and restructuring of enterprises as well as the encouragement of competition, the

results recorded are not impressive. Privatization has been hindered by difficulties resulting

from the low absorption capacities of the indigenous private sector. The lack of foreign

exchange as well as political and macro-economic uncertainties hardly facilitated the takeover

of public enterprises by the indigenous private sector. Moreover, progress made in

rationalizing and modernizing public enterprises was hampered by their huge debts,

budgetary problems and by political and social considerations.

4. Macro-economic distortions and political uncertainties ;

29. Investment in Africa was seriously hampered by macro-economic distortions and

political instability, which greatly contributed to massive capital flight estimated'at' $U!S40

billion during the period 1976-1987, an amount which was equivalent to half of the official

development assistance received during the same period! . ; ,;,

30. The over-evaluation of exchange rates, inflation and negative interest rates reduce the

value of reserve holdings in national currencies and, as a result, clearly play a determining

role in capital flight, It was also established that in economies characterized by major macro-

economic distortions, investment productivity declined by at least 5 per cent of what: $puld

be obtained in well-managed economies. ;. v

31. Political tensions and the spread of armed conflict over Africa also hampered savings

and investment efforts by creating a situation of insecurity inimical to economic activity.

World Bank, World Development Report. 1989,
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Though many countries are currently carrying out political and economic reforms, the

transition has been much longer and much more complex and costly than expected. In

certain cases, the transition was not as peaceful as desired and this contributed to creating

political chaos. In other cases, transitional governments hesitated, for political and social

reasons, to apply economic and financial reform measures, thereby adding economic

uncertainty to political instability.

. PROSPECTS FOR MOBILIZATION AND EFFECTIVE UTILIZATION

OF FINANCIAL RESOURCES FOR AFRICA'S INDUSTRIALIZATION

A. The magnitude of the financial requirements

32. There is no accurate dollar value of the magnitude of resources required for Africa's

development and transformation. This is partly because the objectives and goals for Africa's

capacity building can only be stated in broad terms. As the developmental process is a

dynamic one, the underlying economic structure and behavioural pattern will also change and

thus create new parameters of investment needs, even within a medium-term framework.

33. The programme for the second IDDA specifically recognized that one of the major

handicaps that African countries faced during the first IDDA was that the required financing

did not materialize. Thus, the programme for the second IDDA puts particular attention on

the financing aspects. In broad terms, the programme categorized the financial needs in five

areas, namely:

(a) Funds for developing the physical infrastructure;

(b) Funds for improving the institutional infrastructure, including human resources

development;

(c) Funds for rehabilitation and reconstruction of existing industries;

(d) Investment funds for new ventures; and

(e) Financial resources for technical aid and consultancy.

34. With regard to the mobilization of resources, the programme for the second IDDA

pragmatically noted that it would be very difficult for Africa to depend solely on its resources

especially in view of the heavy debt burden, the budgetary deficits and the weakness of

domestic savings in almost all the African countries. The programme thus implicitly

assumed that foreign assistance and foreign investment would be necessary to finance its

implementation.

35. While the programme did signal the stagnation or decline in official flows to African
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countries, it did not lay particular emphasis on the many changes that were starting to take

shape in the world economic order. Yet, it is now obvious that many such changes will

greatly affect the financing of the second IDDA. It is thus necessary for Africa to review

these changes with particular focus on how they are likely to affect the effective financing

of the programme for the second IDDA.

B. Managing Africa's debts to promote industrialization

36. The policy options currently available to deal with the African debt problem are quite

limited. But, what is clear is that countries must take forward-looking and vigorous steps

to establish sustained recovery in the medium to long term. On their part, Africa's

development partners have to recognize fully the importance and urgency for debt relief to

African countries.

37. On the external debt front, improved techniques need to be applied in the management

of debt. These include the development and utilization of improved debt-monitoring systems;

better targeting of new external resources; skillful operation, through third parties, of the

secondary market for sovereign debt instruments in cases where national debt trades at

substantial discounts; actively and imaginatively courting debt-swap opportunities; and

applying risk-management techniques to reduce exposure to risks arising from fluctuations

of exchange rates, interest rates, and commodity prices.

38. Better targeting of new external resources will prevent past mistakes being repeated

in the choice of sources of external finance and in the utilization of scarce and costly external

resources. Such resources should be put to use where they will yield rates of socio-economic

return at least equal to their opportunity cost; furthermore, adequate resources should be

channelled to projects which will increase exports or efficiently produce import substitutes,

with a view to strengthening national capacity to service external debt-obligations in the

future.

39. The exploitation of debt-swap opportunities should relieve the debt burden by

transforming existing external liabilities into development capacities within African countries.

Examples are swaps along the lines of debt-for-development, debt-for-nature or debt-for-

education, public health, or women-in-development, and debt-for-exports, where portions of

external debt would be converted into local currency-denominated grants.

40. Multilateral debt is less than 25 per cent of total Africa's debt. About 15 per cent of

that is on concessional terms. Very few African countries have serious debt overhang

problems with the World Bank. Most of the problems with multilateral lenders involve the

AFDB.

41. With regard to the internal debt problem, as in the case of external-debt options, the

long-term solutions are conceptually easy to visualize whereas in the short to medium term,

the options are few. For instance, a future course of action is to reduce government

involvement in production sector activities. This will be done by putting existing public

enterprises on a sound footing through restructuring them, privatizing those that are viable
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but not considered strategic, improving the management of the strategic ones that the State

wishes to retain within its reduced portfolio and winding down those that are not considered

strategic and are not viable in the private sector.

42. In the short term, meanwhile, the African countries' financial institutions and

enterprises that are burdened with forced credit and non-performing assets need urgent relief

or else they will be bankrupted, resulting in losses to depositors and the destruction of

formal-sector jobs. Therefore, effective measures in the short term must be devised and

implemented to tighten State finances and resume the servicing of State obligations to the

financial institutions. Such measures should include improved budgeting techniques; the

strengthening of public revenues through improved levying of taxes and duties and their

enhanced collection; instituting strict controls on disbursements, coupled with a general

reduction in government consumption; increasing the productivity of public-sector employees

and boosting employee morale through packages of improved incentives, while keeping the

public-sector wage bill within the limits set by fiscal constraints.

43. Efforts must be made to sell government securities, which means that steps will need

to be taken to establish a market for this purpose, with the aim of drawing savings from

the general public and using them to service the State's internal obligations. In view of the

rudimentary stage of public-securities markets in many African countries, the lack of

familiarity with such instruments, and the absence of secondary markets, the sense of

uncertainty and risk on the part of the saving public and the generally low credit rating of

the State, rather high interest rates may initially have to be offered. The problem, therefore,

is the extent to which the floating of public securities "crowds out" private-sector financing

requirements as compared to generating otherwise idle savings.

C. Building financial institutional capacities for efficient

mobilization and ytilizftfiifli of resources

1. Policy measures for the development of the African financial sector

44. Policy measures for the development of a dynamic financial sector in Africa would

invariably have to start from the premise that, in a number of African countries, the financial

institutional infrastructure as well as available financial instruments are extremely deficient

for the efficient mobilization and allocation of resources in support of economic development.

Sustained efforts need to be directed towards upgrading human capacities through the training

of financial managers, accountants, auditors, regulators and central bankers.

45. Among the key policy actions would have to be the following:

(a) Facilitating the enabling environment for establishment of a wider range of

institutions both domestic and foreign which are operating in African financial sectors, as

well as the financial instruments and services that they offer. Possible examples include

insurance companies, mutual funds, mortgage financing institutions, investment banks,

leasing companies, merchant banks, securities markets and stock exchanges;
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(b) Liberalizing the ownership of financial institutions in Africa with a view to
introducing a measure of competition and ending monopoly situations in segments of the
financial sector, increasing operational efficiency in the mobilization of domestic and external
savings and allocating them to investors;

(c) Strengthening |he legal framework within which the financial sector operates;

(d) Creating and maintaining a stable macro-economic environment in African
countries that offer adequate incentives to savings and investments and which is conducive
to sustained economic growth and development of a sound and dynamic financial sector;

(e) Reducing the fiscal burden on the financial sector through increased savings
by public enterprises; and

(f) Promoting the development of informal financial markets in Africa by

rationalizing the demarcations between them and the formal financial markets, with a view

to increasing the efficiency and risk-assessment capacities in both markets and, by fostering

direct contact as well as competition between them, encouraging institutions in both sectors
to pass on some of the efficiency gains in the form of higher interest rates on savings and
lower rates charged on credit.

46. Efforts that are under way to restructure financial institutions in African countries,
often backed by the World Bank's financial sector adjustment lending programme, have
generally included:

(a) Raising domestic deposit and lending interest rates while initially leaving them

controlled with the objective of attaining positive real deposit rates to induce increased
savings and lending rates adequate for improving efficiency in allocation of scarce capital
resources;

(b) Liberalizing the determination of interest rates by removing controls on deposit
and lending rates;

(c) Reducing the complexity of sectoral credit targets and relaxing controls on
credit allocation;

(d) Removing bank-by-bank credit ceilings in favour of broad instruments of
monetary control;

(e) Rationalizing the licensing requirements of new banking and non-bankfinancial

intermediaries to ensure that the barriers to entry are no more than required for prudential
reasons;

(f) Reducing the fiscal and quasi-fiscal burdens on the financial sector; and

(g) Liberalizing currency-exchange controls.
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2. A policy framework for building financial institutions in Africa

47. It is generally acknowledged that the weak fiscal capacities of African countries have

contributed substantially to chronic fiscal deficits and to the low rates of gross domestic

savings in proportion to national income. Lack of well-developed financial markets meant

that governments had to finance deficits either through the highly inflationary method of

increasing the money supply or to oblige the banks and other financial institutions to hold

government securities for which there was no secondary market and which were of doubtful

value. The increasing exposure to public-sector debt characterized by mounting non-

performing assets steadily undermined the soundness of the African financial institutions,

while the crowding-out effect of domestic financing of the budget posed an obstacle to

increased resource flows to the private sector. Both factors militated against the development

of efficient mobilization and allocation of domestic savings.

48. It follows, therefore, that a policy framework for financial institution building must

be prefaced by concrete actions to strengthen the fiscal institutional framework, through, inter

alia:

(a) Expanding the tax base;

(b) Strengthening tax administration;

(c) Sensitizing the public about their tax obligations;

(d) Controlling budget disbursements with improved auditing practices.

49. Policies aimed at increasing the contribution of the private sector to domestic savings

and the utilization of scarce financial resources need to be tailored to specific groups of

savers and investors in the private sector. On the savings side, the larger corporate

enterprises, the smaller enterprises based on single proprietorship or limited partnerships, and

single-owner micro- enterprises, especially in the informal sector have been identified. To

these should be added savings by households. These are derived from wage-earning urban

centres or from agricultural and artisanal incomes in the rural areas.

50. Household savings are determined by the rate of growth of family incomes; the rate

at which rural economic activities can be monetized and rural production is switched from

subsistence and barter trade to a predominantly cash economy fully integrated into the

national and subregional economies.

51. Finally, African efforts in capacity-building of financial institutions should gradually

go beyond the national level in view of the long-term development strategy based on progress

towards the creation of a single economic market on the continent within 35 years, which the

African States adopted when they signed the Treaty establishing the African Economic

Community on 3 June 1993 at Abuja, federal capital of Nigeria. Capacity-building of

financial institutions must thus be carried out at the subregional and regional levels hand-in-
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hand with similar capacity-building at the national level.

52. In the short to medium term, there is need, in the context of regional economic

integration and trade and financial sector liberalization, for African countries to open their

doors to the establishment of African trans-border banking and other financial institutions and

African transnational corporations. The successful development of such trans-border African

enterprises is an essential first stage towards the development of fully fledged African

transnational corporations able to conduct competitive business on a global scale.9

IV. CONCLUSIONS AND RECOMMENDATIONS

53. Obstacles to the mobilization of financial resources for development funding especially

in the industrial sector are many, complex and interdependent. At the external level, the

worsening of terms-of-trade reduces the capacity of African countries to meet their external

obligations. Further, the context of increasing competition for resources, adversely afreets

Africa's access to external financing.

54. At the domestic level, there also exist many obstacles, such as the insufficient

development of the banking and financial infrastructure, the low real per capita income,

macro-economic and financial imbalances and political instability, which hinder the collection

of savings and their injection into the economic mainstream.

55. Macro-economic distortions and political instability, together with the poor

management of public affairs have greatly contributed to the diversion of savings from

mainstream economies. The scarcity of external financial resources and the little impact that

the debt-rescheduling measures have had so far, signal a clear message of the need to depend

more on domestic resources for Africa to attain its development objectives.

56. With these considerations in mind, it is advisable to make the following

recommendations:

1. General recommendations

(a) Many individuals realize some level of savings from their economic activities.

They may or may not put these savings in banks depending on the level of

confidence they have in the system. These individuals can pool their savings

together through organized joint ventures and invest in a mutually agreed

industrial enterprise;

"A Framework Agenda for Building and Utilizing Critical Capacities In Africa", (document E/ECA/CM.20/6), April 1994.
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(b) The development of fmancial infrastructure should be secured, by encouraging

banks to open branches in the countryside. The savings potential of the rural

area will be better harvested as the banks will innovate loan formulae in order

to tailor the services they offer to the needs of the informal and small- and

medium-scale industrialists and other small businesses. Complementarity

between the informal channels for the collection of savings and the

conventional banks must be pursued, the former ensuring the liquidity of

banks which is sometimes lacking;

(c) The restructuring of the financial sector should be pursued in order to make

it more efficient. The interest rates that remunerate deposits must be

sufficiently attractive but should not affect the financing of productive

enterprises. A discriminatory system of multiple interest rates could be

envisaged in this respect. The system must be designed to bring out an

average interest rate that makes it possible to remunerate deposits at positive

rates and to charge encouraging interest rates on loans meant for the

productive sectors. In order to avoid capital flight, the exchange rates must be

realistic but relatively stable;

(d) African countries should foster the development of their financial institutions

and capital markets with the ultimate aim of promoting private-sector

development and trade. In this connection, regional and subregional financial

cooperation is necessary to ensure the effective development of financial

intermediation and money markets;

(e) Public authorities must rapidly establish all the facilities that help in the

collection of direct and indirect taxes, and stamp out tax evasion. These same

authorities should ensure that rigorous management of public finance is

undertaken to reduce and regulate unproductive expenditures (setting

deadlines). Appropriate adjustment has to be made in the management of

public enterprises in order to improve their financial performance; and

(f) Funding agencies should, from now on, endeavour to:

(i) effectively simplify and harmonize procedures for the granting

and disbursement of aid;

(ii) fully use local skills wherever they exist throughout all the

phases of project execution; and

(iii) ease the conditions for the disbursement of mobilized funds,

particularly by instituting a mechanism for the speedy

reallocation of resources in order to take account of the impact

of unfavourable external factors on the viability of approved

projects;
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(iv) create mechanisms to educate the target groups about funds

available for their use and mobilize for accessing these funds

with relative ease.

Recommendations to promote foreign direct investment CFDD in Africa:

(a) Adopt selective privatization of State enterprises. In the early years

after independence, most African governments established parastatals

to produce and distribute goods and services. However, as their

economies have become more mature, so has the need to adopt new

management styles and techniques in most spheres of economic

activity. One result of this is the increasing acceptance that African

governments should disengage from those State enterprises that would

be efficiently and profitably run as private businesses. While the

process of divestiture should not be restricted to industrial enterprises,

many industrial enterprises are fertile areas in which to invite the

participation of FDI. This approach has a number of advantages.

First, it creates opportunities for joint ventures between FDI and local

enterprises. Second, it provides an opportunity to inject new

technology and management in major infrastructural facilities, which
is needed in any case, and which is necessary for further domestic and

FDI and general development;

(b) t)evelop strong mechanisms for provision of information to African
countries that do not always know which TNCs invest in what areas.

On the other hand, many TNCs are not well-informed about Africa -

and the little they know is often seriously distorted and biased against

African countries. Action is needed to improve information and

knowledge. In this task, such bodies as the United Nations Centre on

Transnational Corporations (UNCTC), the European Investment Bank

(EEB), the International Finance Corporation (IFC) and the United

Nations Industrial Development Organization (UNIDO) could be of

enormous service. Carefully organized investment seminars and

workshops would be very beneficial;

(c) Encourage and adopt debt-equity conversion and swaps. Recently, a

number of techniques such as debt-equity conversion and swaps,

currency and interest-rate swaps, have come into use to reduce the

debt burden and to protect individual borrowers from adverse currency

and interest rate movements. Those techniques, however, have to be

specifically applied to the circumstances of individual African

countries, taking into account their economic, political and social

circumstances. It should be recognized that while it is true that the

profits and dividends earned from the operations of a privatized
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company would still need to be remitted, this should only happen after

the enterprise becomes profitable. At this time, the multiplier effect

to the economy from increased employment, productivity and

technology transfer is likely to outweigh the cost of profit remittances.

Overall, debt-equity conversion should be encouraged, as foreign

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

development of the host country is concerned. Their involvement

might also attract other foreign investors in due course. An attractive

field for such conversions might be parastatals which, as noted above,

have protected markets and often need, in any case, further injections

of capital and management;

(d) Promote establishment of appropriate legal frameworks. The legal

framework of a country can encourage or discourage FDI. For

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

and mechanisms for the settlement of labour disputes which are

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

frameworks in most African countries were inherited from former

colonial powers. In some ways, those laws were designed to

discourage contact between the colonies and countries other than those

associated with the colonial power. In many African countries,

colonial legacies still exist in their laws. In order to encourage FDI

generally, African countries should review their legislation and make

it universally more applicable, for example, extending double-taxation

agreements to other countries in addition to former colonizing nations;

(e) Speed the process of streamlining licensing procedures. In many

African countries, foreign investors must obtain approval from several

government departments before they can expand their existing plants

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

where prices of materials, interest rates and exchange rates fluctuate

constantly, such delays may lead to an escalation in the cost of

projects, in addition to discouraging foreign investors. One way of

encouraging FDI therefore, is to reduce bureaucratic delays in the

approval of projects by setting up "one-stop" offices;

(f) Review the development strategy. In preparing lists of feasible

investment projects, governments of African countries need to take

stock of their development strategies thus far, in order to encourage

projects that quickly attract FDI while at the same time, maintaining

the economy on the appropriate development path. Much of FDI in

Africa today is in extractive industries and agriculture. Given that

situation, it would appear that the most beneficial approach would be

to take measures that would encourage the expansion of existing FDI

or would attract new FDI in areas such as agro-business, paper and
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wood products, metallurgical and chemical industries, that is, taking

the existing resource-based industries a step further;

(g) Strengthen the use of counterpart funds. The occurrence of frequent

droughts, problems in the procurement of vital inputs owing to

shortages of foreign exchange, and glut of certain commodities in the

industrial countries have led to the provision of foreign aid in the form

of commodity aid. The counterpart funds that are generated after the

sale of those commodities in the recipient country sometimes remain

idle for long periods in the central banks or designated financial

institutions. Counterpart funds like these could be used to support

local private-sector activities generally (and thereby develop

opportunities for joint ventures with FDI), or, where there are

restrictions on local borrowing by foreign companies, the funds could

be used to support expansion programmes of TNCs from the donor

country;

(h) Provide strategic tax incentives on an equal basis for all investment,

domestic and foreign. The use of tax incentives is necessary, although

they are not as important as improvements in infrastructural facilities.

Such incentives, however, need to be designed properly so that they

can be real incentives instead of unnecessary gifts. One measure

which could be an important incentive is to allow foreign-exchange

losses in tax returns. Such losses have made borrowing abroad very

costly, and many enterprises have become unviable simply because of

the devaluation of local currencies and the appreciation of foreign ones

in which the loans incurred were denominated. In these days of

fluctuating currencies and steady devaluation of African currencies, the

offsetting of such losses appears necessary in order to assist in

economic structural adjustment.

3. Recommendations for South-South Cooperation

57. It can generally be concluded that prospects for South-South industrial cooperation are

severely constrained by both supply and demand conditions. Forging of strong regional

economic ties is, to a large degree, hampered by the dependency of southern economies on

the global economy. Nonetheless, the deterioration of the economic situation, the increasing

poverty and the debt burden in the countries of the South call for urgent measures to

accelerate South-South industrialization focusing on resource mobilization. The following

activities could be pursued:

(a) Restructuring the post-colonial pattern of industrial cooperation whereby

investments were largely by transnational corporations or foreign investors.

This can be replaced by creation of southern multinational corporations

whereby savings are retained in the countries of the co-operators and
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sustainability can be expected;

(b) Establishing South-South industrial ventures whereby meaningful technology
transfer and adaptation takes place. This has to go along with the

strengthening of South-South scientific and technical cooperation;

(c) Africa's position must be strengthened through promotion of intra-African
trade. This must be preceded by promotion of indigenous industrial
development and reduction of external dependency.




