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Introduction

1. Africa has since the 1970s faced a severe economic crisis which has its origin in a
combination of internal and external factors. The manifestations of the crisis include low or
negative rates of economic growth, deterioration of physical and social infrastructures,

unsustainable burden of external debt, and aoite poverty.

2. In an attempt to reverse the trend of economic decline, many countries in the region have
adopted programmes of economic reform and structural adjustment. While the specifics vary
from country to country, these programmes have a common feature: (hey are predicated on a
liberal market economic philosophy and geared toward eliminating major macroeconomic and
sectoral distortions. Many of the programmes are aimed at achieving export-ted growth.

3. As painful as the process ofadjustment and policy reform has been for African countries,
the progress made in revitalising their economies has been rather slow. After several years of
adjustment, most of the economies are still weak, vulnerable to external shocks, and far from
capable of achieving high and sustainable growth. Indeed in several of the countries,
implementation of adjustment programme involving the compression of imports and government

expenditure has resulted in significant social costs and setback in growth.

4. African countries have had little success in achieving adjustment with growth because of
resource constraint. In particular, the availability of foreign resource has been too limited to
sustain the growth-oriented adjustment programmes. The high dependence of the countries on
a narrow range of primary commodities and the collapse of commodity prices have reduced their
capacity to generate external resource through trade. Concessional capital flows to Africa have
stagnated in real terms since 1985 despite strenuous efforts and special donors* initiatives to
mobilise additional resource to mitigate the region's economic plight. 1/

5. Non concessional capital flows to Africa are also hindered by the region's debt crisis
which has increased the credit risk ratings of the countries in the international capital markets. <k
Indeed the debt crisis has created a perverse situation in which somo African countries inspite
of their dire need for external resource have been forced by debt service obligations to become

net exporters of capital to rich countries.

6. The capacity of African countries to generate domestic savings is limited by continued
poor economic performance hence substantial inflows of foreign capital (especially of the non
debt-creating type) appear necessary for the effective implementation of their programmes of
adjustment with growth. The inflows are needed to achieve "the level of new investment which
clearly has to play a commanding role in the process of the restructuring of output patterns

required to strengthen export supply and external balance." 2/ In recognition of this fact, the
creation of an attractive climate for foreign direct investment has become an important element
of the strategy for the restoration of the economies to the path of sustainable growth and for the
diversification oftheir productive base. Efforts at attracting direct investment have been directed

to all possible sources including non-traditional ones such as the countries ofCentral and Eastern

Europe.

7. Using Nigeria as a case study, this paper analyses investment flows from Central and
Eastern Europe into Africa. Section I contains a review of the basic problems relating to such
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flows. Section II focuses on the current economic reforms in Central and Eastern Europe from
the African perspective. The prospects and potentialities for the development of investment flows
from Eastern Europe into Nigeria are examined in Section in. Section IV outlines the possible
measures thai may be taken by Nigeria to stimulate the inflow of foreign direct investment from
Eastern Europe. The conclusion of the paper is presented in section V.

I. Rasic Problem^ flf finv«shn«it Flows from Eastern Europe into Africa; A Review

8. Economic development process in Africa has for long been hindered by a host offactors.
Perhaps the most serious of the constraints is the inadequacy of domestic savings which derives
mainly from acute poverty and low levels of income as well as from the underdevelopment of
institutions for savings mobilisation.

9. Developing Africa's savings rate in 1980, for example, amounted to 18.3 per cent of the
GDP as compared with rates of 22.0 and 25.0 per cent recorded for the world's low-income and
middle-income economies respectively. 1/ By 1991, the average rate of domestic savings in
Africa had fallen to 14 per cent as against an average rate of 27 per cent for all developing
countries. 4/ Against their general background of relatively low and falling savings rates, most
African countries have tended to have ambitious investment programmes aimed at stimulating
growth and freeing their people from poverty trap. The consequence has been the significant
domestic resource gap. In 1980, for example, Africa had a resource gap amounting to nearly 7
per cent of the GDP with the region's investment ratio standing at 25 per cent. 5/

10. The inadequacy of domestic savings for the financing of development has led most
African countries to rely on foreign savings to fill their resource gaps. Such external resource
flows take various forms: grants or pure aid, loans, portfolio and direct investment. Each type
of flow has its costs and benefits, the evaluation of which determines the relative importance that
individual African countries attach to the various forms of filling the domestic resource gap. A
major advantage of foreign direct investment ss that it is not debt-creating. This has made it an
increasingly attractive source of foreign capital to debt-distressed African countries. The
establishment of a good climate for foreign investment constitutes a major goal of policy reform
in many of the countries.

I1. Foreign direct investment flows into Africa originate mainly from the developed market
economy countries which have also been the traditional trade partners of tiie region. In 1988,
for example, the EEC alone absorbed more than 60 per cent of exports of commodities from
Africa, fi/ The dominance of Western countries in Africa's external trade and foreign
investment is the product of political and economic relationships that date back to centuries.
These relationships were initially and for a long period dominated by commerce involving the
exchange of African primary products for the industrial goods of Western European countries.
Such limited flow of foreign investment mat took place was aimed to facilitating this exchange.
Thus the transnational corporation (TNC) money and banking institutions established prior to
independence served mainly to finance mining, plantation and trading interests.

12. The attempt to strengthen the industrial base of their economies and improve the nature
of their participation in the international division of labour had ted many African countries to the
vigorous pursuit of import substitution industrialisation strategy in the post independence period.
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The policy instruments applied in this regard include trade protection measures such as tariff and
non-tariff barriers, tax concessions, subsidies and investment allowances. Much of the foreign
direct investment flows from the developed industrial countries into Africa have been the result
of the attempt by TNCs to preserve their traditional markets through the estabushment ot
subsidiaries beMnd high protective barriers. In this sense, trade has served as the harbinger ot

foreign direct investment.

13. Although African countries have sought to achieve geographical diversification of their
external economic relations and reduce their heavy dependence on the developed market-economy
countries by promoting economic cooperation with Central and Eastern European countries, tne
flows of direct investment between the two regions have remained relatively insignificant. Apart
from the limited domestic savings available in Central and Eastern Europe tor foreign
investment, there are many problems which have accounted for this situation.

14 Foreign direct investment involves not just the simple transfer of capital or the
establishment of a local factory. Accompanying such investment are the technology, tastes and
styles of living, managerial services and business practices of the investor. As between
Central/Eastern European countries and the developed market-economy countries, there exists
a considerable difference in these crucial elements of foreign investment. From the long
experience with trade and economic relationships with Western Ew<jpe, Africa has becomeve^
familiar with these elements as they relate to private foreign investment from that region. Brand
loyalty to Western goods remains quite strong. In contrast, African countries are uniamilwr with
the technology, tastes, managerial services and business raactices in Central and Eastern Europe.

Hence, although they sought new foreign direct investment flows to substitute for the rapidly
deteriorating investment stocks and declining flows from Western countries, African countries
search for investment flows from Eastern Europe has not been aggressive.

15. The inflow of foreign direct investment from Central and Eastern Europe to Africa is also
hindered by the inadequacy of the institutional framework for effecting the transfer °f capital.
TNCs which constitute the principal agents of investment flows from the developed niarket
economies are absent in Central and Eastern European economic relations with Africa. With
their enormous political and economic powers and world-wide operations, Western TNCs are
able to make difficult the entry and manipulate the activities of potential competitors including
those from Central and eastern Europe.

16. Foreign trade organisations - the main channels through which investment flows from
Eastern Europe to Africa - are public sector institutions which were beset with problems of
distorted price and trading systems. They lack the entrepreneurial culture, a§5es5Ye?es?»
technological skills and world wide contacts which characterise the operations of the TNCs in
Africa. Unlike the TNCs, the foreign trade organisations of Eastern Europe have had only
limited experience of operations in the African economic environment. This has tended toihmit
their establishment ofjoint ventures with partners in Africa. Inadequate knowledge of African
economic conditions meant that the equipment and machinery from Central and Eastern Europe
were hardly designed to suit these conditions. Equipment and hence investment of the region
in African were therefore prone to problems of spare parts and after sales services. Theforeign
trade organisations of Eastern Europe have not been able to compete effectively with Western
TNCs in trade and investment in Africa.
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17. Some of the problems which have limited the flow of investment from Central and
Eastern Europe to Africa are political in nature. For example, trade and investment links were
until recently perceived by the former centrally-planned economy countries in that region mainly
as weapons ofcold war for tibe furtherance of socialism. Hence the foreign investment of these
countries in African was geared toward strengthening the pubHc sector and aimed largely at
enhancing the capability of the sector to take control of strategic sectors of the economy,
especially the natural resources. African countries pursuing the capitalist path to development
and with limited direct public sector involvement in the economy had little attraction for Eastern
European capital. This accounted for the concentration of the trade and investment in a small
number of countries: Ethiopia, Algeria, Libya, Angola, Tanzania, Egypt and Guinea.

18. The Eastern European countries lack information about the opportunities for direct
investment in most African countries. Few of the tetter possess the machinery to assist local
entrepreneurs to find investors in Central and Eastern Europe or to assist the foreign trade
organisations in establishing contacts with local partners.

19. The flow of direct investment into Africa from the Central and Eastern European
countries and indeed from other sources has also been hindered by factors associated with
unfavourable socio-political and economic conditions in the recipient countries. The inadequacy
of complementary infrastructures to support investment has given rise to the escalating costs of
doing business in Africa. The debt overhang, which has created among potential foreign
investors a perception for Africa of low profitability and high risks of investment and poor
growth prospects remains a major investment constraint. Other barriers to the flows of

investment to Africa are political instability and unpredictable changes in macroeconomic
policies, the inadequacy of qualified manpower, and the relatively small size of domestic

resources and markets in most of African countries.

II. Current Development in Eastern fiumpe: An African Perspective

20., The last few years have witnessed a sharp redefinition of the global economic and
political order. This is manifested in such developments as the collapse of the totalitarian
regimes and centralised economic planning in Central and Eastern Europe, and the end of the
cold war between the East and West. The countries ofCentral and Eastern Europe are currently
in transition: from totalitarianism to democracy and from central planning to market - oriented

economic systems.

21. To facilitate the switch from centrally-planned to market economic systems, the Eastern

and Central European countries have adopted programmes of economic reform in which market
mechanisms, individual freedom and responsibility are accorded greater role in economic
management. By November 1992, for example, prices in these countries "have been almost
completely liberalized, subsidies have been significantly reduced, a substantial degree of currency
convertibility has been established and the trade regime has been substantially liberalized". 11

22. The political and economic development in Eastern Europe have profound implications
for the global economy. From the African perspective, the impact on die flows of trade and
capital is of particular importance.
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23 In analyzing the implications for Africa of the current economic reforms in Central and
Eastern Europe, it is worth noting that most of African countries are also implementing
programmes that are similar. In several of the countries economic restructuring pndates the
current efforts in Eastern Europe. The convergence ofeconomic systems should lead in the long
terra to the strengthening of economic cooperation and greater flows of investment between the

two regions.

24 As part of the strategy for integrating Central and Eastern Europe into the global
economy, various efforts are being made to build all kinds of new institutions (commercially
oriented banks, private enterprises, trading systems) for the efficient operation of n™"
economies. The absence of such institutions in the past had constituted a constraint on trade and
investment flows between Africa and Eastern Europe. To the extent that economic reform
succeeds in reducing distortions and improving the competitiveness of the economies of Africa
and Eastern Europe, a higher level of linkage would be forged between mem. Adynamicaiid
economically strong Eastern Europe offers Africa great potentiate in the long run for
diversification of external economic relations and for reducing dependence on the OECD

countries.

25 Economic relationships between Africa and the former centrally planned economies of
Central and Eastern Europe have generally been built on the foundation of mter-goyernmental
agreements. This institutional arrangement had the effect of introducing some instability into the
relationships which tended to follow the swings of political pendulum with strain political
relationships leading to a contraction of trade and capital flows and vice versa. The economic
policy and institutional reforms in Central and Eastern Europe which assign greater role to the
private sector and market forces should import some stability to trade and investment flows.

26. A major by product of the current economic and political restructuring in Central and
Eastern Europe was the collapse ofthe council for Mutual Economic Assistance (CMEA) in 1991.
In some of its operations the CMEA was restrictive of trade and capital flows between Africa
and the formerly centrally planned economies. For example in 1977-79, the CMEA adopted
long-term programmes in energy, fuel, raw materials, agriculture aad food industry with the
primary objective of satisfying the needs of member countries through mutual deliveries and
collective self-sufficiency in these areas. 8/ The collapse of the CMEA should[open new lines
of production cooperation between some African and Eastern European countries.

27. The process of political, economic and social transformation in Central and Eastern
Europe has involved the design and implementation of bold and comprehensive programmes of
stabilisation and policy reform. As in the case of African countries, the implementation of these
programmes is being carried out in a period of economic crisis and hence requires the
mobilisation of enormous resources, both domestic and foreign, for their sustenance. The
reforming countries of Central and Eastern Europe need resources to create new institutions,
replace obsolete capital stock, repair extensive environmental damage, increase physical and
human capital and minimise the social costs associated with transformation.

28. The need of the countries for mobilisation of resources was stressed recently by the
Managing Director of the International Monetary Fund as follows:



E/ECA/UNCTC/88

Page 6

"....the formerly centrally-planned economies, like all other economies engaged in
adjustment, will need to rely for their financial resources, soon after the initial stage of
the transition when official foreign financing will be predominant, mainly on their own
domestic saving and the private investment they can attract from abroad". 2/

Due to the increasing need of Central and Eastern European countries for their own resources,

the capacity of the region to serve as a source of capital flows to Africa has diminished. Already
the process of transformation in the countries has resulted in reduction or abandonment of official
development assistance provided by them to developing countries. 1Q/

29. Not only have the recent developments in Central and Eastern Europe diminished the
flow of capital from there to Africa, they also have tended to increase the marginalisation of the
region in the resource flows from Jhe developed industrial countries. The transformation of the
Central and Eastern European countries from centrally - planned to market-oriented economies
has been accompanied by the breaking down of the political, social and economic barriers and
the strengthening of economic links between them and the developed market-economy countries.
As a result, the last few years have witnessed a massive inflow of official and private capital
from the latter to the former. For example, between mid-1989 and mid-1991 the financial
commitment matte by OECD countries and multilateral institutions to Eastern European countries

(excluding the former USSR) amounted to $31 billion. 11/

30. The advanced Western industrial countries have also created new multilateral institutions
to facilitate the flow of official and private resources to the reforming countries of Eastern
Europe. A good example of such institutions is the European Bank for Reconstruction and
Development (EBRD). The Bank has a clear mandate to stimulate foreign direct investment in
Central and Eastern European countries through (i) assisting local companies to find foreign
partners and investors and foreign companies to find partners, (ii) active promotion of investment
opportunities by provision of information, and (iii) participation in the equity of ventures. 12/
The EBRD is serving as a major catalyst for generating and directing flows into Central and
Eastern European countries. As at the end of 1989, mere were already almost 3,500 joint
ventures betweenthe East and Westcompared to only 165 such ventures at the beginning of198811/
while in Poland alone, the joint ventures created in 1989 with foreign partners had a cumulative

capital of some $8 billion. W

31. African countries have expressed fears that economic transformation and democratisation
processes in the former centrally - planned economies of Central and Eastern Europe would lead
to a diversion of resource flows including direct investment from Africa to that region. Although
the developed market-economy countries have repeatedly stated that their support of political,
social and economic restructuring in Central and Eastern Europe would not be at the expense of
flows to developing Africa, the fragmentary evidence available indicate that the concern of Africa
about resource diversion is not baseless. In contrast to the massive inflow of capital into Central
and Eastern Europe, Africa has in recent years had a sharp fell in direct investment flows from
the deveioped market economy countries. In 1989, for example, the volume of net direct
investment flows to the region amounted to only US$0.7 billion, about half the level attained in
the early 1980s. 15/Total net direct investment from the Development Assistance (DAC)

countries to Africa amounted to a negative US$446 million in 1990.16/
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32. The world of the 1990s seem likely to be dominated by competitive bidding for
investment as the countries of Central and Eastern Europe and developing countries seek to
supplement their shortage of domestic savings and technology. 12/ Although both African
and Eastern European countries are making efforts to improve their policy environment for
foreign direct investment, the latter appear to have an edge over the former in the competition
for such resource. Proximity to and cultural affinity with Western Europe and relatively high
level of absorptive capacity are factors in favour of Central and Eastern Europe. To a large
extent, the recent developments in Eastern Europe have increased the comparative
unattractiveness of African countries to foreign investors.

HI Prospects and PntenfriaHties fnr the Development of Investment FlftWS from Eastern

Europe to Nigeria

33. Nigeria's economic relations with Central and Eastern European countries are recent in
origin. They evolved largely after 1960 through the efforts of the country to diversify her
economic relations and reduce the heavy dependence on the developed market-economy countries
especially the United Kingdom, the former colonial master. In pursuit of the strategy of
diversifying external economic relations and to reflect her policy of non-alignment in the East-
West cold war, Nigeria had within a few years of achieving independence established bilateral
economic cooperation agreements with many of the Central and Eastern European countries.

W

34. Being recent in origin the flows of trade and capital between Nigeria and Eastern Europe
have remained relatively insignificant and are yet to attain their full potentials. In 1978, for
example, the share of the former socialist countries of Eastern Europe in Nigeria's total exports
of N6,308.5 million was N12.3 million or 0.2 per cent while the imports originating from mere
amounted to NH4.7 million or 1.8 per cent of N814O.8 million. 12/ By 1988, the share of
Eastern European countries in Nigeria's total exports and imports stood at 0.2 and 4.5 per cent
respectively. 20/ The bulk of the country's trade is with die developed economies of the
Western World.

35- There has been a strong correlation between the direction of Nigeria's external trade and
the flows of foreign direct investment. Western MNCs accounted for 83.2 per cent of the total
foreign equity in the country in 1988. 21/ f4any of these MNCs such as the United African
Company, John Holt, Swiss Trading Company, and Campaign Franchise de I'Afrique
Occidentale (CFAO) were already firmly established in colonial Nigeria. Of Nigeria's
cumulative foreign private investment of Nll,339.2 million in 1988, companies from the United
Kingdom, United States and Western Europe (excluding the U.K.) accounted for 41.7, 24.1 and
22.2 per cent respectively. 22/ As in the case of trade flows, the flows of foreign direct
investment from Central and Eastern Europe have been both sporadic and limited.

36. As indicated earlier in this paper, the Central and Eastern European countries saw, for
the greater part of the post world war period, their external economic relationships with Africa
as a tool for fostering socialism in the region. Hence inspite of the relatively large size of her
economy in Africa, Nigeria received less flows of capital from Central and Eastern European
countries than other African economies that were smaller but committed to the socialist ideology.
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37. Much of the limited flows of foreign direct investment from Central and Eastern Europe
to Nigeria had taken place on inter-governmental basis within the framework of bilateral
economic and technical cooperation agreements. Under these agreements, the central and Eastern
European countries had set up somejoint industrial ventures in Nigeria, designed and constructed
turn-key projects in several sectors of the economy, provided credit for the purchase and
installation of equipment as well as technical assistance in various fields.

38. The joint ventures established in Nigeria in cooperation with the foreign trade
organisations from Central and Eastern Europe include Stroj export (Nigeria) ltd, Czecholoslavak
- Nigerian Investment Cooperation (CNEICO), Eletrim (Nigeria) Ltd, Nigerian Engineeritig and
Construction Company (NECCO), Imarsel Chemicals Ltd, Fertesco Industries Ltd, Nigerian-
Roimanian Wood Industries (NIROWI) Ltd, and Globe Fishing Industries Ltd. While Central
and Eastern European investment can be found in virtually all sectors of the Nigerian economy,

the important point word) emphasising is that the flow of capital from the region to Nigeria has
been relatively small and mainly in the form of credit for the construction of turn-key projects,
the delivery and installation of equipment for the establishment of new production capacities or
the modernisation of existing ones. For example, the Ajaokuta Iron and Steel Complex which
to date is the most ambitious project in Nigeria involving Eastern European capital is of this

type.

39. Although the flows of foreign direct investment from Central and Eastern European
countries to Nigeria are still quantitatively insignificant, the potentials and long-term prospects

for their development are good. The optimism in this regard is anchored on a number of recent
developments, some of which were identified in the earlier sections of this paper.

40. One important factor which augurs well for such flows is the current economic
restructuring processes which assign greater role to private sector and capital in both Nigeria and
the Central and Eastern European countries. In the past, the socialist abhorrence of profit motive
and the unwillingness of foreign trade organisations in Central and Eastern European countries
to have dealings with Nigerian private sector operators must have led to the loss of investment
opportunities. The convergence in economic systems and business p. actices resulting from the
restructuring processes will remove one of the major obstacles to the flows of trade and
investment between Nigeria and Eastern European countries.

41. Her present economic difficulties not withstanding, Nigeria's are immense. The country
has a rich and diversified natural resource base which can be developed for the mutual benefit
of both sides. The country also has a large and vibrant internal market which provides immense

opportunities for profitable investment.

42,. In addition to the existing wide range of fiscal incentives to investors, Nigeria has, within

the framework of her policy reform and economic restructuring, recently undertaken a number
of measures to improve her investment climate. Such measures include:

(i) the privatisation and commercialisation of public enterprises;

(ii) tje debt-equity conversion proramme;
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(iii) the establishment of export processing zones;

(iv) the simplification and rationalisation of investment procedures through the
establishment of an Industrial Development Co-ordinating committee (IDDEC)
which serves as a one-stop agency for granting investment approval;

(v) the liberalisation of financial and capital markets; and

(vi) the review of the Nigerian Enterprises Promotion Decree to allow for greater
foreign participation in the economy.

These measures should serve as a strong catalyst to the flow of foreign direct investment

to Nigeria,

43. In the emerging new world order, the ideological barriers between the East and West are
being dismantled while the global economy is becoming more integrated. This development has
however not diminished the priority which Nigeria attaches to the diversification of her foreign
eccmoimc relation as a means ofmimmismgtte Due largely
to net capital outflows recorded on account of the transfers of TNCs from their affiliates in the
country to their parent companies, Nigeria has in recent years recorded persistent declines in net
inflow of foreign private capital. W TOs trend creates an urgency for stimulating the
inflows from other sources, especially the Central and Eastern European.

44. While the long-term prospects for the development of investment flows from Eastern
Europe to Nigeria appear to be good, the prognosis for the short-medium term is not. There are
still a number of barriers to the flows of foreign direct investment to Nigeria from all sources
in general and Central and Eastern European countries in particular. Among these are the
perception of investment risks associated with Nigeria's debt overhang and uncertainty about
future socio-political changes, the problems of the inadequacy of basic infrastructures, and the
high degree of under utilisation of existing industrial capacity. The Hows of direct investment
from Central and Eastern Europe to Nigeria are further hindered by the weakness of the existing

machinery for linking potential investment partners in the two areas.

45. On the supply side the flows of direct investment from Central and Eastern European
countries will be constrained in the short-medium term by the limited scope for generating
savings in the difficult economic and political environments now prevalent there W and the
increasing need of the countries for domestic resources to sustain their policy reform and
economic restructuring process. There is a critical shortage of foreign exchange in these
countries, many of which are going through a resurgence of ethnic nationalism and race an

uncertain political future.
IV. Measures to IffiTW* P™-«g" ™"** Investment Flows from Eastern BbHWC ft)

46. Nigeria's economic crisis has increased the importance of foreign investment in the
country's development process. At the current low level of foreign exchange earnings and heavy
debt service obligations, little or nothing is available for new investment hence the "ability of



E/ECA/UNCTC/88

Page 10

Nigeria to sustain growth and development as well as meet her external obligations depends on
adequate inflow of foreign investment resources." 25/

47. The potentials for achieving a significant increase in the flows of direct investment from
Eastern Europe to Nigeria are great, especially in the long-term. For the realisation of these
potentials however, there is need for some measures to be implemented by the Nigerian
government, such measures should aim at Hie removal of obstacles to foreign investment in
general and the creation of special incentives for investment from Central and Eastern European

countries.

48. A key element in the strategy for stimulating investment flows from Eastern Europe
should be die intensification of the current efforts to improve the investment climate in Nigeria.
There is need to complement the liberalisation of financial and capital markets with measures to
expand and rehabilitate basic infrastructures and to remove further the administrative barriers to
foreign investment. In addition, Nigeria should strive to maintain reasonable macro-economic
stability which is essential for creating and sustaining the confidence of foreign investors in me

economy.

49. Nigeria's huge external debt, currently standing at over US$27 billion, has become a
serious obstacle to the inflow of foreign investment by creating for the country a perception of
insolvency and low business profitability. There is therefore a need for improved debt
management strategy which should aim at reducing the slock of existing debt and limiting further
external borrowing to viable and growth-oriented projects capable of paying for themselves.

50 The flow of direct investment from Central and Eastern European countries is hindered
by a number of factors. Perhaps the most potent of these is the lack of information in that
region on the opportunities fox investment in Nigeria. Also, potential Nigerian partners of
possible Eastern European investors lack channels for making necessary contacts. Indeed many
of such partners are unaware of the tremendous economic and political changes taking place in
Eastern and Central Europe and the implications of these changes for economic relations with
Nigeria.

51. Increasing the flow of direct investment from eastern Europe to Nigeria would require
measures to reduce or eliminate the above-mentioned information gaps. First, the Nigerian
business community should through a series of enlightenment programmes be adequately
sensitized to current developments in Central and Eastern European countries. Second, the
commercial sections of Nigerian missions in Central and eastern Europe should be strengthened
with a view to making them efficient agents for the dissemination of information on Nigeria's
investment opportunities and policies. Such a measure will be in conformity with the current
orientation of Nigeria's foreign policy toward economic diplomacy. Finally, the efforts should
be made to establish links between organised private sectors, especially the Chambers of
Commerce and Industry, in Nigeria and the Eastern European countries.

52. The inflow of investment from Eastern Europe to Nigeria can be stimulated by
cooperation in production and trade between Nigerian firms and counterpart enterprises in
Eastern Europe. Under such cooperation arrangements, part of the output of joint ventures in
Nigeria could be sold in the central and Eastern European markers.
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53 As compared with the metropolitan MNCs, Central and eastern European enterprises have
limited knowledge of the Nigerian business environment. Lack of familiarity with economic,
social and political conditions in the country may heighten me Eastern European investor s
perception of the risk of investment in Nigeria. To overcome the possible adverse effect or this
on the flow of investment from the region, Nigeria should enter into investment guarantee

agreements with the countries there.

54 The Nigerian government, as part of the strategy for restructuring and reviving tbs
economy is concerned not only to attract foreign investment but also to link industrial
development to the use of local raw materials. In this regard the Raw Materials Research and
Development Council (RMRDQ had made tremendous progress in the identification of local raw
materials and their potential industrial uses. The RMRDC should be assisted to participatein
the trade fairs of Central and Eastern European countries to acquaint the potential foreign
investors with the opportunities for investment in the development and industrial use of Nigerian
raw materials. To further encourage the inflow of investment from Central and Eastern Europe,
the Nigerian government should give a more attractive pioneer status, including a tax-holiday that
is longer than normal, to investors from the region especially those who undertake to source their
raw materials from Nigeria or export a significant proportion of their output.

55 Government investment policies are a necessary but not sufficient condition for attracting
foreign investment into a country. W Of critical importance also are the general economic
and market conditions in the host economy. If Nigeria is to succeed therefore in stimulating the
flow of foreign investment from the central and Eastern European countries, the measures
suggested above have to be complemented by other efforts to generate economic growth and lift
the economy from the current depression.

V. Conclusion

56. The major development challenge which faces Africa in the 1990s and beyond is to restore
the economy to the path of sustainable growth. In response to mis challenge many countries in
the region including Nigeria have adopted programmes of econoaiic reforms. Economic
restructuring and policy reforms implemented at great social costs have had limited success in
stimulating growth partly because the foreign resource needed to support African efforts have
been lacking. Particularly disappointing has been the relatively small and diminishing flow of
resources from the developed market economies whose MNCs have been diverting from Africa.

57. An increase in the flow of foreign capital, especially direct investment which has the
advantage of not being debt-creating, is necessary if African countries are to achieve adjustment
with growth. The potentials for attracting direct investment to Africa from Central and Eastern
European countries are considerable in the long term. The current transformation of countries
from centrally-planned to market oriented economies should provide an appropriate institutional
framework for increased flows of trade and capital between the two regions. The long-term
prospects for attracting foreign direct investment from central and Eastern Europe into Africa are
good. The countries in the two regions are currently engaged in the processes of policy reform
and economic restructuring which should eliminate some of the constraints to the flows of trade
and capital between them. In the short-medium term however, the developments in Central and
Eastern Europe are likely to reduce the inflow of foreign investment into Africa. First, the
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process of economic and social transfonnatiton in the countries of the region has created
enormous demand for domestic resources, thus reducing their capacity to serve as source ot
foreign capital to Africa. Secondly and more importantly, the developments in Eastern Europe
have tended to increase the marginalisation of Africa in resource flows from the developed
industrial market-economy countries. The last few years have witnessed the diversion of foreign
capita! including direct investment from Africa to Central and Eastern Europe.

58. Nigeria's economic relations with Central and Eastern Europe being recent in origin, the
trade and investment links between her and the region are still relatively underdeveloped. The
prospects and potentials for their development are nevertheless good. Nigeria has a large internal
market and a rich and diversified natural resource base and has recently introduced a number of
measures to improve her investment climate. These should serve as a strong catalyst to the flow
of foreign direct investment to the country.

59. The current efforts of Nigeria to improve her investment climate need to be supplemented
by a package of other measures if the flow of direct foreign investment from Central and Eastern
Europe to the country is to rise. Appropriate mechanisms should be established to eliminate
information gaps between the Nigerian private sector and potential Central and Eastern European
investors. Special incentives should also be given to such investors to overcome their perceived
risks of having to operate in an unfamiliar business environment and to offset their competitive

disadvantage vis-a-vis western MNCs.
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