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EXECUTiVE SUMMARY 

This report identifies and analyzes the fundamental constraints, both visible
 

and perceived, which inhibit the development of private sector activities in
 
Sub-Sahara Africa. The findings are based on research conducted over a
 

ten-month period in which the principal data were obtained Through in-depth
 
interviews with approximately 150 respondents in Africa, France and the US.
 

Four African countries were selected for concentrated analysis: the Ivory
 
Coast, Kenya, Zimbabwe and the Sudan. The data were analyzed around specific
 
issues, concentrating on those factors which are applicable to private sector
 
activities in the African continent generally. Documentary research also was
 
undertaken to integrate past research efforts and official government analyses
 
with the current data.
 

The emphasis on private sector activities is not a new component of US policy
 
toward Africa. However, it has been given unprecedented emphasis by the
 
Reagan administration. Despite this fresh initiative, relatively little
 
progress has been made in the course of the first two years, due to a number
 
of reasons. First, under current circumstances, neither the present economic
 
situation nor conditions in Africa are favorable for attracting major new
 
ventures. Second, the private sector emphasis has received more rhetorical
 
than material support owing to a lack of financial resources, the
 
administration's preoccupation with political matters, and a lack of
 
credibility. Critics view the private sector emphasis as a rationalization
 
for declining foreign aid levels, a policy thrust which falls short of dealing
 
with the complexity or magnitude of economic difficulties that the continent
 
confronts today. Third, there has been little coordination or control of the
 
policy; each agency or bureau has its own idea of what the policy means and
 
what Its particular role is in the overall initiative. Finally, there does
 
not appear to be a deep understanding of the major impediments to
 
implementation or the best goals on which to focus.
 

Stimulating private sector activities in the world's poorest continent is an
 
enormous task that will require painstaking and tedious work. A realistic
 
policy should include measures to build support among the principal
 
beneficiaries as well as contain concrete proposals to cement our economic
 
interdependence with Africa. This report recommends steps that are intended
 
to be a foundation upon which those long-term policy objectives can be
 
pursued. The real payoffs of this approach will come, not in the immediate
 
future, but over the course of the years ahead when economic conditions
 
improve, when there is a better understanding and willingness to work
 
together, and when an explicit regional strategy is in place.
 

The principal recommendation of this study is that the State Department,
 

through the Africa Bureau, should take the lead in developing a coherent,
 
comprehensive and well. coordinated regional strategy drawing the relevant
 
Institutions and resources together under an umbrella interagency working
 
group to be known a,; the African Regional Coordinating Committee. Its
 
membership would include representatives of the State Department, USAID, OPIC,
 
Ex-Im Bank, the Commerce Department, the Treasury Department and other
 
interested agencies relevant to this task. 
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The objectives of the African Regional Coordinating Committee would be to
 

design and implement a regional strategy that would: (1) promote US global
 

competitiveness, (2) encourage host country policies and practices conducive
 
to economic productivity, (3) strengthen indigenous entrepreneurs, (4) assist
 
the US business community, and (5) increase the efficiency and effectiveness
 

of US government agencies involved in the promotion of commercial activities.
 

An organizational plan should be developed for a rational division of labor
 
among these institutions, with a view toward eliminating the bottlenecks,
 
duplication, confusion and interagency rivalry that currently exists and
 
toward promoting specific programs to meet the five overall committee
 
objectives.
 

Each of these objectives or issue-areas is treated at length in a separate
 

chapter of this report. Chapter I, the Introduction, discusses the private
 
sector initiative in the context of wider issues, including North-South
 
relations, the role of multinational corporations in Lhe Third World and the
 
general international economic and political climate. The utility of previous
 
studies is also evaluated and historical investment trends are analyzed.
 

Chapter II discusses the US position In Africa with regard to European and 

Japanese competitors. Historical, cultural and economic factors combine to 

constrain Americans from competing in Africa, a continent which most Americans
 
assume is a natural economic frontier of Europe. France presents the toughest
 
competition for the United States and is therefore examined in detail.
 

France views international trade and investment as vital to its national
 

interest. Simply put, the French prefer to subsidize exports and investments
 
to generate business and cre:ate employment, rather than subsidize welfare. An 
aggressive mercantile outlook is buttressed by a high priority placed on
 

Africa as a region of opportunity. Through a well established network of
 

political, economic and institutional links, the French have carved a position
 

of economic and political influence in Africa unmatched by any other outside
 

power. The French import 20 percent of their oil and the bulk of its
 

strategic minerals from Africa. French oil companies earn one-third of their
 

annual turnover from African operatiois. Africa is France's principal market
 
for manufactured goods and agricultural products, and approximately 350,000
 

French citizens reside in Africa at a relatively high standard of living.
 
However, in oil, banking and construc:ion, US firms are beginning to present a
 

formidable hallenge, particularly in the franc zone, once thought to be an
 

exclusive preserve of the French. Wizh more confidence, knowledge and support
 

from Washington, the US commercial presence in Africa could well increase.
 

Chapter III focuses on decision making elites and host country policies and
 

practices. There is a widespread belief in the American business community
 
that Africa is the most difficult environment in the world in which to do
 

business. The most frequently cited reason for this conclusion was not
 
related to market forces or ideology, but to the complexity, unpredictability
 

and volatility of host country policies. Although there are great variations
 
from country to country, in geiieral African elites are ambivalent about
 
private sector activities. They frequently state that they want more foreign
 
private investment and more indigenouS entrepreneurs, but at the same time,
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they castigate the role of foreign capital, criticize the acquisitive nature
 
of local entrepreneurs, and promulgate laws which restrict both.
 

In addition to these conflicting attitudes, both local and foreign businessmen
 
and women work in economies in which the role of the state is substantial.
 
Whether market-oriented or socialist, African governments feel that the state
 
has a necessary and legitimate role to play in asserting economic
 
independence. The main measure of ho'w actiN, or competent the state is in
 
pursuing this objective, however, is not ideology. Some socialist states
 
offer relatively favorable business environments while market-oriented
 
countries, intentionally or not, may create significant obstacles.
 

In recent years, more and more states in Africa have been calling for closer 
economic links with the West and more indigenous private sector activities. 
Unfortunately, African elites tend to be unaware of what is required, beyond a 
statement of intent, to attract foreign private investment or stimulate their 
local entrepreneurial sectors. Excessive, unpredictable or incompetent 
bureaucratic management is perhaps the single most inhibiting factor to 
commercial operations, creating a maze2 of difficulties at nearly all stages of 
operation. Indeed, as a rule, bureaucratic behavior appears to affect 
investor confidence more than official policy (which often is unclear, 
inconsistent or negotiable), ideology (which is often not translated into 
policy) or the political situation (which the private sector is learning to 
deal with). In this regard, Kenya and Zimbabwe are contrasted as two 
countries in which the international community tends to have a view of the 
investment climate that differs markedly from that of local business
 
representatives.
 

The indigenous entrepreneurial sector is examined in Chapter IV. This is one
 
area of the AfriLan economic environment about which very little is known.
 
Indeed, few observers appreciate just how underdeveloped the entrepreneurial
 
sector is. Zimbabwe, for example, with the second most developed economy in
 
the continent, is a country whose productive capacity is 70 percent
 
foreign-owned, with virtually no participation in modern industry by African
 
entrepreneurs. In countries in which indigenous entrepreneurs have emerged,
 
they constitute a small minority of the population and contribute little to
 
their gross domestic product.
 

The validity of common assumptions about the indigenous entrepreneurial sector
 
is also questioned. These include the notions that African governments
 
consistently prefer to encourage indigenous entrepreneurship over foreign
 
investment, that entrepreneurs will naturally flourish once government
 
restrictions are removed, that a lack of capital or credit is a fundamental
 
constraint on entrepreneurial development, and that indigenous entrepreneurs
 
will invariably benefit from a dimunition in the role of foreign commerical
 
interests. The question of measuring the success of programs designed to
 
increase entrepreneurial talent is also addressed. Success cannot be
 
determined simply by the number of projects started over a fixed period of 
time. Rather, the true measures of endeavors of this type are to be found in
 
longer term developments, such as the evolution of an economic environment 
conducive to local enterprise, tK* development of a genuine entrepreneurial 
class, and a shift in public attitudes from viewing African entrepreneurs as 
exploiters to regarding them as partners in development. 
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Chapter V examines corporate characteristics of American firms that affect
 

their performance in the African marketplace. A lack of colonial history and
 

the geographical distance from Africa account, to a large extent, for the
 

initial lack of interest by many potential investors. In addition, like most
 

Americans, the business community receives incomplete or inaccurate
 

information. For the average investor, Africa is viewed indiscriminately as a
 

region of small, poor, debt-ridden countries, with few significant markets and
 

seemingly insurmountable political and economic problems. Many US
 

corporations also have inadequate procedures for risk evaluation, relying on
 

reports in the mass media, personal contacts, or professional advice from
 

experts with a poor knowledge base.
 

The goals, resources and operational practices of US corporations also differ
 

greatly from those of their major competitors. The European and Japanese, for
 

example, actively seek new markets, recognizing their different requirements.
 

their existing
Americans tend trl see The Third World as an extension of 


domestic market. US corporations must strike out on their own whJle foreign
 

competitors are supported by a range of government programs. US firms prefer
 

majority equity ownership, are often uncomfortable with joint ventures, and
 

sometimes find it difficult to adapt to the imperatives of indigenization.
 

Corporate decision making tends to be more highly centralized in American
 

firms, with the chief executive officer of a branch operation not ranking high
 

on the global corporate power structure. US corporations measure their
 

progress and design their corporate strategies over a shorter time frame,
 

a high
evaluating productivity through quarterly budget reviews, encouraging 


turnover of tneir personnel, and seeking quick repatriation of profits. When
 

disputes arise, US corporations lean toward litigation rather than
 

negotiation. American labor practices seem more harsh and their benefit
 

programs less generous than those offered by Europeans. Finally, US
 

in which
corporations are inclined toward conservative investment policies 


risks have to be fully guaranteed. In short, US corporations do not approach
 

pride
Africa with the kind of entrepreneurial spirit for which they otherwise 


themselves.
 

The corporate strategy recommended by experienced practitioners is one of
 
"nichemanshJp," a strategy which identifies a particular situation or activity
 

especially suited to a firm's ability or character. Examples of American
 

business successes and failures in Africa are provided in three case studies:
 

in the Sudan, H.J. Heinz Company in Zimbabwe, and
Arkel International, Inc. 


the Afra Sugar Corporation, a hypothetical company in the imaginary state or
 

Afra.
 

Chapter VI examines the role of the US government in promoting private sector
 

While the US government has repeatedly articulated its official
activities. 


position, the public response has been skeptical. Resistance is evident from
 

the host countries, the American business community, Congress, and some of the
 

relevant agencies involved in the exercise. In a selected review of key
 

agencies, some of these problems are examined. Leadership by the State
 

Department is called for through a sharply focused regional strategy that will
 

translate policy into effective actions.
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Chapter VII summarizes the major conclusions and recommendations of this
 
analysis. It emphasizes the need for a coordinated effort through an
 
interagency African Regional Coordinating Committee. A number of specific

proposals are presented as 
potential steps to take in formulating and
 
implementing this new economic agenda.
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OBSTACLES TO PRIVATE SECTOR ACTIVITIES IN AFRICA
 

I. INTRODUCTION 

A. Purpose and Background
 

In March, 1982, the State Department and the United States Agency for
 
International Development (USAID) contracted with the Battelle Memorial
 
Institute to 
conduct a study of the obstacles to private sector activities in
 
Africa. 
This report contains the major findings of that study. It analyzes
 
the factors which have inhibited US investment and indigenous private sector
 
development, and recommends general guidelines and practical steps which the
 
US government might take 
to lend support, provide incentives, and remove
 
impediments 
to private sector activities throughout Sub-Sahara Africa.
 
Although selected countries (Ivory Coast, Zimbabwe, Kenya and the Sudan) 
have
 
been examined in detail during the 
ten-month period of research, the study is
 
mainly issue-oriented, concentrating on those factors which 
are applicable to
 
private sector activities in Sub-Sahara Africa generally. Five main issues
 
are examined: (1) global competition, (2) decision making elites and host
 
country policies and practices, (3) the indigenous entrepreneurial sector, (4)

iJS investor policies and practices, and (5) the role and policy tools of the
 
US government.
 

The study was conducted at a time kThen 
a number of broader policy questions

and economic trends concerning US economic relations with less developed

countries (LDCs) were at 
issue. First, there is the burning question of the
 
world recession and its Impact on the LDCs and 
overseas investment. Declining

productivity, unemployment high interest 
rates and trade disputes among the
 
OECD countries have had a devastating impact on the economies of the
 
developing nations, depressing commodity prices, increasing the levels of
 
debt, and reducing the amount of financial resources available for investment
 
and development.
 

Not surprisingly, overall investment trends in the United States also have
 
been changing as a result of the recession. In 1981, US investment abroad
 
rose only 5.5 percent, "the weakest performance since World War II. "I
'
 

Reduced corporate liquidity constrained U, business, which lacked the
 
incentives and the 
resources to make major new investments abroad. In light

of prevailing high interest rates, US firms with capital were 
often attracted
 
more to domestic opportunities than to foreign operations.
 

Second, the slow pace of development in all but a dozen or so countries in the
 
Third World has depressed investment prospects, especially in Africa.
 
Traditionally, foreign private 
investment and commercial loans from the West
 
have been limited to a select few, with approximately 70 percent of the
 
capital being concentrated in ten countries in Latin America and Asia. 2 
 The
 
demand for African commodities has plummeted, with prices for coffee, cocoa,
 
copper and cobalt greatly depressed, a condition that is expected to continue
 
for at least as long as the worldwide recession lasts. 
 According to the World
 
Bank, the 34 oil-importing nations of Sub-Sahara Africa can probably expect
 
their per capita GDP t.)be negative for this decade, after declining from an
 
average of 3.7 percent 
per year in the 196Qs and 1.7 percent per year in the
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1970s. 
 Rapidly growing populations, reduced agricultural productivity,

mounting foreign debt 
(which, in Africa, has Increased nearly seven-fold in

the last ten years), and a scarcity of foreign exchange prevent African
 
countries from Importing necessary industrial raw materials, capital equipment

and spare parts. Balance of payment difficulties are forcing major

development projects to be suspended and stiff import controls 
to be

Implemented, creating additional contraints to private sector expansion. 

Third, the US, some major European donors and the primary international 
development agencies have shifted 
the emphasis in their development

philosophies from "basic 
human needs," which focuses 
on service-oriented
 
projects, to 
a "private sector approach," which stresses productivity.

"Africa Is shaping up 
to be a major battleground as 'supply-siders' in the US

and International agencies press LDC governments to accept free-market
 
remedies for 
 their economic ills, commented Business International." 3 The
International Monetary Fund (IF) is expanding Its lending facilities in
Africa, but attaching strict conditionality to them; 
 the World Bank Is trying 
to restructure development priorities along the lines of the 
"Berg Report"
(Accelerated Development 
in Sub-Saharan Africa: 
 An Agenda for Action); and

the international Finance Corporation (IFC), a World Bank affiliate, has
declared Its Intention to step up its programs to assist the private sector inAfrica. Many African countries have responded to the pressure by citing their 
dependency on factors beyond their control, such as high energy costs,
Imported lnflat ion from the West, and declining export revenues from commodity 
price fluctuations. Donors have stood firm, how.ever, Lying theirdisbursmonts to strict policy reforms, including higher interest rates, price
Incre.a es on basic foodstuffs, the ending of subsidies, currency devaluation,

and red ed government expendittres. Whatever the long-term 
 benefits of these 
measures, the Immediate Impact of the austerity programs will be to tighten,

rather than expand, opportunities 
 for both the foreign private sector and for

Incal Industry. Import restrictions, 
 reduced public sector Investment,
aborted development projects, decaying or undeveloped infrastructure, and
delayed growth will herald a period of belt--tightening and slowed economic
 
activity for all concerned.
 

A final question against which this study is cast concerns the role of
multinational corporations (MNCs) In the developing world. The image of the

MNCs in the Third Wor t
 d has been shaped by two primary attitudes, one
emanating from the US and the other from the LDCs. First, in the US, foreign

private investment historically has been regarded as inimical to the
well-being of the American economy, principally because it is viewed as 
exporting jobs. However, with the recession at home, and with increased
commercial and trade competition with our allies, there are indications that

this attitude is changing. For example, Business International (BI) has
sponsored studies which have shown that, contrary to conventional wisdom, the 
effects of corporate investment abroad are beneficial to the American 
economy. "When compared with their more domestically oriented 
brethren,...those firms with the greatest propensity for overseas 
investment...have produced more US jobs and generated more US export growth,
In addition to bringing substantial earaings back homc." 4 Nevertheless, BI 
reports, exponents of the job export theory remain numerous and 
Inf luent ial.." 
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The second source of negativism toward MNCs emanates 
from the LDCs. It stems 
from recent historical experience and, in some Instances, Ideological 
perspec ives. Due to the association of capi talism with colonialism and
racism, there Is widespread distrust of multinational corporations among many
A ri can eliLes, a feeling that has been somewhat relnr uorced with the emphasis 
on private sector activities by thre Reagan administration. in some circles,
this policy emphasis is seen not only as a revival of "neo-colonlalism," but 
as an attempt to force supply-side Reaganomics down the throats of the poorer
countries or to rationalize declining foreign aid levels. 6 In addition, an
 
extensive academic literature concerned with dependency theory views the
 
multinationals as exploiters of the poor. Foreign 
 investment, according to

thLis school of thought, does not promote real development but increases the
 
dependency of developing countries on the Industrial 7
West. 

These traditional attitudes have left their mark on both tie corporate
executive, who is reluctant to accept a hi glh risk investment in a hostile
 
environment, and on the African governenL official 
who Is reluctant to Invlte 
him In without close control and supervision. While many of these views are
 
currently being challenged, fundamenLaLly, thie American Investor must still
 
overcome 
 his suspicion tlihat Africa wi Ll be Inhospitable, and the African cvi L 
servant or politician nst suppress his belief that: foreign private enterprise 
necessarily will be exploltatLive. 

These wider issues set the framework for the current study. They represent

basic obstacles to private sector activities for which there are no quick or
 
easy r,,medJes. They are also questions 
wich relate to North-South Issues as
 
a whole, and therefore go beyond the scope of this analysis. However, they

provide thLe context 
wiLM which more regionally-specific issues are examined

and the ir impact on the development of the private sector in Africa should not
 
he underestimated. 

B. Approaches to the Study of Private Sector Activities 

Previous studies which relate to private sector activi r ,s in Africa may be
 
divided into five basic categories. Siummarized briefly, they Include, first,

the voluminous academic literature 
 that has concentraLed on four types of 
analysis: (1) the debate on dependency theory (Biersteker: 1978), (2)
quantitative analyses (Kbrln: 1976), (3) critiques of development policies
(.' . Bduv r: 1)81.), and (4) in-depth country studies (Sklar: 1975). Arising 
out of tie Laitin .AmerJcan experience and extended to Africa by scholars who 
are concerned with postcolonial center-periphery concepts, the dependency
debate focuses around the issue of the normative socio-economic role of 
multLnational corporations. Quanti tative studies emphasize empirical data, 
political risk methodologies, and the testing of hypotheses. Critiques ofdevelopment policy concentrate on contrasting models of economic growth and 
their effect on productivity and equity. in-depth country analyses stress 
detailed field research in countries with a large multinational presence, an 
incipi ent entrepreneurial class, or aggressive indigenization polcies. 

A second category of analysis brings academic expertise to specific investment 
Jisues and Is based largely on survey data obtained from executives of 
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multinational corporations and host 
country elites (La Palombara and Blank:

1977). 
 A third category focuses on typologies and case studies, comparing
various 
policy approaches toward investment (Robinson: 
 1980) or targeting

particular sectors or industries (Kilby: 1965). A fourth type of
Issue-orlented or policy-related work Is that produced by government and
International agencies, such as the Congressional Reseijreh Service, the
General Accounting Office, the World 
 Bank, the International Monetary Fund,
etc. Finally, there are 
numerous commentaries, newspaper articles,
unpublishI4. papers, and various other materials scattered in the professional
and popular literature. Indeed, in the mass media, much greater attention isbeing focused on the private sector, as evidenced by the emergence of suchpublications as African Business, Africus and African Business and EconomicReview as well as more concentration on Africa by such standbys as Business
America, Business Week, Fortune, Forbes, the Econonist, arid Dun's Review. 

Whilhe this literature offers Valuable data, analysis, and comment, much of Itis fragmentary, incomplete or uneven in quality. Moreover, the literature
does not easily Iend itself to the range of issues and problems confronting
the US policvmnaker, the, foreign investor, the African decision maker or tileIndI genous entreprneUr seeking ai understand-ing of fundament-al problems aridpract ical solut ions. This report attempts to fill that gap with respect to
Africa, by bui lding upon previous works through analysis 
 of new data collected 
tn Intervi ewo withi knowl(,d-eible and experienced respondents. 

C. The, rIva te Sect or i i Africa Air Over vi-e 

In several pol icy statuterrrLs issued by the Reagan adirinistration, the private
sector h.as featured promi ne1t I,. As articulated by A3sistant Secretary ofState for African Affairs, Chestur A. Crocker, in a presentation to the
Counci I on Foreign Relhatiois 
 oin November 19, 1981, the government view of thepriv,,te sector inhcludes both the highly capitalized, multinational sectorthe inor,, widespread pieno rneion 

and 
of sinal I producers, encompassing "tile artisan,

tho businessman, tire trader, the road builder, the f isherman, the cooperative,and above all tihe fLirrmer, whether he is producing food or export crops.''8
The f undirnt a I prenise I th admin n istration's policy Is that "it is only
through tihe private sector, whetlher large or small , Indigenous or foreign,

that signift [cant growth will occur.
 ' " 

But whit doe,s the private s.-Lor in Africa actually look like? Looking firstat the indi .cnous sector, the answer to this question depends upon how broad adefinition on, employs. If ie miieans to include everything that Is notgoveriirrreTrt-oWie d, Is Crocker did, tLhei there is an extensive private sector,
consist irig 'hief ly tof sml I-holder agricultural nits. Agricultural

development clearly should 
 he tire chief economic priori ty of the continentwhiethr- the iitiatlive is private or public-sector generated. But the
eniconrdijiement of free enterpriso in agriculLure does riot necessarily relate to
privite sector activities elsewhere, 
 nor is it pa',-rt ,uoirlv helpful to lumpall the categories together, ftom sub.1 istel:re former t.o large-scale
bins i Iessr I . Inid d , wh(nl [In ,ill' at private sectoc deve lop:rent in
non-,gric ltutrail sect-ors, thur-e is even less knrowldi,,' ,understand ing aridexperhrirnce to tall back ij)rn. 'Titre are Tn r, liable statistics oil African
entrepreneurs, otirer than a handful of stukidles on small-scale business 
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ventures in 
two or 
three countries. 
What is known is that
entrepreneurial development African
 
is somewhat


concentrated more advanced In Anglophone countries,in trade and commerce (or real estate), and thatIndependent Africans the number ofwho own or operate their own commericalmanufacturing ventures In thesector are a very small fraction of 
It 

the total populationtheir countries. ofis this emerging group to which the Indigenous privatesector refers in 
this study.
 

Specifically, the 
term entrepreneur is definedoperates, and as a person who organizes,assumes 
the primary risk for a business venture, a manager or
producer. This definition excludes directors of foreign firms, salaried
employees of large MNCs, civil servints running state-owned
enterprises, or foreign-ownedand real estate speculators who acquire property andwealth essentially accumulateas a rentier class. Although these actors may playsignificant economic roles, they are not entrepreneurs as such.
 
This distinction 
between an entrepreneur and other membersemerging in Africa of a monied classis an important one. For example, observers often confuse
an entrepreneur" with a "capitalist". Although they may bethey need one and the same,not be. A capitalist is an Investor of capital In aperson who acquires business or awealth through collecting dividendsprivate enterprise, lh, or profits fromdoes not normalily assume theventure, manage risk for a businessan operation, or produce a servi(.e or produc.10probably far There aremore capitalists In Africa than there are entrepreneurs,them in the professions many ofor In government
contrast, service. An entrepreneur,must bydevote his principle time and efforts to managing his operation. 
In sum, then, this study will not treat agriculture,
development economists, a subject best suited toalthough a revived agriculturalhive a buoyant sector will obviouslyeffect on private sector development generally. Noranalysis focus will thison other private sector players who do not assume themanagement responsibility risk 

primaryor financial
Rather, for commercial undertakings.the principal concern of this study in examining the indigenous sectorIs to identify the constraints to the development of independententrepreneurs, Africanwheth~er they be small independent businessmen and women orheads of relatively thelarge locally-owned firms.
 

Turning to 
 the foreign private sector, information relating to Africadeeply flawed. For is alsoexample, one might
operating In 

consult a directory of US firmsAfrica and conclude from a list of over 2,000 names thata lare American business presence there.11 
there is 

That list would concealfact that the American presence thefrequently consists of simply one personoffice operating oras a manufacturer's representative
cases, the local or sales agent. In someorganization is a franchise with no directall. Official government US presence atfigures can also be misleading. Department ofCommerce data on US direct investment abroad, disaggreatedcountry, by recipientputs US investment in Nigeria in 1980 atto 205 million in 

only 127 million as comparedthe Cameroon. In fact, the Department ofthat there Is more Commerce showsUS investment in Niger (142 million) andmillion) than Namibia ($32In Nigeria, despite the well-known U$ oil interestsAfrica. These in Westdiscrepancies are due toand statistical the Commerce Department's definitionsprocedures. A "direct investment position abroad" is defined 
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by Commerce as the net book value of US investors' equity in, and outstanding
 
loans to, their foreign affilJates, where there is at least ten 
percent
ownership of the voting securities or the equivalent. 1 2 This definition
does not include a US 
firm's assets abroad. Moreover, if a firm's local
affiliate borrows heavily in 
the Eurodollar market, 
then this is shown as a
European holding. Thus, the distinction between assets and equity, and the
transfer of Euroloans 
to other books, provide an Inaccurate investment profile
in any particular country. 
 Nor do the Commerce Department's data make a
distinction between tax havens, where paper companies can be set 
up, and
actual investments. According to 
official data, for example, there is
approximately 50 percent 
more American investment in the Bahamas alone 
than in
 
all of Sub-Sahara Africa, excluding South Africa.
 

An overall picture of US investment in Africa can 
nevertheless be obtained,
albeit with less precision than desired. 
 Based on US government, UN, and
World 
Bank studies, the available data confirm that US trade and direct
investment in Africa is 
an exceedingly small proportion of 
overseas commercial
activities as a whole. In 1982, of 
the t214 billion of US investment in all
countries abroad, 
73 percent was concentrated in 
the developed countries, and
24 percent in the developing countries, principally in Latin America. In
fact, Latin America has attracted 72 percent 
 of all US investment in the
developing countries. Africa, by contrast, has attracted less than 16
billion, roughly three percent of US overseas investment worldwide. (Moredetails on foreign investment trends are contained in Chapter II.) 

The statistics on trade provide roughly samethe story. US exports toSub-Sahara Africa accounted for less than three percent of total US exports
although the pattern is changing slowly. 

in1981, 

US exports to Africa aregrowing while Imports are declining, mainly of Nigerian oil. Our trade


deficit with Africa narrowed in 1981 by 18 percent, to $10.2 
billion. At the
same time, US sales to Africa increased 30 pe'cent 
in 1981, to a value of 6.4billion. Two-thirds of these exports 
are accounted for, however, by exports
to Nigeria and South Africa alcne. allWhat these figures tell us, commented one government official, is how many markets the US is ignoring, how muchuntapped potential Is available, and how far the US has yet to go in taking

advantage of emerging opportunities.
 



II. GLOBAL COMPETITION 

A. The United States, Europe and Japan 

One of the principal questions facing American business representatives who 
look at emerging opporcunities In the African market is: how do we compete?
 
Traditionally, US firms willing to push into this new frontier have had to "go 
it alone," with little encouragement or assistance from their government.
 
This is a peculiarly American characteristic in world commerce. Competitors
 
In Europe and Japan have had a distinct advantage--a broad national consensus 
at home in favor of international competitiveness, manifested through a range 
of government incentives, protections and subsidies. In the United States,
 
sucn policy tools are only beginning to be discussed as possible aids to
 
international couwmercc anm investment and they have stirred considerable 
controversy. 

While the debate over policy tools continues, American perceptions are 
beginning to change regarding the economic importance of the Third World, not 
only with respect to how it can help the recovery of our own economy but also 
how vital it is for worldwide financial stability. The: recession Is forcing 
the private sector and government agencies to explore new strategies for 
expansion beyond our domestic market and for sharper competition globally. 
The ahility of US firms to function in Third World areas, It is realized, can 
have a direct impact on American balance of payments, the employment 
situation, and industrial ou:put. It can likewise influence attitudes toward
 
the free enterprise system; LDCs are becoming more and more aware of the
 
Importance of developing a local enterprise base, attracting capital and 
technology, and improving management techniques.
 

Nevertheless, although E'uropeans do not feel constrained to operate throughout 
the Third World, most American businessmen are still hesitant to become 
involved in Africa, in no small part because of the perception that Africa is 
a natural economic frontier for Europe. History and distance predispose 
Americans - especially those in the business community - to feel less 
comfortable in Africa than their European counterparts. They are disinclined 
to evaluate the opportunities in the region in recognition that Europeans have 
an edge Americans find difficult to match. Europe has had five centuries of 
contact with Africa, having bequeathed their languages, educational systems, 

political institutions, religion, and economic links as part of their colonial 
legacy. African leaders once sat in Europe's parliaments, attended Europe's 
schools, and were trained in Europe's military acodemies. Communications are 
better, more frequent, and closer in nearly every respect 

However, though of vital importance, these ties are not the only factors
 
explaining relative competitive abilities. Such advantages have not precluded
 
the Japanese from launching successful miarketing strategies in the Third
 
World, including Africa. Japan's culture, language, geographical remoteness, 
and lack of historical associat A with Africa should put Tokyo at an even 
greater disadvantage than the United States, but that has not happened. 
Aiming for long-term market penetration rather than short term profits, Japan 
nas devulopeu a suphlisticdted appruach, buttressed by exchange control 
mechanisms, ,monetary and fiscal policies, and private investment insurapce. 
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As a measure of their success, one can cite Japanese automobile sales in the
 
Ivory Coast. In 1970, Japanese cars claimed only 2.4 percent of the Ivorian
 
automobile market; by 1980, they had captured 60 percent of the market, most
 
of the inroads having been made in the space of three years. "Their strategy
 
was to accept lower prices in the beginning and swallow the losses to
 
establish themselves. Then, after Datsun and Toyoto became known and liked,
 
prices were allowed to rise to better reflect costs. US auto companies are
 
not really interested in the market of only 200,000 cars. They could target 
one or two states at home and have the same business volume, "1 observed all
 
agent of a competitive American manufacturer.
 

Beyond identifying sharp market shifts, it is difficult to assess precisely
 
how the United States stands in respect to Europe and Japan on the question of 
investment. Comparative private investment statistics are incomplete and are 
based on differing concepts of equity interest which cannot always be
 
uniformly translated into comparable figures. Private direct foreign 
investment roten occurs as an internal transaction among subsidiaries of a 
large multina tional corporation, or as reinvested profit, transactions which 
some countries (France and Germany) do riot record as investments. Other 
investment statistics take into account a range of private sector activities 
by foreign corporations, what is commonly referred to as "nonequity
 
Investments, such as management contracts, commercial loans, suppliers' 
credits, and coprnduction agreements. There is no single quantitative
 
criterion for foreign ownership accepted internationally. Even when assessing
 
direct equity, ownership statistics vary from five percent to 50 percent 
participation. -4 

In light of these circumstances, only broad patterns can be discussed with any 
degree of reliability. Utilizing World Bank figures, which are based on OECD 
data and national sources, and keeping in mind the differences in the various 
sets of data, a limited number of conclusions can be made.
 

First, the US has been the dominant source of private investment in developing 
countries is a whole, accounting for just over 50 percent of total flows from 
1960 to 1976 (see Table 1). The UK and France, both with a history of 
overseas investment activities, accounted for ten percent and eight percent, 
respectively, of total flows during those years. Germany and Japan, both 
relatively late arri,,als on the scene, have accelerated their overseas 
investment activities significantly since the beginning of the 19 7 0s, 
accounting for nine percent and eight percent of total flows, respectively. 

Only a ";mall percenta ,e of these investment flows to developing countries ever 
reaches Africa. As shown in Table 2, the bulk of the capital goes to Latin 
America and Asia, with Brazil, Mexico, Korea, Taiwan, Singapore and Hong Kong 
consuming the largest portions. Southeast and East Asia are next in 
importance (although the regional figures are distorted by the large share 
taken by Indonesia), followed by Africa and the Middle East. Focusing on
 
Africa, Tale 3 shows the US, Japan and the three major European powers 
comparative investment presence in the continent. As a percentage of the 
total flow of foreign private investment to developing countries, Africa 
claims the smallest proportion (6.3 percent) of resources, but France (45.9 
percent) and the UK (33.9 percent) channel the bulk of their private 
investment c;apita that goes to the developing countries to Africa. 
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TABLE 1
 

SHARE OF PRIVATE INVESTMENT FLOWS TO DEVELOPING
 
COUNTRIES BY COUNTRY OF ORIGIN, 1960-76
 

US 	$ billion Percent of Total
 
1960-76 1960-76 1976
 

France 	 4.9 7.7 3.2
 
Germany 
 5.7 8.8 10.1
 
Japan 4.8 7.5 
 14.3
 
United Kingdom 6.1 9.5 9.5
 
United States 	 32.7 50.7 40.1
 

Source: 	 Private Direct Foreign Investment in Developing Countries, The
 
World Bank, Staff Working Paper, No. 348, July 1979, p. 5.
 

French investment in Africa is concentrated in what is known as the franc
 
zone, a group of six French-speaking countries which are members of the Union
 
Mon6taire Ouest-Afrlcaine (UMOA) or the West African Monetary Union. The
 
members of the Union include Benin, Ivory Coast, Niger, Senegal, Togo and
 
Upper Volta; Mali declined to join the UMOA and Mauritania withdrew in 1972.
 

Each of the major competitors of the US in Africa have their own set of
 
specialized policy tools. One of the most unique is the foreign currency loan
 
system, established by Japan in 1972. Under this system, the government of
 
Japan provides funds for private investment to Japanese investors in foreign
 
currencies, including US dollars, through authorized foreign exchange banks
 
and four 	public corporations: the Export-Import Bank of Japan, the Overseas
 
Economic Cooperation Fund, the Japan Petroleum Development Corporation and tile
 
Metal Mining Agency of Japan. These institutions can lend individually or in
 
cooperation with other authorized institutions, in yen or other foreign
 
currencies, using funds obt ined by selling yen on the Tokyo foreign exchange
 
market. Thus, foreign exchange risks are shifted from investors to government
 
Institrt ions.
 

Of 	all the major Western industrial powers, however, France presents the
 
biggest competition by far to US investors. This study focuses on the French
 
role In Africa, as an example of the kind of obstacles the American business
 
community encounters.
 

History, 	language and culture obviously give the French an enormous
 
advantage. However, a large measure of French commercial success in Africa
 
may also be attributed to the official attitude toward international
 
commercial activities generally. Overseas trade and investment are considered
 
to 
be of direct national Interest to France. As a Commerce Department
 
official put it, "tile French do a cost/benefit analysis on every single
 
project. They balance it against unemployment. France sees'a Third World
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TABLE 2
 

PRIVATE INVESTMENT FLOWS TO DEVELOPING COUNTRIES 
BY COUNTRY OF DESTINATION: 1969-1976 

US $ billion/a Percent of Total 

Europe 
 3.8 
 8.8

Africa 
 5.0 
 11.5

Latin America & Caribbean 16.0 
 36.7


(Mexico) 
 (1.6) 
 (3.6)
(Brazil) 
 (6.9) 
 (15.8)
Middle East 
 3.9 
 8.9
Asia & Oceania 11.8 
 26.9

(Indonesia) 
 (2.9) (6.6)
Other 
 3.1 
 7.2
 

TOTAL 43.6 100.0 

a/ExcludJng tax havens.
 
Source: 
 Private Direct Foreign Investment in Developing Countries, The
 

World Bank, Staff W:kJng Paper, No. 348, July 1979, p. 6.
 

TABLE 3 

US, EUROPEAN AND JAPANESE DIRECT PRIVATE INVESTMENT 
FLOWS TO AFRICA, 1970-76* 

% of Total Flows
$ million to Developing Countries 

Japan 
 658 (1972-76) 
 6.9

Germany 
 441 (1971-76) 
 15.5
U.K. 
 1,001 (1970-75) 
 33.9
 
France 
 774 (1970-76) 
 45.9


.US 
 375 (1971-76) 
 6.3
 

*Reinvested earnings 
are not included in 
the German figures. Japanese

figures are based on 
approvals which do not necessarily conform to disburse
ments.
 

Source: 
 From PrJvate Direct Foreign Investment in DevelQpJng Countries,
The World Bank, Staff Working Paper No. 348, July 1979, Tables SI
 
11, SI 17, SI 22, SI 25 and SI 28.
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commercial presence beingas in its own domestic Interest. It helps out their

export-deperdent industries. 
 It creates jobs. Without Third World markets,they would have to pay more unemployment insurance. The) would rather
subsidize industry than subsidize welfare."15 This frame of mind contrasts

sharply with the job export theory widely held in the United States. Here,

opponents of overseas Investment argue in favor of exports against
but 
Investment, in the belief that 
it will result in the transfer of productive

capacity from the 
US to countries with low labor costs, and that this, in
 
turn, will mean fewer American jobs and more foreign imports. 
 Hence, labor
unions, government officials, and members of Congress have opposed measures 
to 
encourage overseas investment, in spite of authoritative studies by Business
International (B), cited earlier, which have concluded, 
to the contrary,

"that most, if not all, of the claims associated with the job export-theory
 
lack substance. '1 6
 

In addition to a fundamentally different attitude toward International
 
commercial activities generally, France also holds 
a vastly different view of

the Importance of Africa as 
a region. "What has distinguished French policy

over the past 20 years is its rejection of the supposed unimportance of
Africa," commented the Sunday Times. 17 The Franceimportance attaches to

the continent Is reflected 
 in its aid policies, which are invariably used to
promote commercial interests. Indeed, 
 as Africa Confidential commented: 

... a recent report prepared for the [FrenchJ Ministry [of
Cooperation and Development]...shows that aid generates
excellent business opportunities for the hard-pressed French 
economy....as much as two-thirds of arepublic aid and grants
used to purchase goods or services "made in France." Africa is 
one of the few regions in the world with whom (sic) Paris can
 
boast a positive trade balance, and much it is financedof by
the rue Monsieur [the aid Ministry]. In many ways, therefore,
France's "progressive" approach to North-South relations, ana 
especially its African relations, is a form of disguised
mercantilism. The comparative backwardness of French industrial
infrastructure means over athat quarter of its manufactured 
goods are exported to the underdeveloped world, a higher 
percentage than other industrialany major nation.1 8 

The French colonial policy of Direct Rule planted the seeds of Franco-African 
cooperation which thrives today. Whatever disagre'emehts exist between Parisand its former colonies are treated as family disputes, absent of the
bitterness that sometimes characterize African relationships with otherEuropean countries and the United States. Only the French, for example, still 
maintain military bases in Africa. No other former colonial ruler or major 
power today is permitted such access across the continent or is allowed tointervene in political economiclocal and affairs with impunity. Indeed, for 
some African countries, French Influence seen a guaranteeis as of stability
and economic growth and is actively encouraged.
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B. French Policy Tools
 

Any discussion of policy tools used by France 
to promote its commercial

interests In Africa must 
begin with the political hierarchy in Paris itself.

French presidents from General Charles de Gaulle onward have had close
personal ties with Africa and the French-speaking African elites. President
Franqols Mitterrand is no exception to this pattern; he has been associated
with African issues for three decades, France's Africa policy is made by the
President, the foreign minister, the presidential African affairs specialist,
(currently Guy Penne), and the Ministry of Cooperation and Development. Penne 
reports directly to the President and, consistent with tradition, is assisted
by a member of the president's family, at the present time, Mitterrand's son,
Jean-Christophe. A former Agence France Presse correspondent in Africa,
Jean-Chrtstophe Litterand uses his family ties to exercise influence with
African leaders who are accorded ac(ess to the top levels of government in theElys6e Palace. This privilege is extended almost exclusively to Francophone
countries. Indeed, the distinction made by Paris between Francophone
countries and other states in the continent was vividly illustrated during a
conversation with a French official in Paris who described, not entirely

tongue In cheek, Francophone 
 state's as "good African countr!2s" as opposed to"all the others." 

Th comi ng to power of a socialist governmen t has enhanmced France's: image in

Alrca, although there was some consternation in the early days 
 of the new 
governmen t among some African leaders that their favored positions would
erode. Initially, the Parti Social iste espoused idealistic policies and

radica l rhotoric In regard to Africa, 
 leading many to conclude that tihe ground
rules of Franco-Afrlcan relations were about to change. However, itterand's
 
982 summit meting in Kinshasha, the reorganization of the Ministry of


Coope.ration and lDevIo)lpmetOL, and continuing military 
and commercial policies
have domonstrated that such expectations were mistaken. Rather than "attempt
to declonizc France's cooperation effort," as former Cooperation Minister
 
Juan-Pierre Cot had stated, France seems 
 to have come to the conclusion thatit is preferable to carry on as before, even with questionable leaders, rather
than open up opportunities for others to make inroads into Paris' special 
sphere of influence. 

Underlining the Frernch attitu de toward Africa is a hardheaded concern for the 
pursuit of mercantile goals and the maintenance of France's political goalsthe Third World. In this respect, even with a socialist government, French 

In 

policy has remained largely unchanged, except for new initiatives in
Anglophone countries. In Zimbabwe, for example, government leaders have highexp,'ctations of dealing with socialist France, despite its continuing trade
with South Africa; Harare officials and private sector spokesmen expect Paris
will he more sympathetic with planned soc i l goals than Britain or the US,
both of which are now pressing for more private sectnr policies. 

In addition to the special place accorded to Africa in the political hierarchy
In Paris and the access African leaders have historically had to the highestcircles, Franco-African links are bonded by an established network of regional
economfc institutions. True to colonial traditions, France treats thecountries in which she has had a long-standing interest as a single economic 
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unit. The six members of the West African Monetary Union (UMOA) share 
a
 
common central bank, 
the Banque Centrale des Etats de I'Afrique de 1'Ouest
 
(BCEAO). They also form the heart of a regional customs union, the Communant
 
Eronomique de I'Afrique de l'Ouest 
(CEAO), an Institution created in 1973 
as a
 
counter-mes ure to Nigeria's attempts to form a larger West Alrica commnity
bridging Francophone and Anglophone countries. 
 The members of the CEAU are
Ivory Coast, Mali, Mauritania, Niger, Senegal and Upper Volta, with Benin and
Togo participating ss observers. These West African regional Institutions are
"among the few successful experiments In monetary and economic integration
 
among Independent states anywhere in the world.''19
 

The UMIJA and the BCEAO together provide a unique and efficient financial
 
system that offers external financing, French-style banking practices, and
 
guarantees of currency convertabilty. Among the benefits enjoyed ty the

African members is availability of hard currency. Paris allows 
the BCEAO
 
countrfiq unlimited access to an operations account at the 
French treasury,

expanding resources available to the !oral banking system, with far less
 
concern about reserve 
levels and external balances that typically worry other 
African states. Paris, in turn, exercises direct line management of member 
economies and shares In the benefits of tnt aqsoclation. For example, the
 
West African members cannot 
print 
their own money, cannot expand domestic
 
credit ,uiluAteri ll5., ani are subject to ceilin gs on credit expa nsion as
 
dtermflwo' 
 by all memhbrs and France.. Sixty percent of tihe collective 
de'porsits of the African mnmbprs of the BCEAD are held in the French treasury,
representing , In efftct, an unlimited line of credit to France for domestic
 
finn'ing. 
The French government guarantees the convertibility of the unified 
currency, known as the CFA (Commnunaut FinanciOre Africaine de 1'Ouest) franc,

At th, official rate of 50 CFA francs to one Fren h franc, a rate which has
 
been maintained for the last 20 years. Due 
to declining economic conditions,
 
however, the HCEAO has shown a deficit in the past few years, principally from

mounting balance of payments problems in Senegal and the lvory Coast. "The

deficit is. .. an ovcrdraft or loan from the 
French treasury to the UMOA. The
 
size of this del icit was estimated to have reached at least $700 million In
 
1980)
( ' 

The advainta,ges which these 
ties afford to French businessmen are numerous.
 
Those operating in Francophone African countries do not 
have to contend with a
 
number of risks they would face 
In other African states, including foreign

exchange controls, non-convertihility of currency, and 
the threat of a
 
governme nit going bankrul)t. In addition, the customs union insures 
free
 
movement of labor and reduWced tariffs on selected CEAO products.
 

France also makes Its commercial influence felt 
in other African regional

Institutions in which franc 
zone countries play a role. For example, a
 
confidential USAII) study of the procurement policies of the African
 
Development Bank (ADB) and the 
African Development Fund (ADF) disbursements
 
and procurements from donor nations showed that the US, 
the second largest

donor to the AIJF (the US contributed approximately 14 percent of the Fund's 
suhscriptions through 1980) was 
the last on the procurement list (receiving

only .77 percent of the dollar ilue of 
total contracts awarded). France was 
next to last in contributions (providing less than three percent of the total
subscriptions) but was secrrd on the procurement list (claiming nearly 20
 
percent of the AIF's awards). 2 1 
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Another regional economic association binding Franco-African relations is the

LOME II Convention, a French-inspired organization linking ten EEC countries
 
and 61 African, Caribbean and Pacific (ACP) members. In reality, over 90 
percent of the transactions; of this convention are between Europe and Africa
alone, affording another outler for French influence In the continent. The
 
purpose of the convention 
 Is to promote trade and deve l()pmenLt by giving theACP states free access to EEC markets and development assistance. Nearly all 
ACP products can enter the EEC market on a duty free basis without
 
reciprocity. 
 In addition, the convention deals with price stabilization: 
STABEX, an export earning stabilization plan, provides COmDensatory funds for 
a drop in agricultural prices; MINEX is a compensatory fund to promote mineral 
and export stabil Iizatlon for countries experiencing a fall in the productive
capacity or export earnings of minerals. LOME II has the advantage of
bringing under one umbrella conventional aid, compensatory financing, private
Investment, access to export markets, and export price stahi I izattion. As
such, It allows European - and especially French - commercial foterests better 
acress to the raw materials and expanding consumer markets in the ACP states. 

Foreign assistance, insurance, and credit--key resources for promo t ing, French
commercial Interests--are dispersed through four primar institutions. The
 
agency wi th the strongest commerc i a I 
 orienta t ion I s COtFACE , the French
 
counterpart to both the US Export-tmport Bank and the Overseas Private
 
Investment Corporation (OPIC). Ope rat Ing under Treasury, COFACE offers
 
political risk insurance to investors, export financing, and funds for
"prospecting" 
 or eXplor!ntg commercl,ll opportunities. Although conventional 
wisdom holds that the largest French commercial activities are In the franc
 
zone, COFACE's biggest exposure is actually Cutside 
 that area, in Algeria,

Niger i a , Egypt , and South Africa. COFACE does 
 not offer direct loans, but it

do)es provide credit insurance and loin guarantees for borrowings from state
banks that can put together extremely attractive financial packages below
 
worldi market rates. It 
 Is In this terrain that US competitors find themselves 
so disadvantaged. French terms are easier and more flexible, offering on the 
average a ten year credit an( ten percent interest. With the use of "mixed
 
credits,"ra combination of coiimercia il 
 loans and aid funds, the French call

offer unbeatable financing to clinch their coummercial d-i l';. A project


lnancod through mi.:ed credits might provide 40 
 pe rce nt of a loan at three 
percer t interest (co.rcessional terms) and 60 percent of tile loan at 15 percent
interest (commercial rate), which would bring a unified interest rate of
 
roughly eight percelnt.
 

The second major Institution for promoting French interests is the Caisse
Contrale , an organ of the Ministry of Cooperation and Development which offers 
development loans at concessional rates. These loans are primarily used to
finance long-term government projects, and are linked wherever possible to the 
purchase of French goods. Unlike US foreign aid, Caisse Centrale activitiesare not subject to public or congressional review; It receives Its funds 
through direct payments from the French Treasury, requiring no special 
legislative autholization. 

The third Institutional device for ex:ending French influence is the French 
Treasury which provides grant assistance or loans, often matched with 
cemmercial funds. By custom, Treasury does not operate in the countries where 
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the Calsse Centrale is active. Treasury tends to confine itself to the more
developed countries or those which targeted asare new commercial frontiers
 
beyond France's traditional zone influence, as and
of such Zimbabwe Sudan. 
However, there are deviations from this unwritten rule. For example, Caisse 
Centrale operates in the Ivory Coast, ofone the most highly developed
economies In Africa, while both the Caisse Centrale and the Treasury operate
in Somalia, one of the poorest. The criteria for judging which Institution
 
may operate In each country Is shrouded in mystery and can often only be
 
explained by political expediency.
 

Finally, there is the Ministry of Cooperation and Development, a department

whose influence has been widely expanded with new
Mitterrand's 

reorganization. Previously, 
 the minlstry's jurisdiction covered all the
 
former French colonial territories in Africa, with the exception of Guinea.

Under the new 1982 reorganization, the Minstry's jurisdiction will 
 now extend 
to more than a hundred states. As one commentator put it, It: will be a"virtual 'iNird World Ministry for trrance."22 Although theoretically

aid-oriented, the a key mechanism for
ministry Is promoting French commercial 
Interests. Thu Fonds d'AId et de CooperAtion (FA), the ministry's soft loan 
agency, for example, has been saddled with the burden of paying the difference
between the world market price for Algerian na tural gas and the higher price

prescri bed I n the recent ly-concluded Franco-AlgerJ an agreement, a tab of
 
approximately 250 This of
million. diversion resources, together with
 
addit onal 
 earmarking of funds for Chad, "means that a severe retrenchment of
 
French assi stance tc most of Francophone Africa Is actually taking

place. 2 3 F"urthermore, the recent removal of Jean-Pierre Cot as Minister
 
tor Cooperation aid Development was wide.y interpreted as a victory for the
"realists" in time French government who put France's economic priorities above 
pol. tical or human righimts considerations. 

There is considerable flexibility in the operation of these institutions,

especially as compared to their US counterparts. For example, COFACE may

guarantee an investment without a bilateral agreement, as 
 opposed to OPIC
which must go through the exercise of getting host country bilateral agreement 
as well as host country approval of each Individual project. In addition,
COFACE's coverage is broader (including guarantees against loss of assets),
the interest rate is lower, and there is no ceiling on the level of guarantees
It may offer. To provide investment incentives, French law allows a 
corpiration to deduct its the of itfrom taxes amount investment makes abroad 
for a period of live years. One hundred percent of its investment is tax 
deductible If exports least andit at three one-half times the value of Its 
equlty; if It falls to meet that criterion, 50% of Its equity Investment is
 
tax deductible. The French government also extends aid in the form of dirct 
grants or subsidies, financing French technical advisors who work in African 
ministries and underwriting the budgets of Francophone by makingstates direct 
deposits to their current accounts for payment of civil service salaries. 
Obviously, this allows a considerable degree of influence over receipt 
countries' policies. 

15
 



C. The Pay-off: French Benefits from the African Connect Ion 

The French political, military and financial investment in Africa has not gone

unrewarded. Inieed, a mutual interdependency has evolved. An energy

dependent country, France imports 20 percent of its oil from West Africa and
 
French oil equipment and service companies earn as much as one-thilrd of their
 
annual turnover in Sub-Sahara Atrica, mostly in the franc 
zone countries.
 
France obtains the bulk of its strategic minerals, including cobalt and
 
uranium for its nuclear power program, from Africa. Approximately 350,000

French citizens live In Africa, at a relatively high standard of living, while
 
unemployment Is growing at home. 
 Then there is the business generated from
 
French overseas aid whi ch, in 
1980, totaled 2.4 billion, two-thirds of which
 
went to Sub-Sahara Africa. 
 This figure is somewhat misleading, however,

because France Inc ludes connerc ia l cred its i n its Offi c lal IDevelopment 
Assistance (O)A) statistics, so long as 25 percent of the financial package is 
a grant In aid. Much of the official ODA is rechanneled back to Paris,

ina smuc h aq F're nch ass istance is tied to the purchase of French goods or to
 
the salary payments of French technical experts and advisors.
 

Africa ranks second, after the irpean Common Market, as Frarce's principal
market for manufactu rod goodls and agricultural products, purchasing 13.7
 
percent of France's total exports In 1981. It In estimated that France
 
providies 
 btween 15 to h percent of lie imports of its former colonial 
territorieus, a "capt ive market' which France fiercely protects. Contrary to 
popular lmpressio ns, however, only former franc states are among thetour zone 

top ten French trading partu,:rs in the continent tod," (see Table 4). The
 
reorganlzation of the Ministry of 
Cooperation and Development is intended to
 
expand France's internaltional 
 network and strengthen French competition In
Third World markets as a means of helping the country recover from its current 
economic crisis. 

The expansion of French aid, then, is so
not much an attempt to address basic
 
human needs, but a program to increase Third World economic 
purchasing power

which can benefit French industry through increased sales of goods and
 
services. A recent study concluded that the cost of French bilateral
 
assistance to Francophone Africa was more than offset by the recycling of
 
sales, profits and remittances to Paris, eased by the 
franc zone monetary
 
arranpement. "Unrestricted transferability of the CFA franc among the member
 
states and France greatly assists French commercial interests, particularly in
 
small and medium-sized transactions, which 
tend to dominate commerce in this
 
part of the world. '24
 

The Ivory Coast provides one of the most: vivid examples of French economic
 
gains In Africa. The net outflow of private capital [to Paris] in 
the form of
 
profits, repatriation of capital, and private transfers in 
1975 was estimated
 
to represent roughly 15 percent of the country's GNP. 
 One authoritative
 
report estimated that some 65,000 French citizens - roughly 4 times as many 
as 
resided in the Ivory Coast 20 years ago at the time of independence - send 
over 3200 million a year home in this way.25 
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TABLE 4
 

MAJOR AFRICAN EXPORTERS TO FRANCE
 

% growth 
Sales since 

(million FF) 1977 

Algeria 
 13.0 336 

Nigeria 
 8.3 180 

South Africa 
 5.4 220 

Morocco 
 3.4 161 

Ivory Coast 
 2.9 -21 

Libya 
 2.7 180 

Tunisia 
 2.3 249 

Gabon 
 2.2 125 

Cameroon 2.2 210 

Niger 
 1.3 310 


MAJOR AFRICAN IMPORTERS FROM FRANCE 

% growth 

Purchases since 


(million FF) 1977 


A.gerIa 12.8 146 

Nigeria 
 9.2 251 

Morocco 
 6.5 137 

Egypt 
 6.2 316 

South Africa 5.8 241 
Tunis ia 5.2 199 

Li bya 4.9 253 
Ivory Coast 
 3.8 119 

Cameroon 
 3.6 231 

Congo 
 2.1 346 


Source: African Business, July 1982, p. 16.
 

of Total
 

French 
Imports
 

1.99
 
1.28
 
.83
 
.53
 
.45
 
.42
 
.36
 
.35
 
.34
 
.20
 

% of Total
 
French
 

Exports
 

2.34
 
1.68
 
1.18
 
1.13
 
1.06 
.95
 
.90
 
.70
 

.66
 

.40
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The total number of French technical advisors or "coop6rants" In the Ivorlan
 
government and its parastatal organizations is estimated to be approximately
10,000. US firms often find themselves dealing directly with French 
technicians working for the government or with French managers of French-owned 
manufacturing, construction, service or trading firms. There are no longer
formal or legally binding trading preferences between France and the Ivory
Coast. Since 1975, the Ivory Coast has compiled with the LOME I Convention
 
and dismantled special trade arrangements with Paris. However, In practice,

the French still maintain an advantage in doing business through 
 an 
established network of business contacts, generous aid, institutional ties and 
an entrenched French entrepreneurial class. "In effect, what the Ivory Coast
 
has done.. .ls to retain its former colonial patron on a long-term economic
 
management contract," observed an American diplomat.26
 

So successful has this "contract" been that tihe Ivory Coast has been known as 
the "success story" of Africa while the French have found a home away from 
home. 'Sometimes we feet here as though arewe actually in France," a French 
official based in Abidjan commented. "Everything is transposed. Thie laws and 
the life are not much different from what we know In France. "27 

Obviousliv, the business environment for an American firm is very different in
 
Frncoplnoe Africa tBii In the rest of the continent. Lang'uage is the first
 
problemn. Few America n managers or salesmen are able to spunk French fluently,an impediment which not only denies them access to the French establishment in 
the country but, more importantly, to the Ivorians themselves. US products 
are usually not lab'led in Freuch., making it difficnlt for the Ivorian
 
consumer to appreciate 
 Its val . Americans have had had experiences in
 
market ing,, sometimes making hope lessly wrong judgments due to a lack of
 
knowledge of the culture. 
 In a conti neat where personail contact is essential,
the inability to speak French Is a handicap which Americans take too lightly. 

The Inability to speak the language, and therefore to understand te business
 
environment, 
 manifests itself inother ways. Americans tend to underestimate
 
the importance of standardized technical specifications t ha t favor French
 
"uppliers. When disputes arise between Americans 
 and Ivorians, Americans have 
a tendency to litigate. An Aferican lawyer working In Abidjan counseled 
against ti is; the French have a tremendous advantige In the courts which are 
based upon French jurisprudence. Though tie Ivorian investnent climate is a
 
liberal one and there are a few restrictions on investment, administrative
 
procedures are cumbersomne and local taxes are high. 
 As one Amnerican put It,

the complex system of corporate, business turnover , real estate, and
 
registration taxes plus various other 
levies "can nickel and dime you to 
death." One US business representative reported his experience of paying a 
call on the director-general of the tax office and finding himself in a 
meeting with four French technical advisors sitting with the Ivorian 
official. "Sometimes, when we submit data to tho, ministries", he reported,
"we get handwritten notes back from the French advisors telling us what to 
do. .28 

The lack of ability to comprehend the French system presents a host of ethical 
and practical problems for the American investor. Suspecting French Influence 
aimed against other competitors, one respondent complained of the legal 
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requirement to declare corporate assets 
as equity ownership. In the eyes of

US law, he contended, that would be 
considered a declaration of false
 
ownership and, even 
if accepted, would incur higher taxation. "Ivorians

wouldn't have thought 
that one up," he asserted. "That requirement directly

affects US firms. 
 The administration of the 
law here is tight, compared to
 
many other countries in Africa, where it is slack. 
 If you don't follow the

law, there are heavy penalties and this 
one directly discriminates against

Americans.' 2 9 
 The accounting system is also unfamiliar to 
American
 
corporations. "Books are rubber-stamped," 
one auditor observed and "there is
 
a good deal of misrepresentation." Generally, it is said, firms have three
 
sets of books: one for the shareholders, one for the tax people, and one for
 
their own company records.
 

American respondents 
also complained of unfair competition. One businessman

reported that a feasibility study submitted to pn Ivorian ministry surfaced in
Paris, after having circulated, he suspects, 
to his French competitors.

Business inquiries are 
regularly referred back to Paris for response. Langdon

Palmer of the Chase Manhattan Bank recounted an experience he had during a
tour of a bank project for financing construction of the Buyo Dam In the Ivory
Coast. 
 Seeing a number of cartons at the site labelled with the name of a
French hank, he asked about 
their origin. "What do they nave to do with

this? They were 
not even in the deal," he asked. The projects manager

responded, "it always amazes me 
that you American banks put up the bulk of the
 
money, but 
the French make all the money." As it happened, the French bank
handled the letters of credit and documentation for the project's equipment
 
and materials.30
 

Of all the difficulties facing US businessmen in competition with their French
 
counterparts, 
the question of financial packaging featured prominently. Mixed

financing and liberal 
supplier credits, combined with unrestricted
 
transferability of currency, simpler banking procedures and cheaper freight

rates provide French exporters and Investors with 
a considerable edge. A

French official in Paris admitted the importance of these special
arrangements: "No question about 
it, without mixed credits, we would not be


'
 competitive with the US. "31
 

Despite the 
formidible advantages maintained by the French, Francophone Africa

is not closed to Americans. Continuing with the example of the 
Ivory Coast,

Americans have already made substantial headway, especially in oil and
banking. It is difficult to determine precisely how many American companies

are Implanted in the country, but 
the Department of Commerce's Foreign

Economic Trends Report for the 
Ivory Coast issued in 1981 reports 100 US firms

operating there, including those with regional offices. 
 The US Embassy lists
only 66 American firms, subsidiaries and affiliates, while African Business 
estimates that there are 
80 American companies in addition to six US banks.
There are only two US manufacturing operations: 
 Union Carbide's dry cell
 
plant and Blue Bell, a manufacturer of jeans. However, 
a number of service

companies 
are now well in place. In addition to US banks, there are US law
firms, Insurance companies, accountants and auditors that can 
pave the way for

additional 
American activities. Moreover, though French interests remain

substantial, it is important to note 
that they are declining as a proportiion

of total commercial activity. 
Official Ivorian statistics show that, in 1980,
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French interests controlled 21 percent of all 
capital stock in the country, a 
ten percent reduction from the year before. The decline Is due 
not so much to
 
the disinvestment of 
French firms as to the diversification of ownership,

particularly the Increase in 
the Ivorlan share. Between 1979 and 
1980,

Ivorian control of all capital stock increased from 46 percent to 63 percent, 
four-fifths owned by the state.32
 

France's share of Ivorian imports likewise dropped from 47 percent 
in 1979 to
 
34 percent In the first half of 1981. 
 American firms have also been
 
successful In competing agafnsL the French in 
a number of large contracts:
 
Fluor Corporation beat out Technip for the expansion of the Abidjan oil
 
refinery, Atlantic Richfield (ARCO) was awarded a contract 
over Photowatt for
solar energy cells to power the Ivorian educational television system, and 
Santa Fe walked away with the underwater pipeline system for the Espoir Oil 
Field against Bouyques and EITI. 

Thp French are deeply concerned about 
these trends. They have conducted a 
confidential 
study of US competition in Francopho-ne Africa and have expressed
their concerns pub licly as well. A French (diplomatic report, quoted in Africa 
Confidential (February 17, 1982) commnLe that 'the US has just accomplished
 
a mnast r st roke by controll ing thtrough Phi 1lips PetroleuLm si zeable oil
 
reserves which France should hLve logically obtained due to the historical,
 
cultural and economic 
ties F:ianuce maintains with the Ivory Coast..." An

article in trop!i , argues
Marchies _l' - that "a yere table body of doctrine" has
 
been createi'd ''to achieve in Africa 
 a position corresponding to Its [USj

economic power;" Ironically, the article calls 
on Paris to lend "the sort of
 
economic and politicalI assistance comparable to that 
in which the government

In Washingt)n offers to its own nationals. '"3 3
 

Another significant factor undermining th, French foothold in Francophone

Africa is the changing perc-ptions ot African decision makers. Ivorian
 
attitudes toward Americans have changed significantly, especially over 
the
 
past two to three years. It was "an eye opening experience commented one
 
Ivorian, "for us to see how the Americans operate." 
" Impressed by American
 
management practices and technological skils, more Ivorlans are going to the
 
United States for education. 
While recent trade missions have not produced as
 
many signed contracts a'; might have been expected, tihe political Impact 
was
 
favorable, with many 
Ivorians commenting favorably' on improved US attitudes
 
vis-a--vis Francophone Africa. Moreover, 
as the Ivorians are acutely aware,

there has been relatively little new private Investment from France since
 
independence. Most French capital was 19 60
invested during the s, with the 
French community living off that base since then. 

Essentially, observed one respondent, "the Ivory 
Coast is now looking for the
 
best deal. The doors have been opened recently. They can see that the French
 
are not 
always making them the best offer. The question Is, who has the goods

to sell, who gets in, 
and who can present the best package. That Is where 
language and financing coie in. Once you know the routine, you can set up a 
business and get all government permissions through in a monch." Another 
respondent noted that "even With the French here, we shoul dn't plav dead.have made some real inroads." A French official observed that in some 

We 

sectors, for example, agribusiiess, the United States has especially good
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opportunities. He cautioned, however, that the 
Am-ricans should make sure

that they have French-speaking executives and be 
more "French-minded," not so

"business-minded." 
 He used the example of a recent American trade mission.
 
"Instead of telling the Ivorians that 
the US wanted to 'sell more', you should
 
have said you wanted to 'help and buy more'. 
 Quite often the US doesn't
 
accept 
the rules of the game, and the Ivorians feel you are 
too rude."

Anotler American respondent noted that the issue 
came down to the essential
 
point of self-assurance: 
 "The US has a lot of opportunity here if the firms
 

' 3 5
 have confidence in themselves.
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III. DECISION MAKING ELITES AND dOST COUNTRY POLICIES AND PRACTICES
 

A. Elite Attitudes
 

On the whole, both foreign and local businessmen believe that Africa is the
 
most difficult environment of all in which to do business. 
The reasons seem
 
obvious. Markets are small, infrastructure is underdeveloped, skilled labor
 
and managerial manpower is in short supply, population growth rates are
 
staggering, and agricultural productivity is declining. Unfavorable terms of
 
trade, mounting intern.itional debt, and political uncertainty are further
 
disincentives. Then there are the sheer daily frustrations stemming from poor
 
communications, power failures, harsh climatic conditions, and a differing
 
cultural environment. However, of all the impediments mentioned, these were
 
not the most troublesome to the private sector. They can cope with these
 
problems in the sense that they can calculate their probable costs and risks,
 
assess their financial and operational impact, and develop strategies 
to meet
 
them. 
 The problem they found most difficult to manage was the complexity,
 
unpredictability and volatility of host country policies and decisions of the
 
ruling elites.
 

La Palombara and Blank, in a study conducted for the Conference Board,
 
determined that "the most significant host country actors are found in the
 
upper reaches of the military and civilian bureaucracies. Key figures in
 
these sectors seem to be (relatively) permanent; they generally manage to
 
survive many changes of presidents, cabinets and governments. They also
 
probably account 
for most of the policies directed toward the multinationals
 
and their administration." 3 6 These "strategic elites," as the authors
 
describe them, set the ground rules for the operation of the private sector as
 
a whole.
 

A maze of laws, regulations and accepted practices has emerged in Africa,
 
reflecting elite attitudes toward the private sector. 
 One Western diplomat
 
summarized these attitudes by citing the old story of two elderly ladies
 
discussing the food in a Catskills Hotel: one complained that 
the food was
 
terrible; the other agreed, adding that the portions were too small. African
 
governments often state 
that they want more foreign investment and more
 
indigenous entrepreneurs. At the same time, they castigate the role of
 
foreign capital, criticize the acquisitive nature of local entrepreneurs, and
 
promulgate laws which restrict both.
 

These conflicting attitudes are not surprising, given Africa's history and
 
current situation. No colonial power explicitly encouraged the private
 
sector, except in trade for supply of 
raw materials to the metropole. African
 
governments inherited state-dominated economies and, at independence, 
were
 
burdened with 
the job of making them work, albeit with fewer resources and
 
less manpower. In arguing for a strong government role in the economy,

therefore, most African nations are following the 
only model they have known.
 
Ideology is a motivating factor in only a handful of instances. In fact,
 
ideology is a very poor indicator to gauge the extent of government
 
intervention in the continent. Whether market-oriented or socialist,
 
governments in Africa have played a strong role 
in economic affairs, some more
 
competently than others. 
 In the Ivory Coast, a model of free enterprise, the
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state sets wages and prices, strong-arms the private sector on employment
 
policies, controls labor unions, and until recently ran some 36 parastatal
 
organizations. Even the stock exchange is government-owned, a mechanism which
 
the government uses to privatize its public corporations. By the same token,
 
Kenya, another free enterprise country, is estimat,.d to have an equity
 
interest in some 176 companies, only six of which paid dividends in 1981. 3 7
 

Guinean president, Ahmed Sekou Tourg, a rerent convert to the group of leaders
 
now actively courting foreign private investment, explained African attitudes,
 
and the contradictions inherent in ideology, this way:
 

I have never said that we are doing away with capitalism. [My
 
philosophy].. .is that people should start to be honest with one
 
another and should not be monetized through opportunistic and
 
mendacious practices...I specifically talked about the false
 
struggle between capitalism and socialism. Is there a socialist
 
country that doesn't collect profits? Can anyone show me such a
 
socialist country? Once the cost of coffee and palm oil and raw
 
materials are set, whether in New York, London, Paris, Bonn or
 
elsewhere, is there a socialist country that will say, "that's
 
too low; we will give you an extra dollar"? Let's face
 
reality...we have not talked about socialist development in our
 
country, but rather non-capitalist development...
 

At the outset, we had nothing; there were small merchants in
 
Guinea, but no genuine capitalists capable of contributing to
 
the economy. Now we have a small and medium-sized business
 
administration to gather and organize all of Guinea's small
 
businesses and the [World Bank's assistance] will enable them to
 
really go into business in a serious way.. .but before there was
 
nothing. The State itself had to go into external debt to
 
market the country's commodities, and with the foreign exchange
 
thus gained, it imported what the country needed in the way of
 
food, clothing or capital goods. There were no private
 
companies, because France had suppressed all previous such
 
entities. So what would you have done in our place? Suppose
 
your country had no corporate entitie. d no financial groups.
 
Suppose there was nothing and no one ha, money. What would you
 
do? Would you say, "well, let's sit idly by. The State should
 
do nothing until luck creates the national capital we need"?
 
Look at the Guinean reality, and do not confuse it with the
 
context of your own experience, which is different from ours. 3 8
 

Current advocacy of a strong government role in the economy cannot simply be
 
attributed to colonialism, however. African elites have strong feelings about
 
asserting government control over free enterprise as a means of maintaining
 
economic independence. Specifically, there arc five major areas of concern:
 
(1) capital flows (foreign exchan-e transactions in or out of the country),
 
(2) impact on local production and competition (displacement of indigenous
 
producers or domination of the market), (3) technology transfer
 
(appropriateness of technology, transfer of skills to local operators, local
 
content in manufacturing), (4) inequality (income and job generation, impact
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on rural/urban gap), and (5) political control (equity and managerial
 
participation, revenue generation through taxes and fees). All of these
 
issues harken back to the fundamental thrust of African economic development:
 
to lesson dependency on the West and to assert African self-sufficiency and
 
pride. "Our detractors always want to see us living in huts," commented
 
President Felix Houphouft-Boigny of the Ivory Coast. "May God help us to have
 
our share of oil before I leave you. I will give the Ivory Coast a palace
 
which she will be proud of, a palace which our graiidchildren will be proud
 
of.-39
 

The role of the state as protector and provider is reinforced in a context of
 
widespread distrust of multinational corporations. This, too, is, in part, a
 
legacy of colonialism, since the West's first penetration of Africa was
 
through trading companics from the metropole, many of which exercised the
 
powers and duties of the state, including law enforcement and tax collection.
 
Capitalism is thus linked, in the eyes of many African leaders, with colonial
 
domination and racism, a view reinforced by the extreme disparities in wealth
 
in those countries which have had white settler communities.
 

However beneficent or enlightened the management, the mere presence of foreign
 
enterprise in the world's poorest continent sharpens the reality of Africa's
 
underprivileged position. Fceign corporations underscore the technological
 
inferiority, the poverty, the scarcity of resourccs, and the political
 
impotence of Africa in the global community. The weakness of the indigenous
 
private sector tends to reinforce these attitudes. While the civil service is
 
largely Africanized, commerce and industry and, in some instances, agriculture
 
are still largely foreign-owned or foreign-operated. Key positions in the
 
economy are held either by expatriates from former colonial countries or by
 
ethnic minorities, chiefly Lebanese, Syrian, Asian or Greek residents. This
 
triggers, in the words of one local businessman, a "defensive nationalism,"
 
expressed either in the form of a radical ideology or strong indigenization
 
policies.
 

Compounding the historical and socio-cultural foundations of an anti
multinational attitude is the debate over the role of multinationals in Third
 
World countries. As exemplified by dependency theorists and their critics,
 
mentioned earlier, this intellectual debate has reinforced local suspicions
 
that the multinationals are exploitative. It is important to stress that
 
these attitudes vary considerably and are not necessarily associated only with
 
Marxist-Leninist states; nor are they motivated by a slavish acceptance of
 
foreign propoganda. Businessmen report, for example, that they have done
 
business in Angola "merely on the basis of a handshake," despite its strong
 
socialist orientation. In Zimbabwe, radical rhetoric has been combined with
 
pragmatic policies. The government has attacked multinationals, for example,
 
for the practice of transfer pricing (adjusting the prices paid between
 
different subsidiaries of the same multinational to avoid a high tax burden),
 
only to publicly retract the accusation each time it was made. A capitalist
 
state such as Nigeria, on the other hand, regularly expresses mistrust of
 
multinationals. Dr. Alex Ekwume, Nigeria's Vice-President, recently called
 
for a more intensive monitoring of multinational corporations in Africa,
 
maintaining that their financial reports often do not present a "true and fair
 
view."40
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Broadly speaking, on the basis of their policies toward foreign private

investment, African states can be classified into three major types. 
 First,
 
there are the "opponents," who view multinational.corporations as an
 
unnecessary evil. Nationalization and expropriation are 
considered legitimate

policy instruments to control foreign influence. Ethiopia and Ghana exemplify

this group. Second, there are "the pragmatists," those who view
 
multinationals with mixed feelings. Essentially, they see 
the private sector
 
as a qualified benefit, an attitude which translates into a policy of
 
negotiated entry. The bulk of African countries may be said to be grouped
 
under this classification, although there 
are wide variations within the
 
category, such as Zimbabwe and Nigeria. 
 Finally, the third category consists
 
of "the advocates," those who view multinationals as a positive benefit, a
 
partner in development. These countries more or less adopt an open-door
 
policy with regard to foreign private sector activities, although it is
 
important to stress 
that there is no country in Africa which provides a
 
virtually unrestricted entry. 
 This group would include Malawi and most of the
 
Francophone countries, except for Benin, Mali, Guinea, and Congo

(Brazzaville). Though there are strong adherents to all these schools, Africa
 
as a whole may be said to be shifting from the "opponents" to the

"pragmatists."
 

Changing attitudes among Third World elites with regard 
to their attitude
 
toward foreign private investment was likewise confirmed by La Palombara and
 
Blank in their interviews in Nigeria, Malayasia and Brazil. 
 Though there are
 
many who still hold hostile views, they represent the minority. By and large,

the "strategic elites" know that they have the last word when there is a
 
conflict with multinationals, hold views that were described 
as

"well-balanced" and "rea]istic," and 
are "self-confident" in their dealings

with foreign corporations. In Africa, an ambivalence is still present. In
 
public, foreign enterprise and capitalism is often viewed in a critical light;

in private, 
African officials frequently criticize foreign corporations for
 
not getting even more involved. The chairman "f the board of a prominent

African bank complained of the insensitivity of American corporations to local
 
conditions, but at 
the same time lamented their conservatism, commenting that
"the US business philosophy is primitive. Americans want protection from any


'
risks before they will invest. "41
 

Given the historical background, the attitudiinal legacy regarding

multinationals, the drive for economic independence, and the 
relative newness
 
of the indigenous entrepreneurial sector, it is not surprising that host
 
country elites have little understanding or knowledge of the imperatives of
 
private sector activities. 
 They often expect firms to operate with unwritten
 
assurances, to deal simply on 
"good faith," to accept high risk with
 
equanimity, to ride out the difficulties of abrupt policy changes, and to
 
absorb profit losses in the short-term for the promise of gains in the
 
future. 
 Only a relatively small percentage of leaders understand the give and
 
take necessary for a compatible relationship between the public and private

sectors, the painstaking work involved, and the basic elements that attract
 
and promote rpsponsible corporate behavior.
 

25
 



But times are changing. Not a single African official interviewed in this
 
study was unreservedly hostile to foreign private investment. Rather, what
 
African decision makers expressed was a desire for a stronger bargaining
 
position vis-a-vis the corporate community and assurances that foreign private
 
investment would have a positive development impact on their country.
 

B. Host Country Policies
 

While African attitudes toward the role of multinationals are undergoing
 
change, attitudes toward the role of the state in the economy do not seem to
 
be shifting as rapidly. The one exception is government attitudes toward the
 
role of parastatals or public corporations. In three out of the four
 
countries covered in this study, African governments had made the decision to
 
reorganize or reduce the number of its parastatal institutions. The Ivory
 
Coast was privatizing its paiastatals by selling shares on the stock
 
exchange. Kenya and the Sudaa have announced a policy shift, but have not yet
 
adopted a plan of action. Zimbabwe is still committed to carrying on the
 
tradition established under white minority rule of large state participation
 
in the economy, and is doing so with relative success, mainly because it has
 
retained existing management. In most countries in Africa, nowever, the
 
parastatals have been losing money as a result of subsidios, inflated
 
payrolls, and politically-based investment decisions which have been
 
economically unsound. That some governments have decided to shift direction
 
is a positive sign of the beginning of basi( rethinking of the issue.
 

Aside from the parastatal sector, there continues to be a strong feeling that
 
the state must exercise a pivotal role in the economy. Indeed, excessive,
 
unpredictable, or incompetent bureaucratic management was identified by
 
business respondents (foreign and indigenous) as the single most inhibiting
 
factor, placing obstacles in the way of entry and efficient management. The
 
countries which offer the greatest opportunity and which, theoretically,
 
adhere to a stimulative private sector policy are often the worst offenders.
 
Capitalist Nigeria, with an estimated population of 100 million people, offers
 
the largest market in Africa; yet its reputation for "red tape" is legendary.
 
Richard J. Faletti, a member of the US-Nigerian Joint Agricultural
 
Consultative Committee (JACC), discussed the confusing and chaotic set of
 
investment guidelines in a paper presented to the committee, noting that there
 
are many stated requirements that are not actually covered in law, while many
 
legal obligations set forth in statutory regulations have no institutional
 

4 2
 mechanism for their enforcement.
 

Nigeria is certainly not alone in this respect. Staking out a strong role in
 
the economy and lacking sufficient manpower resources to implement decisions
 
efficiently, most African countries have unwittingly created a commercial
 
environment that is frustrating and costly for the country as a whole. A
 
range of problems exist at all stages of business transactions, including
 
visas, import licenses, foreign exchange transactions, expatriate quotas,
 
dividend remission, contract payments, tax clearances, shipping documentation,
 
etc. Wage and price controls represent another set of constraints. The
 
Zimbabwe government, for example, in fulfillment of its social objectives
 
following independence, set a minimum wage representing a 66 percent raise for
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low income workers. This was combined with a Z$20,000 ceiling on managerial
 

salaries. While politically popular, these steps--taken quickly and without
 

consultation with the private sector--had a depressing impact on productivity
 

and the cash flow situation of many firms.
 

The uncertain and unpredictable nature of government decisions is probably the
 

most unsettling aspect of bureaucratic mismandgement. Nigeria issued the
 

so-called Udoji awards for civil service pay several years ago. In some
 

cases, these salary increases represented as much as a 100 percent increase in
 

wages, made nine months retroactive. Private sector firms were expected to
 

follow suit. The burden of suddenly skyrocketing labor costs put many small
 

and medium-size firms out of business. Similarly, following the oil glut and
 

diminishing foreign reserves, Nigeria placed a moratorium on all new import
 

commitments in March 1982, lifting that moratorium a month later in place of a
 

number of fiscal, monetary and foreign exchange measur s designed to cut
 

Nigeria's imports by a third.
 

The best illustration of the impact of these policy shifts on the flow of
 

foreign private investment can be seen through the case of an American mining
 

firm which recently considered an investment in Zimbabwe. After careful 

consideration, the company explored the possibility of a $9 million 

acquisition of a gold mine owned by white settlers who felt they could no 

longer keep up operations. "We did not just barrel in; we were encouraged 

when we looked at the whole picture," commented the company representative who 

shepherded the application through channels. "We realized it was somewhat 

dangerous, but we also recognized that the country has tremendous potential, 

especially in our sector. We were never active in the country before, but we 

had assessed that the situation had stabilized, that the government was 

actively seeking foreign investment, and that the drift, if it materializes, 

toward a one-party state and the socialist rhetoric would not affect us."
4 3 

The firm formed a local company in Zimbabwe in the summer of 1981. It
 

obtained an option to purchase and received official approval for the
 

investment, even though more than half the equity capital would be
 

foreign-owned. Approximately $200,000 was spent investigating the commercial
 

viability of the mine. Through underground sampling techniques, it had been
 

established that the mines were commercially viable, The investors were then
 

rocked by a number of unexpected government decisions.
 

First, the government of Zimbabwe revoked the 100 percent capital redemption
 

and depletion allowances which new businesses may recover as pre-investment
 

costs before paying taxes. The new law allowed only 30 percent capitalization
 

of pre-investment costs to be recovered in the first year, with the rest to be
 

deducted over the balance of the life of the mine. That meant that the firm
 

was to pay a tax on 70 percent of its income, at a time when the gold price
 

had begun to drop. After protests from the mining industry, the government
 

recanted, agreeing to delay the implementation of the new law for one year for
 

a select group of firms. Though miny operating firms were not on the
 

government list to qualify for this delay, this potential US investor was
 
included.
 

27
 



A second problem arose when the government issued its new minimum wage law.
 

The gold price was still dropping and the headquarters of the American mining
 

corporntion had laid off 4,000 people at home. The minimum wage was not
 

considered unfair, but there were surplus laborers in the mining sector who
 

could no longer be carried at that level. The mining industry plunged into a
 

negative cash flow situation, forcing layoffs. The government then quickly
 

enacted a law which prohibited any firm from dismissing, retrenching or laying
 

off any worker without the written permission of the Minister of Labor.
 

Together with the freeze on managerial salaries, this had the effect of
 

removing incentives for work. Since employees now were guaranteed their jobs
 

and top management would not be financially compensated beyond a fixed
 

ceiling, productivity dropped by as much as 50 percent.
 

A third problem arose when the government of Zimbabwe refused to sign the
 

Overseas Private Investment Corporation (OPIC) agreement, which would have
 

given the firm protection against non-convertibility of dividends and
 

nationalization. This delayed negotiations, forcing the firm to reconsider
 

the security of its investment. By that time, the project had been lingering
 

for two years, had cost the firm $300,000, and the option to purchase had
 

expired (to be picked up by a South African company). Looking back, the
 

American executive commented, "we could have lived with less than 50 percent
 

equity and with limited dividend repatriation. Effectively, we would have
 

been allowed to take out only about 40 percent of our dividends, but we still
 

thought ic was an attractive proposition because we wanted to plow back money
 

into development of the mine. We were hopeful that quite a bit of our
 

investment could go in as loans. But we definitely needed an OPIC guatantee
 

and we needed a lifting of the labor restrictions. If the South African firm
 

does not succeed in its negotiations, we might still be interested, under
 

these conditions. But our concern is that, by then, the owners may rip the
 

guts out of the mine just to keep thing; going and our intitial estimates
 

would then be all wrong."
4 4
 

Government intervention often inhibits day-to-day commercial operations,
 

especially regarding labor. A US firm in the Ivory Coast which has been
 

established for 11 years in the country and which has a labor force of over
 

500 workers recounted the early days of its operations in which it had
 

extensive labor problems. Management was unaware of the extent to which the
 

law governs benefits, overtime and workers' rights, using standards which are
 

vastly different from American practice. All labor 's suppose to be recruited
 

through the Labor Office. Management must meet formally with labor
 

representatives no less than three hours a month. Every laborer is entitled
 

to 2.2 days of leave each month. In the words of the managing director, "you
 

cannot even fire a shop steward unless the ministry agrees. And their
 

agreement only comes after they send a committee of inquiry." In what must be
 

one of the most liberal set of standards for women employees in the world, a
 

pregnant woman is entitled to four months maternity leave. Adding on one
 

month of annual leave, she can claim at least five months of paid leave after
 

having a baby. In addition, she is entitled to one hour a day to feed the
 

baby at full pay for a period of one year, in effect, giving her a seven-hour
 

day. Ignorance of these entitlements pitted management against labor in the
 

early days of operation, with the result that the head office had to make a
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clean sweep of their top staff and put in a new set of officers. "We have
 
overcome all our problems in this area, but not without cost," the manager

reported. "Now we have one of the best reputations in the country,

particularly in light of introducing new features such as 
our safety program.

The government still gets involved unpredictably at various points in time.
 
For example, last year we were all pressured to hire a fixed quota of
 
unemplo'ed university graduates, whether we needed them or not. 
 We are
 
getting along and those graduates worked out okay, but we never ere free from
 
the government breathing down our necks." 4 5
 

C. Incentive Programs
 

Thus far, this study has focused on the disincentives of host country
 
policies. However, it is significant to point out that a number of countries
 
have also offered incentive programs to encourage industrial growth and
 
attract foreign investment. Typically, these include a wide variety of
 
financial benefits to 
promote domestic industry, regardless of the source of
 
the investment, as well as special attractions for overseas capital. 
Opinions
 
vary considerably as to the effectiveness of these measures.
 

Based 
on interviews with management officials of 90 multinationals in the
 
United States, Japan, Australia, and Western Europe, Isaiah Frank concluded
 
that 
"with the exception of service-sector firms, the mrultinationals reported

that they have generally benefited from host-country investment incentives.
 
Tax concessions appeared to be the most common; they are usually linked to new
 
investments, rural locations, export targets, and expanded productivity."

However, "only a handful of firms stated that 
special incentives have been
 
major considerations in their investment considerations. At the margin,

incentives can tip the balance, making a previously doubtful venture
 
attractive."46
 

Another study, based on interviews with top operating personnel from over 400
 
transuational affiliates and representatives of the developing countries,
 
concluded that "transnationals welcome such concessions, but few firms regard

them as of more than marginal significance. Far more important are the
 
fundamentals: market opportunities, labor ,osts and quality, and the economic
 
policies and regulatory environment established by the host government.

Developing countries would be well advised, therefore, to be extremely
 
cautious in offering financial and other inducements to foreign investment
 
beyond those specifically intended to 
compensate for the disincentives
 
inherent in 
the early stages of development and for host-government policies


' 4 7
 that discourage inward flows of capital."


Although there is no comprehensive data available on 
the effectiveness of such
 
incentives in Africa, the data suggest 
three major conclusions. First, no
 
country in Africa will permit virtually unrestricted entry of multinationals,
 
on 
the model of Hong Kong, and only a few would consider a full basket of
 
incentives including guarantees, credit and tax incentives, market protection,

and subsidies. 4 8 
 Secondly, although there are great variations within the
 
continent, by and large, there 
tend to be more policy disincentives than
 
incentives in Africa. 
One foreign businessman commented that he 
was not at
 
all interested in government incentives, only in removing existing government
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barriers. Third, it appears that government incentives are helpful where
 
favorable economic conditions already exist; they can be of critical
 
importance to an investor in weighing technical economic criteria, as the
 
example of the American mining firm considering an investment in Zimbabwe,
 
recounted earlier in this chapter, indicated. In that case, depletion
 
allowances were a vital consideration. Similarly, the decision of the H.J.
 
Heinz Corporation to invest in Zimbabwe (discussed in more detail in Chapter
 
V) turned, in the last stages of negotiations, on obtaining price relief from
 
the government of Zimbabwe. However, where market conditions are unfavorable,
 
or where the goverment does not implement the policy incentives in practice as
 
they are designed to achieve in principle, such incentives tend to have little
 
effect in compensating for what is fundamentally a poor investment climate.
 

D. Goverment Practices
 

The actual behavior of decision makers, as opposed to stated policy
 
guidelines, is probably the area of the greatest misperception and
 
misunderstanding. Often, we equate political images with economic
 
expectations, failing to recognize that our relations in one sphere do not
 
determine our relations in the other.
 

Angola, for example, a Marxist-Leninist State with whom we have no diplomatic
 
ties, became our third largest trading partner in Sub-Sahara Africa in 1981,
 
surpassed only by South Africa and Nigeria. Five US oil companies have
 
negotiated oil exploration agreements with the Angolan government, the Ex-Im
 
Bank has a total exposure n Angola of t114 million, and US exports in the
 
first half of 1982 were 30 percent higher than the same period a year
 
earlier. Through the course of these transactions, Angola has earned a
 
reputation for prompt debt payments and scrupulous adherence to observing the
 
terms of its contracts. Obviously, the rich economic potential of Angola will
 
not be fully realized until larger economic and political issues are settled.
 
However, Angola has taken the first step toward establishing a record as a
 
creditworthy country with a pragmatic attitude toward business. Despite its
 
political ties with the Soviet Union and Cuba, Angola's commercial behavior
 
has sparked keen interest Amnng a core group of ,ier1,an fliis who do not
 
hesitate to publicly praise the country's business practices.
 

The importance of the behaviorial, as opposed to the formal policy or
 
ideological orientation of governing elites was expressed by one American
 
executive who had 22 years working experience in Ghana, Liberia, Sierra Leone,
 
Nigeria and Zimbabwe:
 

I have no problems with socialism or a mixed economy anywhere in
 
Africa. The main problem is discipline, lack of accountability,
 
lack of respect for a certain code of behavior. In Ghana,
 
Nigeria, and many other countries in West Africa, there is the
 
hand-in-the-till mentality; smuggling is another major problem.
 
Here [in Zimbabwe] there is a chance of a private sector
 
existing, but the government has made it difficult for whites to
 
stay in the government. I have no particular brief for whites,
 
except that I fear that when they go this might lessen
 
discipline, promote decay in the running of things. Look at
 

30
 



Kenya for example. It had a well-balanced economy, good
 
agriculture, some mineral reserves, and a sophisticated and
 
advanced manufacturing infrastructure. Whe..her this will serve
 
to promote a sustained pattern of private foreign investment in
 
a prosperous economy in the future will depend upon the ability
 
of the government to maintain some discipline. In all these
 
countries, it is not so much the policies that the bureaucracy
 
turns out, it is the way they implement them in practice. 4 9
 

Asked what, in his opinion, were the best countries for investment in Africa,
 
the respondent replied:
 

The best countries to invest in are obviously those in which you
 
can get the best return on investment. It varies from place to
 
place, but generally 20 percent return on investment is whrt we
 
look for because of the high risk factor in Africa. Unless it
 
is a large project we look for a four year payout. We expect
 
the government to participate; that means they have a commitment
 
to the project. In spite of all the problems, I must say that,
 
on this basis, Nigeria is one of the countries which we would
 
not want to leave. But we are often very tempted and have come
 
close to it. The problems there are mammoth. For example, we
 
can't account for 32 million in our Nigerian company over a
 
period of years. We had 28 people there trying to find out what
 
was going on. Then our offices were set on fire and all the
 
records were destroyed. 5 0
 

E. Zimbabwe and Kenya: Contrasts in Perception
 

The lack of access to, and the unresponsiveness of the civil service is one of
 
the most important factors affecting business climates in Africa. Yet
 
perceptions do not always match reality. Angola is one case in point, as
 
indicated earlier. But 
the thrust of the problem can be further illustrated
 
by contrasting Kenya and Zimbabwe, two countries having commercial
 
environments which are contrary to impressions widely held by the
 
international community. Zimbabwe's external image is one of a socialist
 
state hostile to private enterprise. "Mugabe Vows an End to Private
 
Enterprise" blazed a headline in the Washington Post last year. Zimbabwe's
 
decision to change the names of a number of public places on the second
 
anniversary of its independence provoked erroneous reports, which surfaced
 
initially in South Africa, that these included names 
of Russian communist
 
leaders. Partly due to such accounts, the image of Zimbabwe as a country
 
rigidly opposed to private enterprise prevails. It is a view which is
 
reinforced by the refusal of the Zimbabwe government to sign an OPIC agreement
 
and the decision to create a Minerals Marketing Authority. In addition,
 
ideological statements give rise to doubts over how the government's socialist
 
objectives and the reality of private enterprise will be reconciled.
 

Putting ideology aside, Zimbabwe's record in the years since independence has
 
not been bad. For the first two years, real growth averaged more than ten
 
percent annually, and exports were roughly 40 percent above 1979 levels.
 
Industrial output increased 26 percent; farm p~oduction rose more than 50
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percent in value.51 Most importantly, while there is cause for continuing
 
concern, the confidence of the local business community is not nearly as
 
depressed as that of the international community. White emmigration is
 
leveling off: over the past two years, only some 40,000 to 50,000 of the
 
220,000 whites at independence have left the country, and there are more
 
commercial farmers now than at independence.
 

The local business community in Zimbabwe downplays the importance of the drift
 
to a one-party state, the Minerals Marketing Authority, and socialism--the
 
concerns highlighted by the western press. The Standard Bank Business Trends
 
Report of March 1982 concluded, for example, that "foreign investors are
 
unlikely to interpret the political changes that have taken place as evidence
 
of any deterioration - or, for that matter, improvement - in the country's
 
level of 'politica] risk exposure'. While it would be unwise to ignore the
 
very close interrelationships between economics and politics in Zimbabwe,
 
investment confidence is currently very much a function of technical and
 
economic criteria." In interviews conducL d with a range of Zimbabwe business
 
representatives, a similar guarded optimism prevailed.
 

Two factors explain the attitude of the local business community in Zimbabwe:
 
first, the policy of reconciliation implemented by Prime Minister Robert
 
Mugabe; and second, the competence, integrity, and access to government
 
officials. Local industrialists have a sense of the broad ideological range
 
of the leadership and the intensity of the debate going on over political and
 
economic policy. Not a single business representative interviewed in Zimbabwe
 
reported any difficulty in being able to book an appointment with and have a
 
responsive hearing from ministers or top civil servants concerned with their
 
problems. Union Carbide officials casually dismiss the public tongue-lashing
 
they received over transfer pricing, for example, citing the fact that the
 
government quickly repudiated these statements when a protest was made. There
 
is an awareness among many representatives in the business community of the
 
continuing struggles in the cabinet over private sector activities. One
 
respondent contended, for instance, that "there is a permanent role for the
 
private sector in Zimbabwe. The government is not made up primarily of
 
ideologues. When Mugabe talks of socialism, he is speaking to a different
 
constituency. He is arguing for equality and an improved standard of living
 
for blacks who have been denied basic material benefits for years. It would
 
be a grotesque mistake to look at African socialism as dogmatic or
 
inflexible."52
 

The undiscerning observer certainly has reason to be confused on the basis of
 
government statements alone. In a speech delivered on the occasion of the
 
country's second anniversary of independence, Mugabe said that "eventually we
 
hope we can socialize the entire socio-economic system." He announced two
 
months earlier, however, that "we cannot destroy the infrastructure we
 
inherited at independence. That would be to destroy the basis for future
 
progress. We want to develop on the viable basis we found at independence."
 
Arguing essentially for equity and social responsibility, Mugabe continued:
 
"many business concerns base their opecations on the need to maximize
 
profits. There is a lack of realization that those who work day-by-day to
 
insure such profits are also human beings who must be treated as such. They
 
deserve just wages...in other words, the government's hawk is not poised to
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seize the chicken of private enterprise. We want to establish state
 
We are not
participation and cooperation in the form of fresh concerns. 


talking of nationalization...unless the force of circumstances oblige us to do
 
so."53
 

An American banker based in Harare commented that "Mugabe is trying to create
 

a change in climate and attitudes. Before, it was wild west capitalism and it
 

was inextricably related to racism. He knows he is dealing with
 

unsophisticated masses and former combatants who must be restrained. Over
 
5 4
 

time, Zimbabwe will be a good place for an investment."
 

Local business confidence is also bolstered by concrete actions, such as the
 

appointment of respected individuals (including whites) to key posts, thc
 

maintenance of private sector managers to run public sector corporations, the
 

willingness to review government decisions, and the readiness to take the
 

private sector's views into account through meetings Mugabe has held at
 

various times with the business sector. There will continue to be
 

disgruntlement and doubt as the flush of enthusiasm following independence
 

dies down, the reatities of the world recession set in, the political tensions
 

of the region mount, and the white community adjusts 'o black rule. But, as
 

one local resident noted, the government is on a "learning curve. With time,
 

the apparent policy contradictions will begin to fade and the likelihood is
 

that the government will end up with a more explicit and favorable attitude
 

toward the private sector than its current semantics imply. We must allow the
 

debate to continue without being too pushy and recognize that they are doing

5 5
 

the best they can in dealing with tough issues.'
 

While local business confidence within Zimbabwe seems to be higher than that
 

of the international community, precisely the reverse is evident in Kenya. A
 

free enterprise economy, a democratically elected government, and a
 

"success." However, the
multi-racial society are all hallmarks of Kenya's 


impact of the world recession, declining commodity prices, a staggering
 

population growth rate of four percent, reduced productivity, and the abortive
 

coup attepmt in August 1982, have all had their impact. Despite close ties
 

with the US, Kenya has not attracted much American investment since the
 

mid-1970s. Some 140 US firms are established in Kenya, the bulk of which are
 

regional sales and distribution offices which are beginning to dwindle in
 

equity investments in
number. Since 1976, there have been only two US 


manufacturing operations, both under $250,000. A US embassy survey of US
 

business in Kenya concluded that "the decline in regional sales offices and
 

manufacturing facilities results primarily from the increased cost of
 

maintaining expatriate personnel and adverse economic conditions in Kenya and
 

surrounding countries. The high rate of personal income taxation for
 

expatriate personnel is the single most important reason for regional offices
 

leaving, and several remaining firms are seriously considering relocating."
 

Declining business confidence was aILo attributed to "the loss of export
 

markets (primarily due to the Tanzanian border closure), the depressed state
 

of the economy, and the increasing difficulties in dealing with the
 

bureaucracies on a host of matters, out particularly those related to foreign
 

exchange and import restr ctions...the firms which have decided not to expand
 

their involvement increased from 21 percent in 1978 to 47 percent in 1981.
 

This pessimism is reflected across the board but is most dramatic in the
 

33
 



manufacturing sector where the "no" response [to the question of planned
 
expansion] rose from 13 percent [last year] to 50 percent [this year], and in
 
the insurance-finance sector where it went from zero to 50 percent.
 
Obviously, the US business community does not consider Kenya as attractive a
 
place to do business as it did three years ago."

56
 

In interviews with both local and foreign businessmen, bureaucratic procedures
 
and the lack of responsiveness by the civil service and government elites,
 
particularly regarding foreign exchange and other government bottlenecks, were
 
singled out as major continuing problem.. Commented an American banker,
 
"Kenya is in deep trouble; investors should look very carefully. There is
 
unpredictability and corruption and it increasingly looks like the country
 
won't be able to feed itself.-5 7 Businessmen in Nairobi complained of their
 
inability to book appointments with top officials, of the labyrinth procedures
 
necessary to meet government requirements and of the lack of sensitivity to
 
the real costs involved in these delays.56
 

Another source of contention is the freedom given to civil servants to operate
 
private businesses in addition to holding down full-time jobs for the
 
government. One Kenyan recounted the local joke that every civil servant had
 
to bring two jackets to his office, one to hang on the back of his chair to
 
make it appear that he is around, and the other to wear to his own business.
 
Some attributed the decline in professional standards to the emergence of
 
"power cliques" in the civil service, to increased ethnic tensions, and to the
 
consequent politicization of the bureaucracy. In the wake of the August
 
disturbances, conspiratorial theories were rife.
 

President Daniel arap Moi addressed some of these pressing business concerns
 

in a speech delivered one month after the attempted coup, promising
 
improvements in export incentives, more expeditious allocation of import
 
licenses and foreign exchange, encouragement of joint ventures, reduced
 
government participation in parastatal organizations, the creation of a new
 
investment advisory center, and a review of the laws regarding repatriation of
 
profits and capitals. "A good statement, but let's see how much it is
 
implemented in practice," was the typical response. Cynicism and skepticism
 
have crept into what was once a community tnat proudly boasted of being one of
 
the best business environments in Africa.
 

As the examples of Zimbabwe and Kenya show, the behavior of host country
 
elites is an extremely vital factor in shaping The confidence of the private
 
sector--more important, in many cases, than official policy, ideology or
 
political structure. But it is a difficult factor to assess from afar.
 
Seemingly "hostile" governments may be relatively easy to deal with, while
 
"friendly" regimes may be the most difficult to do business with in practice.
 

F. Cultural Factors
 

Host country policies and elite attitudes are also shaped by cultural
 
determinants that vary from country to country. The Ivory Coast lacks a
 
traditional trading tradition prevalent in West Africa as a whole. The Sudan
 
is affected by Islamic custom, which frowns on the practice of charging
 
interest on loans. Corruption thoroughly dominates business practices in some
 
countries. In Nigeria, business standards are "so shady that most Western
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embassies have started preparing lists of Nigerian firms to be avoided by
 
foreign companies seeking to do business here. The US Embassy list includes
 
2,500 names and is growing steadily."

5 9
 

Ethnic factors can also create problems; conflict could arise if a personnel
 
manager from one ethnic group is placed in a factory where local labor is
 
predominantly from a rival group. The casual concept of time, differing
 
traditions of socializing, conflicting views on what is expected from
 
"partnership" all are examples of cultural factors that affect commercial
 
relationships. At times, the sheer prospect of dealing with such an array of
 
different cultural conditions turns off Americans. As a UN official
 
commented, "in the Third World today, one must sell the country first, before
 
you can sell a project to an American." Putting these cultural factors into
 
perspective will enable public and private sector interests to be better
 
harmonized and the attitudes of African elites to be better understood. While
 
this is a subject that goes far beyond the scope of this paper, the
 
fundamental importance of cultural conditions in each region, country or
 
district should not be overlooked in assessing host country conditions for
 
private sector activities as a whole.
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IV. THE INDIGENOUS ENTREPRENEURIAL SECTOR
 

A. Structure of the Indigenous Private Sector
 

The indigenous entrepreneurial class is probably the most neglected and least
 

understood aspect of private sector development in Africa. Research on this
 

subject has been limited, data is unreliable or non-existent, and a great many
 

misperceptions continue to be held by donors and recipients alike. In its
 

broadest sense, the indigenous private sector encompasses all non-foreign and
 

non-government commercial activities, or as Secretary Crocker defined it a
 

sector that "is overwhelmingly a realm of small operators - farmers,
 

fishermen, artisans, cooperatives. The arch type is -,%at dynamo of small
 

scale capitalism, the woman market entrepreneur who duminants much indigenous
 

retailing, the so-called 'informal sector' in West Africa.'
6 0
 

Setting aside the agricultural sector, however, a clear image of the size and
 

structure of the African private sector is difficult to assess. In this
 

study, the focus is on the "entrepreneur" - the person who organizes, operates
 

and assumes the risk of a profit-making business venture, one who is a manager
 

or a producer. Most observers do not realize just how underdeveloped the
 

African indigenous entrepreneurial sector is. A report compiled by the
 

Secretariats of the Organization of African Unity (OAU), the Economic
 

Commission for Africa (ECA), and the African Development Bank (ADB) explained
 

that:
 

Historically, and especially during the post-war period, most
 

developing countries have had the perception that rapid economic
 

development could only come through very strong intervention and
 

leadership of the public sector. The indigenous private sector
 

was rarely ever in a position to play an active role in
 

development, especially in the modern sector. Skilled manpower
 

was concentrated in the public sector; resources (meager as they
 

were) for projects were directly or indirectly dependent on
 

government initiatives; information (on technology, on markets,
 

on financing, etc.) was more accessible to government; and,
 

finally, government was organized, but the indigenous private
 

sector was not.
 

Resulting from these historical facts, and because of the
 

paternalistic perception of government and leaders which
 

tradition encouraged, the ordinary person looked to government
 

to take initiative and to lead the way. Therefore, the public
 

sector was far ahead of the indigenous private sector in
 

bringing about development - almost the reverse of the situation
 

in many advanced market economies where the private sector set
 

the pace for development.
 

Although changes have taken place in Africa over the last two
 
decades, the situation portrayed above has not altered
 

substantially, and for some time to come the public sector would
 

probably remain large. If this assessment is accepted, it
 

follows that a more practical goal of policy would be to make
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the public sector more efficient and more development-oriented,
 
rather than to reduce its size.

61
 

In a continent with the highest concentration of proverty in the world,
 
entrepreneurship is very much a mincrity occupation, requirin, a special set
 

of attitudes and skills. By and large, educated Africans still tend to be
 

attracted to the public sector, where security and (lately) affluence are to
 
be had, or to the professions. The indigenous private sector predominates in
 
trade and commerce, with only a fraction of the local population going into
 
manufacturing, a sector still largely controlled by foreign or ethnic minority
 
interests. Zimbabwe, the second most developed economy in the continent after
 
South Africa, for example, is a country whose productive capacity is 70
 
percent owned by foreigners, chiefly British and South African interests.
 
"There is virtually no penetration of the modern industrial sector by African
 
entrepreneurs."62  Some Nigerian entrepreneurs have gone into manufacturing,
 
but they constitute a small elite which constitutes little to the country's
 
gross domestic product. Manufacturing accounted for only six percent of
 
Nigeria's GDP in 1979/80 and the strength and integrity of the indigenous
63
 

entrepreneurial class has been 
called into question.


Thus, the assumption of a thriving private sector across the continent of
 
Africa is one of many misperceptions or half-truths associated with popular
 
notions of the African private sector. There are a number of others.
 
Conventional wisdom also holds that: (1) African governments invariably
 

prefer to encourage indigenous entrepreneurs over foreign investors, (2)
 
numerous indigenous entrepreneurs are waiting in the wings to go into business
 
if only government restrictions are removed, (3) the major resource constraint
 
for the development of indigenous private enterprise is a lack of credit or
 

capital and, (4) indigenous entrepreneurs will invariably benefit from a
 
dimunition of the role of foreigners. These beliefs must be examined with
 

greater scrutiny. As the discussion below illustrates, the situation is far
 
wore complex, the country variations far more diverse, and the likely
 
solutions far less obvious than is commonly imagined.
 

B. Attitudinal Ambivalence Toward Indigenous Entrepreneurs
 

Judging by the stated policies of most African governments, one would assume
 
that African decision makers prefer to encourage indigenous entrepreneurs over
 

foreign investors in almost all circumstances. In actuality, African
 
governments are deeply divided on this question. Local entrepreneurs in every
 

country included in this study felt that their governments leaned in favor of
 

foreign investors over indigenous businessmen and were not as supportive as is
 

commonly supposed. As a recent report on Zimbabwe commented, "the present
 
climate in Zimbabwe is not particularly conducive to small entrepreneurs.
 
This is much more the consequence of previous industrial and economic policy
 

than it is the policy of the present government. [But] although the
 

government has officially welcomed business development, especially in the
 
rural areas, there remains an ambivalent attitude toward the private sector,
 
and this affects small business as well. Government is not anxious to create
 

a new African capitalist class to replace the white capitalist class."
64
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Even in countries which, in principle, have committed themselves to a mixed
 
economy with an active indigenous entrepreneurial class, serious problems
 
arise. Nigeria undertook what is probably the most ambitious program in
 
Africa to strengthen its indigenous sector, but the public criticized
 
implementation of laws which tended to favor the "Mr. Forty Percenters" 
those who were seen to be amassing wealth and to be more concerned with
 
collecting dividends than participating as responsible corporate decision
 
makers and managers. As a result, in 1977 the Nigerian government placed a
 
limitation of five percent on the amount of shares an individual Nigerian may
 
own in a publicly held enterprise.
 

Conservative economic preferences for qualified skills and scarce resources
 
further complicate the matter. Some African leaders, especially in
 
Francophone Africa, openly admit that they would favor a foreign investor--who
 
can bring management, technology, and needed foreign exchange to a
 
project--over a local partner. Governments are also concerned about losing
 
manpower skills in state institutions. Parastatals, government agencies, and
 
foreign corporations have absorbed most high level manpower; officials do not
 
want to dilute the impact of Africanization already achieved in these
 
institutions.
 

Political considerations, as always, enter fhe picture as well. Governments
 
are concerned over the possible political and economic impact of a thriving
 
entrepr, irial class. While some countries, such as Tanzania, have placed
 
strong ic.,trictions on the conduct of the civil service, others are unwilling
 
or unable to control their bureaucratic and military elites, both of which
 
have profited from indigenization efforts. Nor is it clear how an independent
 
business class will assert its influence in the next political generation, a
 
development which appears of real concern in a few states, such as Kenya and
 
Nigeria.
 

These conflicting motivations have had their impact on the motivation and
 
self-image of indigenous entrepreneurs. in all the countries visited during
 
the course of this study, local entrepreneurs reported that they were
 
perceived as "exploiters" taking advantage of society as a whole, that they
 
had to defend their chosen occupation against negative public attitudes.
 
Public bias against local businessmen is rooted in a complex array of factors,
 
including the colonial experience, post-independence disillusionment with
 
political leadership, and ideology. In some areas, it is a legacy of the
 
identification of capitalism with racism and foreign domination. In others,
 
it is a more recent identification of government with corruption, the public
 
assuming that successful entrepreneurs must have been granted special
 
privileges to get ahead. Because of these lingering feelings, most of which
 
have not been honestly confronted and assessed, many governments are of two
 
minds on the question, encouraging entrepreneurs in principle, but being less
 
than enthusiastic in offering real support in practice.
 

C. Role of Government and Credit Constraints
 

Two other closely related beliefs have to do with assumed constraints on
 
African entrepreneurs. The first holds that indigenous entrepreneurs would
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flourish once government restrictions are removed. Certainly, government

restrictions can depress, if not eliminate, the private sector. 
Excessive
 
state intervention in the economy has been a major impediment for local
 
entrepreneurship; in some cases, such as 
in Ghana under Nkrumah, the local
 
private sector was discouraged as a matter of policy. However, simply

removing government restrictions and, in the 
interest of economic nationalism,
 
creating a series of financial incentives or statutory protections will not go
 
very far toward creating entrepreneurs, if other preconditions are not
 
present. Government 
 upport may be a necessary, but not a sufficient,
 
condition to develop entrepreneurs. 
Where the local population has little
 
background or training in production; where 
there is a large foreign presence,

including a resident non-African minority; and where emergent businessmen lack

the managerial and technological know-how, legal and financial incentives are
 
likely to be ineffective and futile.
 

The second commonly cited constraint is a shortage of credit, savings and
 
venture capital to encourage local business. 
 It is true that capital and
 
credit are scarce for local businesses; however, very often this is 
nct a

function of inadequate resources as it 
is a matter of conservative policies.

Local banks have little incentive to lend to 
small or medium-size enterprises,

when they 
can more safely invest their funds in large-scale enterprises with a
 
proven credit rating and managerial competence. The problem, then, is not a
 
lack of capital, but 
a lack of access to capital.
 

Traditionally, donor organizations have not allocated 
a significant part of
 
their resources 
toward promoting small and medium enterprises or encouraging

African governments to adjust their policies 
to encourage private enterprise.

Aid funds are largely invested in rural development to help the "poorest of
 
the poor." While this is an understandable priority, it has been stressed to
the point of excluding the local entrepreneurial sector as a factor in
 
development. Local entrepreneurship can contribute to 
the diversification of
 
African economies, provide a basis for partnership with foceign enterprise,

mobilize greater financial and human resources, generate employment, and
 
satisfy the drive for reduced dependency on world markets. The burden for
 
dealing with this issue has thus fallen on African governments. With mixed
 
feelings toward entrepreneurship, scarce resources, and a host of more
 
immediate issues to deal with, the net effect has been to permit this aspect

of development to be either ignored or 
confronted simplistically and
 
ineffectively through state intervention.
 

The role of government and credit constraints are two factors which African
 
countries have tried to 
take into account in promoting indigenous enterprise.

Three primary approaches have been tried. 
 The first approach to 3timulate
 
African enterprise was to nationalize and takeover foreign firms. 
 Between
 
1960 and 1974, there were 
340 cases of expropriation in Sub-Sahara Africa.
 
During the same period, expropriations for the world as 
a whole numbered 875.
 
Thus, roughly 39 percent of all nationalizations during those years occurred
 
in Africa. 6 5 
 A second approach to stimulate the indigenous sector was for
 
African governments to establish public corporations or parastatals in
 
manufacturing, mining, transport, and marketing. 
Such public enterprises were

intended to be rapidly growing, self-supporting institutions of public trust,
 
many of which, it was announced at the time of incorporation, were to be
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dissolved at a stage when the private sector was sufficiently developed to
 
take over. The Ivory Coast, for example, had more than 36 such public
 
enterprises, while Uganda increased from 14 parastatals in 1972 to a total of
 
62 parastatals in 1976.66 Based on seven countries for which data were
 
available, the Berg Report maintained that, for Africa as a whole, "the public
 
sector now employs between 40 and 74 percent of those recorded in paid
 
employment and thet public sector employment has grown much faster than that
 
of tie private se.tor." 67
 

A third approach, now increasingly popular, is that of indigenization. S.I.
 
Edokpayi, an official at the ECA Secretariat, defined indigenization as a
 
national policy which "aims at transferring the control and direction of
 
economic power from foreign to indigenous hands, both public and private.
 
This policy is much broader and more complex than the issue of localization or
 
Africanization of the public or parastatal services: it is directed at
 
ownership, control, direction and effective management" of commerce, industry
 
and other economic activities. 
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Where indigenization of capital by transfer to private interests has been
 
tried, the results have been somewhat disappointing. A representative from
 
the International Finance Corporation (IFC), assessing the rate of
 
entrepreneurial development in Francophone Africa, for example, (where
 
indigenization efforts have been encouraged through promotional efforts rather
 
than through compulsory divestment), concluded that Ivorian entrepreneurs were
 
smaller in number than their counterparts in Senegal, Cameroon and even some
 
Sahelian countries. He attributed this to the lack of a strong trading
 
tradition in the country. "Without a trading tradition, it is hard to
 
diversify into manufacturing. Ivorian businessmen are generally civil
 
servants or property holders who acquire directorships in foreign firms.
 
Basically, they have a farming tradition."69 A banker stationed in the
 
Ivory Coast concurred: "the Ivorians...are in the minority in every
 
commercial sector, even in retail trade. Voltaics [immigrants from Upper
 
Volta] were so poor that they had nothing when they came to this country, but
 
they have been the ones to prosper. They were willing to work on the farms
 
for next to nothing. They saved every penney. There are about one and
 
one-half million Voltaics in the country. They and others fror" Benin and
 
Niger have penetrated the business sector, not the Ivorians." 7 0
 

State agencies which have been created to help the private sector by offering
 
capital, crdit, management advice, etc., suffer from a number of weaknesses.
 
They often do not discriminate between foreign and local operators, tend to be
 
of low priority in the government's hierarchy of economic objectives, and are
 
crippled by a serious lack of funds to finance feasibility studies, hire
 
staff, or see projects through to implementation. Lacking independent
 
authority, they must contend with stronger political factions in other
 
ministries which are reluctant to yield jurisdiction. As a rule, government
 
agencies devoted to the promotion of the indigenous private sector lack the
 
authority or resources to be effective.
 

Another form of indigenization is a more forceful program, which limits
 
ownership by foreign firms in certain sectors. The most comprehensive
 
evaluation of government efforts to remove restrictions and support local
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entrepreneurs through a ccmpulsory program of this type was conducted by Sayre
 

Schatz.7 1  Examining the impact of government measures in Nigeria, Schatz
 
concentrates on a class of entrepreneurs which, he claims, has a role that "is
 
sure to expand." But he questions the efficacy of government plans and
 
refutes the assumptions upon which they were based.
 

Dealing with the common perception, discussed earlier, that capital shortage
 

is a major Impediment to local investment, for example, he argues that this
 
"is an illusion created by a large false demand for capital; and that the
 
major problem for indigenous enterprise is actually a shortage of viable
 
projects."7 2 The false demand "exists when an entrepreneur or an aspiring
 

entrepreneur seeks capital for a venture that does not have a reasonably good
 
chance of business success," because it is badly conceived, insufficently
 
managed, or subject to other unfavorable or economically unviable conditions.
 
"For the most part, Nigerian entrepreneurs who have profitable uses for
 

7 3 
capital have been able to secure it."' Beyond Nigeria, he concludes, "the
 
lack of commercially viable projects turns out to be the fundamental problem
 
in country after country in Africa which has tried to promote development by
 
providing capital to indigenous businessmen."
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Many other studies support Schatz's conclusion. Citing Ghana, Uganda, Sudan,
 
Liberia, Sierra Leone, Ethiopia (prior to the revolution), Staley similarly
 

found that "no purely financial solution will help" to create an indigenous
 
entrepreneurial class. 7 5 Collins likewise wrote that "by any standard...the
 
indigenization programs of the kind carried out in the 1970s throughout Africa
 

have cost considerable political and organizational skills on the part of
 
public sector agencies created to manage them. While there has been some
 
progress, generally the lack of such skills has prevented Indigenization
 

programs from meeting their intended objectives." 7 6 Whatever legal or
 
financial incentives were included in these programs, Schatz noted,
 
"...indigenous business did not fare well and contributed little to Nigeria's
 

economic development."
7 7
 

Simply removing government restrictions, where they exist, and promoting or
 
compulsorily requiring indigenization, will not necessarily lead to the
 
emergence of a competent indigenous entrepreneurial class. Entrepreneurship
 

is a highly developed skill or set of skills that mubL bc Icarned over a long
 
period of time. It is tied to fundamental attitudes toward work, basic
 
motivations to succeed, and built-in capacities to sustain risk. Efforts to
 
promote entrepreneurship must deal with these requirements - by helping
 
aspiring entrepreneurs to conceive, establish and manage ventures - rather
 

than assume that these abilities will develop on their own, once market forces
 
are favorable.
 

D. Indigenous Entrepreneurs and Foreign Commercial Interests
 

Another common misperception holds that the indigenous private sector will
 
inva..ably benefit from a dimunition in the role of the foreign private
 
sector. Again experience has shown, to the contrary, that this is not always
 
the case. Opportunities to acquire shares in expatriate enterprises are often
 
limited to those few who have the income and the information to take advantage
 
of the offer, most commonly members of the bureaucratic and military elites.
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"Indigenization has sometimes led to the emergence of a new capitalist [though
 
not necessarily entrepreneurial] class and has exacerbated the skewed income
 
distribution in many developing African countries. "78
 

Another major difficulty is the impact a reduced foreign role will have on the
 
economy as a whole. Shaping development strategies so that they benefit the
 
intended target group is one of the most politically sensitive issues in
 
Africa today, especially in countries with resident ethnic minorities.
 

Kenya decided in the early 1970s, for example, to deny trading licenses to
 
non-Kenyans, a policy which was aimed at the Asian community which had
 
dominated retail trade. "We cleaned up" said one former Kenyan minister in an
 
interview in Nairobi, "but it did not work in the urban areas. We didn't have
 
enough financial backup, nor did we have management skills to operate the
 
shops we pushed the Asians out of. Within three or four years, we had to
 
relent and allow some Asians to buy back some of their businesses." 7 9
 

Today, Asians make up less than one-half of one percent of Kenya's
 
population. But a recent survey estimated that they control 24 percent of the
 
country's $4 billion gross domestic product, even though they are nearly
 
excluded from agriculture. 8 0  In addition, it is estimated they control
 
three-fourths of the country's retail business, 60 percent of the construction
 
sector, and 55 percent of all manufacturing. Half of the country's doctors 
and a quarter of the attorneys are also thought to be Asian and they are said
 
to control 40 percenL of the insurance and transportation spheres.
 

Asians have long been a target of criticism in Kenya, as in much of East
 
Africa. In April 1982, President Daniel arap Mol delivered a blistering
 
attack on this community. In his speech, which included a mockery of the
 
Indian accent, Moi asserted that "instead of Asians using their advanced
 
knowledge in business to help Africans to improve their profit margins, Asians
 
in this country are ruining the economy by smuggling currency out and even
 
hoarding essential goods and selling them through the back door. From now on,
 
anyone found hoarding or smuggling will be punished severely. If he is an
 
Asian, he will be deported immediately regardless of whether he is a citizen
 
or not, and if he is an African he will have his [business] license
 

'
 cancelled. "81 Four months later, hostility against the Asian community
 
violently erupted during disturbances in which Asian shops were looted and
 
Asian women raped. Given this background, it would be extremely difficult for
 
the Kenyan government to devise means of rapidly indigenizing the economy
 
without stirring up further racist sentiment, risking more political upheaval
 
and inviting economic collapse.
 

The problem of indigenizing the private sector by helping Africans compete
 
more effectively remains one of the biggest challenges ahead. The problem
 
should not be cast as one of replacing the ethnic minorities, whether they be
 
European, Lebanese, Greek or Asian, but rather as developing African abilities
 
to compete with equal skill, resources and com, tence. The essential question
 
in controlling either the MNCs or ethnic minorities is: who benefits?
 
Precipitous actions in the past have shown that, all too often, the
 
beneficiaries of well-intended policies are not African entrepreneurs. They
 
cannot be created overnight by a single stroke of the pen.
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E. Prospects for Entrepreneurial Development
 

Despite the low level of entrepreneurial development in Africa today and the

disappointing results of previous efforts to stimulate the 
private sector,

there is no doubt about the fundamental will, spirit, and desire of a number
 
of populations in Africa to 
become involved in profit making enterprises.
 
Michael Roemer observed that,
 

the market is alive and well in Africa, and continues to spawn

entrepreneurially gifted people. 
 Most activity centers on
 
trading, agriculture and very small industry, and much of it 
is
 
in the informal sector. 
 This is simply a condition of
 
underdevelopment: entrepreneurial activity was 
similarly

concentrated in Europe before industrialization. Public
 
enterprise is probably necessary at this stage of African
 
history to pursue certain development goals. But the task
 
before African governments should be to foster African
 
entrepreneurs on a larger scale, rather than to work on 
the
 
assumption that government enterprise is an adequate


8 2

substitite.


African traders--particularly the renowned West Africa market women--have
 
shown themselves to be venturesome, resourceful, flexible, and quick to

respond to economic opportunity. However, it is 
a big step to go from trading

to a larger commercial enterprise which requires 
more technological

advancement, production standards, organizational skills, marketing

strategies, managerial efficiency, financial sophistication and a favorable
 
economic environment. Conditions vary greatly, however, and each country must
 
be evaluated on its own terms.
 

The economic environment in the 
Sudan, for example, appears most unfavorable
 
for the development of entrepreneurs, despite the fact that 
it has a rich
 
trading tradition that continues 
to thrive in a dual economy. The public

sector is on the verge of bankruptcy and the IMF has had 
to extend emergency

facilities in exchange for stiff austerity requirements. But, the lack of

foreign exchange in one of Africa's largest debtor nations appears to be no

obstacle to the supply of goods in the shops. 
 Textiles, radios, stereos, and
 
a wide variety of other consumer items are readily available. Foreign

exchange for these imports is 
obtained through two sources: private

moneylenders, who are 
legally permitted to sell foreign currencies at a

"street rate," and expatriate Sudanese working in the oil-rich Gulf states,

who repatriate an estimated $400 million a year into 
the country. The
 
government tolerates, indeed, 
even encourages the "brain drain," in order to
 
continue 
to have access to these foreign earnings. Traders obviously find

little financial incentive to shift their activities into risky manufacturing

operations which are far more cumbersome, less financially rewarding, more
 
technically demanding and currently dominated by Greek, Armenian and Arab
 
businessmen.
 

Sudan's 
"brain drain" problem contrasts with the situation in the Ivory Coast,

where other factors constrain entrepreneurial development. Indigenous

entrepreneurship in the Ivory Coast is thwarted by 
the large French presence
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in nearly every aspect of the economy except agriculture, and by educated
 
African refugees from Upper Volta, Benin, and other Francophone West African
 
states, many of whom have become outstanding businessmen. Fully one-third of
 
the population of Abidjan is estimated to be of foreign origin. Thus, Sudan
 
and Kenya illustrate the 
two sides of the problem of human resource
 
allocation, the former having a dearth of experienced manpower, the latter
 
having a surfeit.
 

These examples underscore the necessity for highly individualized country
 
strategies, focused on 
the particular needs of each environment, in any

assistance program aiming at entrepreneurial development. Based on the
 
interviews conducted in this study and the work of previous scholars, the
 
fundamental impediments to be taken into account in such a strategy are:
 

" 	Socio-economic factors (existence of 
a trading tradition, educational
 
levels, ethnic or 
regional patterns of economic activities, cultural
 
attitudes toward entrepreneurs, ideological beliefs, etc.).
 

" 
Lack of viable projects and shortage of necessary skills to prepare and
 
manage economically sound proposals.
 

" 	Structural and institutional barriers (small markets, poor

infrastructure, foreign exchange shortages, government policies,
 
political favoritism and corruption).
 

" 
The existence of entrenched resident minorities and a large foreign
 
presence in commercial activities.
 

While the activities of multinationals or the lack of capital and credit
 
should be assessed in each country, the tendency to focus exclusively on these
 
factors in isolation of 
the larger economic picture has also resulted in
 
misplaced priorities. Competition from resident ethnic minorities and the
 
policies of local lending institutions are at least of equal if not more
 
importance in stimulating entrepreneurial development. Given the lively and
 
dynamic nature of the Africen market, the emerging consciousness of donors and
 
African governments to 
the importance of developing the entrepreneurial
 
sector, and -ssu-Ing the necessary resources will be applied, the long-term

prospects 
for indigencus private sector development are encouraging. It will
 
take time and patience, redirecting efforts at better understanding the real
 
constraints rather than operating on 
largely untested or unsuccessful premises

that have guided efforts in the past. Nor will "success" in this effort be
 
easily measured. The real test of successful programs in this regard will not
 
be the number of small businesses that can be started in a fixed period of
 
time, but in the evolution of an environment more conducive to local
 
enterprise, the development of 
a genuine entrepreneurial class, and the shift
 
in public attitudes from viewing entrepreneurs as exploitative of society to
 
being constructive partners in development.
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V. US INVESTOR POLICIES AND PRACTICES
 

A. Corporate Characteristics Relevant 
to the African Environment
 

Compared to other regions, the level of 
US investment in Africa is miniscule.
 
Unless there is a special reason for looking toward the continent, a US firm
 
seeking overseas investment would typically turn to Latin America, Asia or the
 
Middle East before it would venture forth into the distant and unknown terrain
 
of Sub-Sahara Africa. 
 Some of the reasons for this lack of interest are based
 
on historical circumstances, economic conditions, and cultural factors,
 
discussed earlier. 
 Part of the explanation for American disinterest in Africa 
and, in some instances, for American failure in Africa - can also be found in
 
the policies and practices of US firms themselves. It is to this subject that
 
this discussion now turns.
 

It goes without saying that due to geographical remoteness and lack of colonial 
experience, Americans are far less familiar with Africa than are Europeans. As 
a rule, Americans receive most of their information about the continent through
sporatic coverage of sensationalistic or dramatic events in the mass media. As 
a result, most Americans view Africa in neo.ative stpreotypen, overgeneralizing

about the continent as a whole. 
 Ihu i'gendidry stories often associated with
 
Nigeria, for xa:npie, are frequent lv taken as representative of the African
 
marketplace generally, 
 although there is a wide diversity of conditions among

the 45 countries south of the Sahara 
 and Nigeria is, in many respects,
 
unique .N3
 

Beyond Nigeria, the image of the rest of the continent (excluding South Africa) 
is that it Is a collection of small, poor, and commercially unpromising 
countries. Socialism is another common fear, although there are only a handful 
of states in the continent that subscribe to a Marxist ideology. Many of them 
offer a favorable business climate, greater political stability, natural 
resources and promising opportunities. The failure to make these distinctions,
 
to see Sub-Sahara Africa as 
a highly diverse region with some potentially

rewarding markets, has been a major reason why many American investments and
 
trade opportunities have never materialized.
 

Another major feature of the US corporate community which explains its low level 
of involvement in Africa concerns the goals and resources of US business,
 
especially as 
contrasted with European and Japanese activities. Europeans tend 
to look for raw materials and sek ways to exploit material-saving technologies 
to expand into new markets. Arne: :cans treat overseas investments as extensions 
of their already large domestic market. US firms generally venture forth on 
their own; 
European and Japanese firms enjoy generous government benefits. US
 
firms tend 
to be controlled through anti-trust and anti-corruption legislation,

regulatory agencies, and congressional oversight; in Europe and Japan,
 
government and business are 
partners, rot adversaries. These differences in
 
goals, outlook, and support constrain US businesses from taking unnecessary
 
risks abroad without unusually high rewards.
 

A third factor accounting for the low presence of 
US firms in Africa is the
 
way in which US firms prefer to do business. Routine business practices are
 
often fundamentally incompatible with the imperatives of the African
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environment. On the question of ownership, for example, many American firms
 
either prefer wholly-owned subsidiaries, a position which will deny them any
 
significant entry into Third World markets, or object to indigenization
 
policies which restrict the freedom of multinationals. In a study of 96
 
European and American multinational corporation managers interviewed in
 
Brazil, Malaysia and Nigeria, La Palombara and Blank found that,
 
philosophically, US firms were not resistant to indigenization, but were
 
having difficulties in meeting some of the practical problems associated with
 
such policies. 8 4 American managers complained of a shortage of skilled
 
manpower or local partners. Nationals educated abroad for specific jobs often
 
refuse to return home or are grabbed by aggressive head-hunting companies that
 
offer incentives out of proportion to the jobs. Many American firms are
 
cautious in indigerizing key positions. The authors found that, "in American
 
firms, the position least likely to be turned over to locals at an early stage
 
is that of chief financial officer. Some companies will appoint locals as
 
managing directors or chief executive officers, but there is also reluctance
 
there."o5
 

The positions most readily turned over to local citizens are those in
 
personnel, legal affairs, and public relations, the underlying assumption
 
being that these are areas where knowledge of the local culture is a
 
prerequisite for effective performance. For similar reasons, local people are
 
also likely to acquire managerial responsibilities in marketing. Host country
 
governments have become highly sensitive to these conservative practices and,
 
as a result, are exerting more pressure on muiltinational firms to indigenize
 
managerial positions across the board.
 

American firms also exercise very close control over their foreign
 
subsidiaries. The chief executive officer of a large American multinational
 
in Africa reported in exasperation that "I can't even buy a piston without
 
authorization from corporate headquarters." 8 6 In large multinationals,
 
corporate organization follows global product lines, not regional structures,
 
and corporate policies are correspondingly less sensitive to local conditions,
 
despite pleas from branch offices. As a rule, "control points in US corporate
 
organization are normally remote from host countries," reported La Palombara
 
and Blank. 8 7
 

With few exceptions, the chief executive officer of an Arnerican plant in 
Africa is not very high on the corporate power structu" 2 of a large 
multinational global operation. As Peter Drucker vividly described it, 

A plant employing 750 people and selling $8 million worth of
 
goods is in most developing countries a major employer - both of
 
rank and file and of management - and a big business. For the
 
multinational parent company employing altogether 97,000 people
 
and selling close to t2 billion worth of goods a year, that
 
plant is, however, at best, marginal. Top management in
 
Rotterdam, Munich, London or Chicago can spend practically no
 
time on it...
 

The discrepancy between the relative insignificance of the
 
affiliate in a developing country and its importance and
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visibility for the host country poses, however, a major problem
 
for the multinationals... Within the developing country, the man
 
in charge of the business with 750 employees and $8 million in
 
sales has to be an important man. While his business is minute
 
compared to the company's business in Germany, Great Britain or
 
the United States, it is every bit as diffirilt - indeed it is
 
likely to be a good deal more difficult, risky and demanding.
 
And he has to treat as an equal with the government leaders, the
 
bankers and the business leaders o!: his country, people whom the
 
district sales manager in Hamburg, Rotterdam or Kansas City
 
never even see. 
 Yet his sales and profits are less than those
 
of the Hamburg, Rotterdam or Kansas City sales district. And
 
his growth potential is, in most casc's, even lower.
 

This clash between two realities - the personal qualifications
 
and competence, the position, prestige and power needed by the
 
affiliate's top management people to do their job 
in the
 
developing country, and the reality of 
a 'sales district' in
 
absolute, quantitative terms - the traditional corporate
 
structure of the multinationals cannot resolve. 8 8
 

Another major featurc of US corporate practice relates to the shorter time
 
frame used for assessing corporate activitiCs. Americans have a
 
get-rich-quick image 
in Africa, being viewed by African governments and
 
European competitors as 
firms which want to invest as little as possible, earn
 
quick returns, and repatriate quickly. 
 Than image is not far from the truth.
 
Many American firms expect to receive substantial cr complete pay back on
 
their investment within three years. They assess 
their progress on the basis
 
of quarterly budget evaluations, a :ime frame which makes it nearly impossible
 
for ne-, investments to show profitability within a reasonable period. "Given
 
the inevitable delays in Africa, it is doubtful than an American firm can make
 
a profit fast enough to satisfy the home office," one respondent commented, 
describing the frustrations that local managers experience. Europeans and
 
Japanese are more concerned with establishing a market presence for the
 
long-term future, understanding the need for constancy .rnd strategic
 
planning. "The existence of the European community has not yet changed the
 
basic European managerial conviction that to be successful requires being in
 
business overseas, on almost any basis. "89
 

The shorter time perspective of American firms is also reflected in 
personnel

pclicies. European managers tend 
to st, y abroad longer, whereas US managers
 
move in and out of managerial positions far more frequently. If they stay

abroad too long, American managers may lose the opportunity to move up the
 
corporate ladder. Overseas assignments are desired primarily for the
 
experience; it is regarded as 
a means to a higher end. By contrast, it is not
 
unusual for European managers 
to become regional specialists; they will try to
 
learn the local language, may marry local people, and establish a broad range

of contacts beyond their own national commuitity. This takes time, an asset
 
which American managers can ill-afford while on two or three year tours.
 
"Frequent turnover of managers is often identified as the most serious
 
hindrance to the advancement of US corporate interests abroad ....This...may
 
suggest that the entire international management system requires rethinking at
 
a more basic level," commented La Palombara and Blank.90
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On the other hand, there are certain disadvantages to longevity. Managers

with long 
tours of duty may be resistant to change, particularly if new
 
governments assume different ideological perspectives. The "old timers," some
 
of whom have lived in 
Africa zince colonial days, may have the advantage of
 
taking the long historical view of things, but they also tend 
to carry the
 
liability of longing for 
the "good old days." Former colonial administrators
 
frequently exhibit this characteristic along with many white settlers who
 
crave the time, not so long ago, when they were 
in charge. US firms sometimes
 
rely on these individuals to 
provide economic and political intelligence to
 
home offices, not recognizing that the value of longevity must be weighed
 
against the bias of nostalgia.
 

The personnel policies of /.merican 
firms and the way they handle disputes also
 
tend to seem harsh or unduly confrontational to host country nationals.
 
Americans hire and fire easily, are prorie to litigate, and to limit social
 
benefits for their employees. European and Japanese firms go te the cther 
extreme: loyalty and seniority are given the highest value. They go to great 
lengths not to dismiss senior personnel or to cause a loss of face or 
embarrassment among the rmanagement; they wi engage in long negotiations to 
settle disputes, and offer a range of benefits covering health, housing,
 
education, vacations, severance 
pay and numerous other allowances that 
Americans tend to find patronizing, cumbersume, and costly. Colonial history, 
the pervasive presence of European firms, and the socila orientation of many
African governments tend to reinforce Afric;n expectations with regard to
 
labor benefits based on the European model. 

On the other hand, once established in the (ountry American managers, on a 
personal level, are frequently more oj)en, friendly, informal and convivial. 
than many other nationalities. In addition to personal ties, they are thought 
tc have superior technology, financial nmana ,ement systems, marketing

strategies, safety programs, educational schemes, and comnunity service
 
contributions - programs which can be justi:ied on the 
 basis of increasing

pr)ductlvity, upgrading skills, heightening worker motivation, and enhancing
 
th,! image of the firm as a corporate citizen.
 

Probably the most fundamental characteristic of US firms explaining the low 
American commercial presence in Africa pertains to the -ack of what one banker 
termed a "risk-appetite." A spokesman of a US 
firm with years of experience

dealing with Africa commented that "most Americans have lost a good deal of
 
their notion of entrepreneurship. They are no longer willing to undergo
 
hardships and they lack political sensitivity, even in Europe. They want
 
everything guaranteed. That's not the way to 
do business abroad, certainly
 
not in Africa. In most companies, it is hard to get the heavies to go out and 
even take a look at Africa. Decisions are made in corporate head uarters by
people who haven't the vaguest idea of what it's like out there." 9 1  Another
 
respondent, who represents an internatfonal institution promoting foreign
 
investment in the LDCs, observed that 
"for the lead mar wanting to sell an
 
investment to his firm, the problem lies in his board. 
 A maze of decisions is
 
needed, and in general the LDCs dc not understand how these decisions are
 
made. They think the top man in a single meeting can clinch a deal. They re
 
unaware that it takes years 
to plan what goes into a business. On the other
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hand, US firms lack a long-term view or any notion of a risk. 
They simply

look at the quarterly balance sheet."9 2
 

The lack of entrepreneurial spirit, especially in 
large multinationals, is

seriously constraining US operations internationally. Executives favor
caution and conservatism over creativity and Initiative. 
 Large corporations

tend to 
produce inbred, homogeneous managers - people who spend 
their entire
lives at the company and have little sense 
of international business climates.
 

General Motors Corporation, for cxample, has been trying 
to expand its

international operations; 
its experience is indicative of 
some of the internal
problems American firms 
face in trying 
to expand into new markets. "For
years," observed the Wall Street Journal, 
"GM treated its foreign subsidiaries

like undeserving orphans, forcing them to 
finance their own expansion through

earnings and local borrowings. But the practice...not only inhibited foreign
growth, but also resulted in some pretty weird items 
on GM's world-wide
 
balance sheet. They had debts in one place at 15 
percent interest and debts
 

It made no sense at all. "93
in another at 10 percent. ' 

Amorican firms have a difficult time convincing qualified and ambitious
 
managers 
to accept overseas assignments. 
 Since many companies treat their

foreign operations as 
the dumping grounds for aging executives or proving
grounds for rookies who have not 
yet acquired power in the organization,

overseas assignments still have 
a stigma attached to them. "International waslike the blirk hole, observed a former GM employee. "People were sent
abroad, and you never heard from them aga in. 'T Hence, "a long-term
consequence of M's inability to groom executives overseas is a shortage ofinternational savvy at the top of 
the corporation. None of 
the five members
of GM's powerful executives have ever 
sr. ed abroad (one did work in Canada),

and none speak a foreign language."95
 

B. Risk Evaluation 

Corporate perceptions of Africa are based 
on the factors which shape their
evaluation of "political risk." 
 This is a somewhat misleading phrase, for
political Instability is 
only one of several factors which 
a corporation takes
into account in making its decision to invest 
in the developing world.
 

In order 
to get at the heart of the decision making process of American
 
corporations with regard 
to their perceptions of risk in Africa, 
interviews
 were 
conducted with senior executives of three types of American firms: 
 those
currently operating in Africa, those considering investments 
there, and those
which had considered but declined 
to invest. The basic structural or
environmental factors mentioned as 
part of their "risk assessment," included
 
the following: 
 small markets, poor infrastructure (transportation, water,
communications, power, etc.), mismanaged economies 
(concern that the country

can't 
feed Itself, exploding population, mounting debt, import substitution
policies, unprofitable public corporations, excessive social expenditures),

corruption, host country attitudes, government intervention, political
instability, global competition, inadequate support 
from US agencies, absence

of qualified local 
partners, undesirable living conditions, and operational
 
problems. 96
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The more immediate day-to-day operational concerns included labor problems

(high turnover, absenteeism, trade union disputes, government regulations, low
productivity, lack of skills), shortage of foreign exchange, haphazard and

delayed Implementation of regulations, wage and price controls, difficulty of

dealing with foreign (especially French) advisors, high local 
taxes, sharp and
sudden economic policy changes, unfamiliar legal and accounting systems,

restrictive import policies 
 the absence of regular procedures for dispute
 
resolution, and harassment.47
 

Sifting through these long lists, it is 
noteworthy that executives with

companies which had made negative investment decisions in Africa cited six

primary reasons for their reluctance to go forward: (1) the markets 
were too
small, (2) the 
response of the host country governments was too slow or

requirements were too complicated, (3) the ideology of 
the host country

government seemed hostile to 
private investment, (4) the 
prospect of political

Instability, (5) the lack of creditworthiness (as indicated through mounting

debt, a shortage of foreign exchange, sudden import bans), 
and (6) excessive
government intervention in the economy. It is significant that very few firms
Indicated that they were 
concerned with nationalization or expropriation, even

In Zimhahw,?. Instead, companies 
seem to realize that indigenizatlon is the

likely path to be followed by countries seeking greater control of their
 
economy and insurance can 
 be obtained against nationalization. Hence, inevaluating political risk, "the trend is away 
from studying macro-political

stability to studying a country's regulatory process and its likely
 
choices. -98
 

As indicated In Chapter III, slow-moving and/or corrupt bureaucracies is the
most frequently cited complaint of American firms orerating in Africa and one
of the principal factors accounting for the reluctance 
 of many firms to expandtheir operations. It was also a major consideration of new investors. Few

business executives question the 
 right of governments to become involved inregulatory processes; their criticisms related instead 
to the inefficiency and

capriciousness of government decisions. 
 As one businessman put it, "for
business, the intensity, diversity and quality of 
government involvement in
 
most decisions 
that matter add up to delays in the establishment process,
delays In e:<pansion, delays In 
processing imports of vital components, delays

in processing profit remittances - in short, 
to the risk that a basically

sound business can take far too long to realize its potential or that it can 
go through periods of unprofftability for 
totally exogenous reasons. It is
 
these risks that Americans handle poorly. "

9 9
 

Respondents 
were also asked how they obtained their information in making

their risk assessments and investment decisions. 
 By far, the main source of
information on Africa for 
the business community is the 
mass media, primarily

the press. Since the American press selectively focuses on trouble spots,

Impressions are more 
negative than positive. 
 It is not unusual for executives
 
considering investment decisions 
in Africa to be stopped dead in their tracks

by a single unfavorable article. 
 The chief executive officer of 
one American

manufacturing company considering an investment in Zimbabwe reported, for
example, that he had decided after reading two recent pieces in the 
press that
the threat of civil conflict and 
a socialist ideology dissuaded him from
 

50
 

http:harassment.47


further consideration of his project. He made no attempt to corroborate or
 
probe impressions gained in the press, either through contacting US government
 
agencies or sending a company representative to Zimbabwe to verify the
 
judgment.
 

A second source of information for the business community is the banks,
 
especially those with branch offices in the host countries. The banking
 
community, having made an aggressive push into the continent, probably
 
represents the best independent source of economic intelligence on Africa.
 
However, even "...a banker needs time, not only to build personal contacts but
 
also to come to understand and judge country risk in such diverse regions.
 
Few, if any, bankers have mastered an in-depth understanding of risk in all,
 
or even most, countries in Sub-Saharan Africa."1.00
 

A third source of corporate information comes from short visits by company

representatives or in-house political risk analysts. 
 With a handful of
 
exceptions, such as Gulf Oil Corporation which has an African specialist
 
managing its international studies team and the banking community whose
 
regionally organized offices are usually run by well-informed executives, few
 
US corporations have regionally specialized staff. 
 Thus, they often rely on
 
familiarization trips by existing staff. Depending upon how well prepared the
 
visits are, these investigations are essential for adequate country
 
evaluations. However, such missions could be counterproductive if a
 
businessman comes 
to Africa cold, without specific names of contacts,
 
scheduled appointments, on-the-ground assistance to cope with inevitable
 
glitches, a liberal time frame in which to 
accomplish his objectives, a
 
willingness to listen and learn, and a sensitivity to local culture. 
 Indeed,
 
because of inadequate preparation and information, negative investment
 
decisions could be made upon arrival at the local airport, when the newcomer
 
confronts an immigration official trying to shake him down.
 

Given the complex and volatile environment in the LDCs, the business community
 
has also turned to experts for political risk assessments. A wide variety of
 
expert judgment is available, ranging from a fully qualitative approach, which
 
usually takes the form of a country report based on area expertise, to a fully

quantitative approach, that relies 
on a series of economic indicators or
 
checklist of variables to which mathematical weights are assigned. The value
 
of such services is questionable, especially in a continent where data is
 
scarce and generalizations difficult to substantiate. Moreover, the business
 
community lacks confidence in assessments which are not tailored to their
 
specific needs. Simple numerical forecasting tells a prospective investor
 
little if it is not sector-, product-, or firm-specific. Many of these
 
assessments also apply a misleading quantitative precision that is actually
 
little more than an estimate based on the intuitive impressions of
 
unidentified observers of unknown qualifications.
 

Personal connections count heavily in African risk assessments. Indeed, it
 
was striking to learn how many investment decisions were influenced by chance
 
encounters, personal contacts, or social links. 
 Rumors or anecdotes from
 
friends, competitors, and acquaintances can either pique waning interest or
 
kill a promising project. If a business decision is not made at 
the airport
 
of an African country, it may well be made on 
the golf course, in an executive
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dining room, or at a dinner party. Corporate executives tend to attach great
 
importance to advice provided by other corporate executives.
 

Of the respondents consulted in this study, the most frequentiy used sources
 
of information among all of the above were country visits by company

representatives and personal contacts. Two American firms which recently
 
conducted negotiations on investments in Africa cited contacts in London or
 
South Africa as their initial stepping stones for entry into black Africa.
 
Only two companies indicated they used professional firms in making risk
 
assessments one employing the expertise of the British-based Economist
 
Intelligence Service and another using an American management consulting

firm. Firms interested only in sales or distribution generally employ local
 
agents who report on current economic and political events and identify
 
upcoming opportunities.
 

It is noteworthy that very few firms cited the US embassy or 
other government
 
agencies as their primary sources of information. The role cf the US
 
government in promoting investment is 
dealt with in more detail in the next
 
chapter. However, there was 
a general consensus among the respondents that
 
government agencies, including the embassies, play only a peripheral role in
 
influencing corporate decisions.
 

Obviously, there Is no tried and true 
m-thod of assessing risk nor widespread
 
agreement as to which methods are best. Information is still largely
 
impressionistic and each firm's approach is 
highly individualistic. Confusing

and contradictory reports are not 
uncommon under these circumstances, and
 
corporate decision making is often influenced by the strength of the key
 
personalities involved or 
the newspaper article, the chance acquaintance, or
 
the personal experience of the top management. If an investor had been
 
considering a project 
in the fall of 1981, he might, for example, have been
 
discouraged by a press report which was headlined: "Western Businesses View
 
Africa as a Bad Risk.'1 0 1  If that investor waited seven months later, he
 
might have been swayed in the other direction by a report which asserted that
 
"US Businesse., Despite Pitfalls, are Doing a Brisk Trade with Africa.'.102
 
It is as important for Africans to be aware of 
the highly personal and
 
unsystematic nature of American corporate decision making as 
it is for
 
Americans to be aware of the same 
trait in African governments.
 

C. Corporate Motivations: the Strategy of "Nichemanship"
 

"Africa is the toughest environment of the LDCs - the toughest area of the
 
world to do business, bar none," commented one 
of the most experienced
 
American bankers covering the continent.1 0 3 Another respondent with
 
substantial interests in the continent described the commercial climate there
 
as "dismal," a conclusion shared by a number of executives of other
 
international firms with comparable experience. 
Neverti, less, although the
 
overall level of trade and investment between the US and Africa is low, some
 
firms doggedly pursue opportunities there. David Rockefeller, at the end of a
 
ten nation tour of Africa in March 1982, reported that African Marxism was no
 
threat to American business interests and that there were some very attractive
 
investment opportunities. 1 0 4
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Dr. Franceso J. Hernandez, President of Agri Tech International, Inc. of
 
Miami, commented after participating in a trade and investment mission, "I
 went on 
the mission with mixed feelings. A small company doesn't get involved
 
with the big fish in government and also in business without thinking that
 
perhaps it's not going to be as 
successful as you thought. 
 The message I'd
 
like to pass on to companies of my size is 
that there is a tremendous market

in Africa for medium and small-sized companies. We should all try 
to be more
 
aggressive and to get involved in international business." 1 0 5
 

Corporations may be drawn to Africa 
for a number of reasons: the challenge,

the problems of dealing with economic conditions at home, the need to expand

or diversify international operations, the desire to service domestic
 
customers with 
overseas branches, to 
secure bigger markets and to confront
 
foreign competition. 
Above all, the determination 
to enter the African

marketplace, especially as 
an investor, requires an adventuresome corporate

spirit. It went by many names, but it was clear that 
a number of respondents

were speaking of the same thing. 
 Mihaly argued that, in the case of Nigeria,

the absence of this quality will doom prospective businessmen to failure.
 
"Nigeria is for corporate entrepreneurs or for companies that think
 
long-term. 
 The executive who perforce calculates that he has three years 
or
 
so to show his stuff - meaning to turn in good results during his 
tenure - is
 
no entrepreneur.. .For now, only the maverick American companies will be able
 
to handle the kind of planning problems posed by Nigeria. '106 
Peter
 
Beneville, a Wells Fargo bank vice president, used a pioneer metaphor to
 
express his point: "Africa really is 
the last frontier. It is the last place

where countries are building major railroads and dams, where there are roads
 
to be built, huge deposits of undeveloped minerals to be mined. No big road
 
projects are going to happen in the 
United States anymore. '107 This is
 
precisely why Africa is attractive, he maintained.
 

Executives willing to accept the challenge play down the 
difficulties and
 
argue that they should be placed in proper perspective. "It's an attitude of

doing business," argued Keith Howlett, an 
assistant director at Morgan

Grenfell and Company. "It is area of high risk and, therefore, of high

reward."1 0 8 An experienced banker maintained that the proper strategy was
 
one of "nichemanship," the art of identifying a situation or 
activity

specially suited to 
a company's abilities 
or character. A representative of
 an oil company which recently made a breakthrough in the Ivory Coast describes
 
his company's approach in a similar vein:
 

Our was a high-risk operation. It was deep-water drilling

where no one else wanted to go. Not until the third well did
 
we hit. But we were confident we had a scheme we 
knew
 
we could execute mechanically. Not 
a single other company

wanted our concession. There certainly were risks attached
 
to the whole exercise. But the only reason we are here is
 
that we took risks others were not willing to take and we had
 
a strategy to fit that risk. 1 0 9
 

The pay-offs from such an approach are 
indeed rewarding, for the return
 
on investment for many can be quite high. 
 For bankers, one analyst
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commented that "the once-glamorous market for medium-term Euroloans to
 
Third World borrowers is souring everywhere, so the more secure types of
 
finance, particularly trade finance, seem even sweeter. And nowhere is
 
this truer than in Africa...Exactly what a bank's returns 
are in Africa
 
compared with those from other regions, bankers do not like 
to say. But
 
they leave no doubt that margins are appetizing. 'What you can earn from
 
a million dollars in these countries,' admits one, 'is the equivalent of
 
what you can do with ten million dollars in Paris - and don't put my name
 
on that statement.' 1 1 0
 

Company executives interviewed during the course of this study confirmed
 
that expected rates of return, due 
to the high risks involved, generally
 
were in the range of 20 to 30 percent, although there were 
vast
 
differences in this estimate depending upon the sector, country, or
 
corporation involved.
 

A USAID study had a dissenting view: "A significant feature of the
 
investment situation is 
the lower returns indicated for Sub-Sahara
 
Africa, even including petroleum rich Nigeria, than 
for non-petroleum US
 
investments in developing countries elsewhere. 
 In fact, without Nigeria,

the Sub-Sahara shows an overall negative return.' I11 
 This conclusion,
 
based on unidentified sources, was not mupported by the data collected in
 
this study. 
 Foreign exchange problems may delay or obstruct remittances
 
and blocked funds may go back into expansion or reinvestment, but, as a
 
rule, companies operating in the four countries covered in this study

reported that their return on 
investment was "acceptable" to "excellent."
 

D. Three Case Studies: Business Successes and Failures
 

Whatever the specific motivation, or combination of motivations, that
 
attract US corporations to 
Africa, success will depend upon a unique set
 
of characteristics, including creative thinking, extensive homework,
 
patience, understanding, good personal relations and "nichemanship."
 
This can perhaps be best illustrated through concrete case studies, two
 
of which are deemed successes and one a failure. Included among the case
 
studi,: is a hypothetical project based on a composite of actual
 
exper:i.-ces, as related by a former Vice President and Division Executive
 
for Africa of the Chase Manhattan Bank.
 

The first case study of Arkel International, Inc., demonstrates how
 
effective management can be brought to Africa in 
a high-risk environment
 
through a non-equity investment that resulted in an expansion of
 
activities and equity partiripation in a medium-sized joint venture.
 

1. Arkel International, Inc.: 
 Kenana Sugar Project and Transport
 
and Materials Handling
 

Arkel International is an engineering and consulting firm based
 
in Baton Rouge, Louisiana, which has been operating in the Sudan
 
for approximately eight years. In 1973, Arkel obtained an
 
engineering consultancy contract through Lonrho, a large
 
London-based firm with substantial African holdings that
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originally provided the management for the Kenana Sugar Project,
 
said to be one of the largest sugar plantations in the world.
 
First brought on as consultants for building the factory, Arkel
 
persuaded Lonrho that they should have a larger role, assuming
 
responsibility for the design, solicitation of contractors, and
 
implementation of plant construction. Arkel became the project
 
managers for implementation under Lonrho's supervision in 1974.
 
Lonrho was removed from the management of the plant due to
 
soaring costs above their feasibility study estimates and
 
seriously delayed implmentation of the construction schedule.
 
Arkel took over as factory managers on a cost-plus-fixed-fee
 
contract worth $2.5 million a year.
 

Kenana's construction and operation required a total tonnage of
 
some 40,000 tons of materials through Port Sudan. As a result of
 
difficulties encountered in clearing their own equipment, Arkel
 
saw an opportunity for a materials handling venture. They then
 
established a joint-venture operation with a local Sudanese
 
partner known as Arkel-Telab Limited. With an initial investment
 
of 43 million in the joint venture, Arkel handles the lucrative
 
cargo-handling business for Chevron, the lead oil exploration
 
company in Sudan, and other oil companies, including Total and
 
Texas Eastern. In addition to cargo handling, they operate a
 
fleet of trucks for heavy bulk cargo.
 

Arkel's role in the Kenana project is a critical one, since the
 
Sudanese sugar industry is dominated by the government and has
 
not even been able to satisfy domestic consumption. Kenana is
 
the only one of five sugar estates in the country which is
 
managed by a private sector firm. The shareholders of the $700
 
million project are the Sudanese government (one-third interest),
 
Arab government or investment organizations (nearly two-thirds
 
interest), and small minority holdings by Lonrho and a Japanese
 
firm. While factory construction and operation have been handled
 
by Arkel, Technip, a French public sector concern, supplied plant
 
equipment. Arkel managers reported that the French won the
 
equipment contracts because they offered the best financial
 
package.
 

Arkel expects that Kenana will be producing up to full capacity
 
by 1983. Plans are also underway to rehabilitate Sudan's four
 
public sector sugar estates. If all goes well, Sudan could
 
increase production for export, but at current world prices,
 
observers fear that Sudan will be producing a commodity that is
 
far more expensive than prevailing world prices. It is expected
 
that sugar will be exported in spite of high production costs,
 
with the government subsidizing it in order to break into the
 
world market. Even this will be difficult to accomplish,
 
however, because local demand is growing so rapidly, partly as a
 
function of increased smuggling. This is a problem for the
 
Government of Sudan, which markets and distributes all the sugar
 
in the country. Arkel's role is to produce, package and
 
warehouse the commodity.
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Arkel represents a model of an American firm entering what most
 
observers would deem to be a highly risky venture. The
 
Government of Sudan has the dubio,,s distinction of carrying one
 
of the biggest debt burdens in Africa. Apart from Arab money,
 
there is very little foreign investment, although the Sudan was
 
once deemed as a potential "bread basket" for the Middle East
 
and Africa. Nevertheless, Kenana offered Arkel an ideal niche.
 
Its initial entry into the Sudanese business community began
 
first as consultants, then as managers, finally as investors.
 

Kenana is not a government corporation and has only a minority
 
government share; Arkel's funding, therefore, comes from
 
predominantly Arab shareholders. For its cargo handling
 
company, fees are paid by the oil companies in dollars. There
 
are still difficulties in transferring money, estimating costs,
 
dealing with a highly undevelcped infrastructure, and inadequate
 
skilled manpower. Despite these problems, Arkel managers are
 
pleased with their arrangements, and the company has earned a
 
very favorable image in the Sudan, in part because of its
 
longevity and sensitivity to local conditions. "The pe -le of
 
the Sudan represent one of the country's best assets," commented
 
a company executive. "They are easy to get along with and quick
 
to learn. For our part, we i.re also aware that a firm cannot
 
come in here and look like a big cold corporation, coming to
 
exploit a poor country. We thought it was important to get a
 
local partner, to adapt to the pace of operations here, and to
 
have a significant training program. Our training program
 
implies almost a one-on-one situation, and we're getting real
 
results. We're having no real problems on Lhat score and we're
 
trying to get Sudanese to take over as quickly as possible."
 

For the Sudan, Arkel's participation provided one of its most
 
desperately needed resources - competent management - in sugar
 
production, transportation, and materials handling for the oil
 
sector, three of the country's most critical industrial sectors.
 

The second case study, of H.J. Heinz Company, focuses on a large multinational
 
and its successful equity investment in one of Africa's most attractive but
 
uncertain markets.
 

2. H.J. Heinz Company: Food Processing
 

With 1981 sales of over $3.5 billion, Heinz ranks among the upper
 
one-third of America's leading food processing companies. After
 
two years of negotiations, the company announced in October 1982,
 
that it had acquired a 51 percent interest in Olivine Industries,
 
a producer of edible oils, soaps, margerine, candles and protein
 
meal. The Government of Zimbabwe purchased the remaining 49
 
percent interest in Olivine. Although the total cost of the
 
transaction has not been disclosed, the Heinz share is
 
approximately $13.5 million.
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The background of the Heinz decision illustrates what factors are
 
important to American investors and how Zimbabwe and its US
 
partners reached agreement. To expand its market, Heinz made the
 
decision to look for opportunities in Africa in 1980,
 
investigating possible projects in Nigeria, the Ivory Coast,
 
Kenya and Cameroon, each of which failed to materialize for
 
various reasons. When the idea to look at Zimbabwe was first
 
presented to the Heinz representatives, the potential seemed
 
promising. Zimbabwe has a fairly sophisticated economy with a
 
rapidly growing population. After considering a number of
 
alternatives, the firm determined that the best way to enter the
 
market was to purchase an existing company. An acquisition would
 
mean quicker start-up time, fewer government permissions, access
 
to an existing market, and less fcrelgn exchange since the plant
 
and equipment were already in place. Olivine owners wanted to
 
sell out, though they had a profitable concern with 1,200
 
employees. The purchase offered Heinz the opportunity to tap
 
growing consumer demand and expand into exports through related
 
product lines, thereby shortcutting many of the difficult
 
start-up problems associated with first entry into the African
 
market.
 

A number of issues had to be negotiated over a long period of
 
time. Much to the surprise of many observers who watched this
 
project closely as a bellweather of Zimbabwe's attitude toward
 
the private sector, the govermment granted concessions on a
 
num-er of issues. Deviating from its announced guideline to
 
prohibit dilution of local control, the government permitted
 
Heinz to obtain 51 percent equity. In addition, it granted Heinz
 
price relief and assured import licenses. Flexibility was also
 
exhibited on payment terms for former owners. But on the
 
question of OPIC (Overseas Private Investment Corporation)
 
insurance, the government stood firm. The decision not to sign
 
an OPIC agreement, and therefore not to offer coverage by an
 
American institution, was a snag which threaten(i Heinz's
 
participation. Eventually, a compromise was reached, which
 
includes UN-guaranteed arbitration and undertakings by the
 
government of Zimbabwe to adhere to certain preestablished
 
guidelines in the event of a dispute.
 

One observer, explaining the Heinz decis'.on to move forward,
 
described the company as one that was led by a "corporate
 
crapshooter." That's one way of describing what others term,
 
more favorably, as corporate creativity and entrepreneural
 
spirit which, together with patient negotiations, led to a
 
mutually satisfactory outcome. Heinz officials described
 
Zimbabwean government officials as "very reasonable,
 
particularly Mugabe" with whom direct talks were held throughout
 
the negotiations.
 

The Heinz acquisition represents a breakthrough for the Zimbabwe
 
government, which is hopeful of attracting more western
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investment. The government cites it as an example of the
 
pragmatism they bring to bear in dealing with the private sector
 
and the case-by-case evaluation that is prefered as an
 
alternative to signing an OPIC agreement. 
 The benefits the
 
country derives from the project a-id 
its planned expansion

include new capital investment, fresh management, increased
 
employment, rural development and a signal 
to the foreign

business community which has adopted a wait-and-see attitude
 
toward Zimbabwe since independence.
 

The third 
case study involves the "Afra Sugar Corporation" in the imaginary

"Republic of Afra." In a lengthy narrative written by a former banker in

Africa, it demonstrates how a hypothetical Amerczan investor failed to

understand the realities of doing business in Africa. 
 In 	the words of the
author, "through ignorance, indifference, and the tyranny of a misplaced sense

of 	urgency, Agricultural Bio-Chemical went about things all wrong. 
 At the
 
same time, the Afran government was not above blame. "12
 

3. The Afra Sugar Corporation: A Hypothetical Case
 

a. Great Expectations
 

In 1967, the Republic of Afra at last adopted its First
 
Development Plan (1965-1970), which included a pledge to get
 
an integrated sugarcane plantation and refinery under way by

December 1970. The project was given highest priority

because, when completed, it would be the country's larg.st

industry as measured by output and employment. It was also
 
essential to the country's first attempt at national planning

for its predom iantly agricultural economy. A publicity drive
 
was launched tnLoughout Afra to draw attention to 
the new plan

and specifically to the sugar project. 
 Because the plan got

off to a very slow start, it soon became a political issue.
 
At a special meeting of the cabinet, the minister of economic
 
planning and national development outlined specific goals the
 
sugarcane project would accomplish. It would
 

" 	Exploit the ongoing irrigation program being financed by

the International Bank for Reconstruction and Development
 
(World Bank).
 

" 	Increase employment, adding 13,000 jobs in growing,

harvesting, manufacturing, and transport. Those jobs would
 
be of critical importance when Afran laborers working
 
abroad returned home in a few years.
 

" 	Increase agricultural production by six percent 
a year (as

against an annual net population growth rate of 2.9
 
percent).
 

" 	Reduce imports, by producing and refining locally the total
 
domestic sugar requirement.
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" 	Increase exports, making one-third of the total sugar
 
output available to foreign markets.
 

" 	Enlarge the industrial base, adding plant and capital
 
equipment.
 

" 	Add to the country's infrastructure, even though the sugar
 
project was basically an "enclave project."
 

" 	Extend education to new segments of the population by
 
establishing a sugar research school (initially staffed by
 
expatriate agronomists).
 

" 	Help to establish a credit rating for the Republic in
 
international capital markets. (In 1967, Afra had little
 
experience in external borrowing on commercial terms.)
 

" 	Diversify the country's economic ties abroad, thus
 
decreasing Afra's neocolonial depEndence on the European
 
country - the metropole - whoje colony it had been until
 
1957.
 

The cabinet decided that no more than 50 percent of the export
 
sugar would be sold to the metropole and that the technical
 
partner in the project should not be from the metropole. At
 
the same meeting, the prime minister asked the minister of
 
economic planning to use his contacts made at the University
 
of 	Chicago Business School to interest a United States sugar
 
company in the project. The first person to come to the
 
minister's mind was Ed Oakes, president of the Agricultural
 
Bio-Chemical Company of St. Louis, who had been a classmate at
 
Chicago. The minister decided to refrain from advertising for
 
technical partners in order to prevent one selected by the
 
metropole from bidding. He didn't want to risk rejecting the
 
metropole without a commercially valid reason, for at this
 
stage of Afra's development correct relations with the former
 
colonizing power required sensitive handling.
 

Soon the minister made a private approach to the American
 
Embassy. In a meeting with the ambassador and his commerical
 
attache, the minister mentioned hip friend at the Agricultural
 
Bio-Chemical Company and stressed the prime minister's urgent
 
wish for immediate action. The minister underlined several
 
points: "We feel that this project must have a technical
 
partner that is wi.lling to form a real partnership. We don't
 
want a boss; we want a partner who respects our priorities and
 
wishes. We've had our fill of companies that tell us what's
 
best for us. And certainly we don't want this partner to
 
ignore the lowest cost sources of equipment just to give
 
business to companies in his own country. Help us find the
 
right people."
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Using normal communication channels, the attach6 asked the
 
Departmeait of Commerce to help identify a qualified US
 

investor. At the same time, he approached two private
 
organizations directly: the First Chartered Bank of St. Louis
 

and the ..gricultural Bio-Chemical Company. The attach6
 
already knew of Bio-Chemical's prominence as a multinational
 
sugar company, but he took this step primarily because of the
 

minister's personal relationship with the company's president
 
and his knowledge of the company's strength in the US domestic
 
market.
 

Because the minister wished to appear impartial (he came from
 
the region where the project would be located), he called on
 
three other embassies. At the Japanese Embassy, he and his
 
permanent secretary were enthusiastically received by the
 

ambassador and his economic, commercial, and labor attaches.
 
They were joined by a Japanese sugar expert who had been
 
summoned to Afra soon after the Japanese government had
 
obtained a copy of the Development Plan. The ambassador
 
personally contacted the president of Japan's largest
 
multinational bank and related multinational trading company,
 
and asked another friend, the president of the Japanese
 
Export-Import Bank, to discuss the project with the minister
 
of foreign affairs, the bank, and the trading company. The
 

ambassador promised to follow the situation personally and
 

report promptly to the Afran officials. On leaving the
 
Japanese Embassy, the minister of planning remarked that he
 
was impressed by their reception and believed Afra should
 

consider Japan as a technical partner.
 

Later calls at the German, British, and Soviet embassies were,
 

in varying degrees, repetitions of the Japanese encounter.
 

The permanent secretary in particular came away with high
 
expectations.
 

b. Making the Decision
 

On learning of these talks, the ambassador of the former
 

colonizing power used the occasion of a small dinner with
 

metropole businessmen resident in Afra to discuss how the Afra
 
government could be dissuaded from using a third-country
 
corporation. Long-range metropole planning assumed a steady
 

supply of sugar from Afra, which could be assured only if the
 
state-controlled metropole sugar company invested in and
 
managed the Afra Sugar Corporation.
 

A coordinated effort was made to sow doubts about the
 
capabilities of other foreign firms. It was pointed out to
 

senior government officials and Afran businessmen that it
 
would be better to deal wI..h "people who know Afra in depth,
 
identify with the governmc:it's objectives, have extensive
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experience in doing business in Afra, and speak the
 
language." The inverse was true of the Americans, who "have
 
little patience and limited language ability, and demand
 
extensive legal agreements - all of which override their
 
acknowledgeL expertise in agriculture." The Japanese were
 
basically an unknown quantity in Afra whose efforts to 
secure
 
and protect export markets amounted to "economic
 
neocolonialism." The Germans were unacquainted with the
 
idiosyncrasies of doing business in Africa. The Russians were
 
characterized as politically motivated and likely to create
 
political unrest. As for the British, they had done well in
 
their former colonies but did not unde2rstand Afra. As the
 
metropole ambassador continued to press against the selection
 
of any non-metropole technical partner, he thought of an ace
 
in the hole to use with the minister uf planning: A few years
 
ago he had helped the minister's wife buy a fleet of metropole
 
trucks at very favorable prices and terms. Perhaps this would
 
pay off now.
 

With the pressures building, the prime minister and minister
 
of economic planning decided to approach the Agricultural
 
Bio-Chewical Company. They weighcd many factors, including
 
what they considered "excessive pressure" from the metropole,
 
but the dt;cision turned on two simple points: the prime
 
minister wanted to involve a third country, and the minister
 
of planning knew the president of Agricultural Bio-Chemical.
 
Little attention was given to the relative technical expertise
 
of potential partners. Politics overruled economics. The
 
minister of planning called on the president of Agricultural
 
Bio-Chemical in his office in St. Louis, where the two old
 
friends discussed the background and details of the project
 
frankly and openly. That weekend, the minister gave a member
 
of the board of the First Chartered Bank a full briefing on
 
the project.
 

The president of Agricultural Bio-Chemical had some
 
reservations about joining the project, one of which was his
 
company's lack of experience in Africa. lie pointed out that
 
the company's overseas experience was limited to the Far East
 
and Central America, where it had successfully operated
 
refining and plantation companies since just after World War
 
II. The minister discounted this reservation and emphasized
 
Afra's need for sugar industry experience, which he felt was
 
easily transferable to Afra.
 

For convenience, the final negotiating meetings were held in
 
London. As in other recent negotiations abroad, the
 
Agricultural Bio-Chemical team was headed by a young attorney
 
from the company's legal department, together with a technical
 
staff. No one from the executive office of Bio-Chemical was
 
present at the signing, though regrets were given. Afra was
 
represented by the minister of economic planning, since this
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was the most important project in Afra's First Development
 
Plan.
 

In June 1968, a partnership called the Afra Sugar Corporation
 
was formed with the following ownership:
 

Agminco, an Afran government corporation 25 percent
 

Agricultural Bio-Chemical Company
 
of St. Louis 50 percent
 

Overseas Corporation for Development,
 
an investment corporation of the former
 
colonial power 25 percent
 

Although it had raised the largest share of the capital,
 
Agricultural Bio-Chemical failed to obtain a controlling
 
interest of 51 percent, primarily because Afran government
 
policy precluded the formation of companies with controlling
 
expatriate participation. ABC received no help in financing
 
the project from the US Agency for International Development
 

or from the Export-Import Bank because First Chartered failed
 
to present the project in a manner acceptable tu those
 

organizations. The Overseas Corporation for Development was
 
brought in to satisfy the former colonial government, -hich
 

may have anticipated that even minor participation would place
 
it in positi n to pick up the pieces if Agricultural
 
Bio-Chemical should fail.
 

c. Collapse of the Project
 

While the negotiations were still in progress, the American
 

ambassador le3rned of significant changes in Afra's sugar
 
marketing plans. In essence, the new regulations would
 
prohibit the Afra Sugar Corporation from selling to the
 

metropole and would curtail the quantity of sugar available
 
for export. Not wishing to interfere in the negotiations
 
because of his commitment to neutrality relative to American
 
firms, the ambassador did not convey this knowledge to
 
Bio-Chemical. The news was a serious blow, for Bio-Chemical
 
had entered the project with the intent of increasing its
 
market penetration in the metropole with sugar from Afra.
 

The introduction of the restriction on marketing also caused
 

severe strains with the board of Afra Sugar Corporation. The
 
managing director from Bio-Chemical assumed that the local
 
director of the metropole-affillated Overseas Corporation for
 
Development had known in advance of the changes through his
 

membership on various corporate and governmental boards - a
 
charge that was emphatically denied. To ease the tension, the
 
director eventually was recalled to Europe and subsequently
 
replaced by an Afran director.
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By December 1971, Agricultural Bio-Chemical had spent $24.5
 
million on the Afra sugar project with no return on its
 
investment. Meanwhile, on the advice of the ministry of
 
finance but without consultation with the ministry oi economic
 
development, the Afran government unilaterally Increased the
 
tax rate on all companies in which there was foreign
 
participation, including Afra Sugar Corporation, to gain
 
revenue for its Second Development Plan (1970-1975) - and
 
specifically for a second satellite sugar scheme hundreds of
 
miles north of the original project. The tax was imposed by a
 
complicated formula that levied a certain percentage against
 
gross income, thus reducing cash flow for dividends and debt
 
service. A withholding tax that severely hurt foreign lenders
 
was introduced. The government of Afra also imposed strict
 
"indigenization" requirements on managerial employees, along
 
with a progressive income tax that hit very hard at anyone
 
earning more than 36,000. Together, these measures reduced
 
the number of expatriate employees below the level necessary
 
to operate the project efficiently. The tax reduced the net
 
pay of expatriate employees to the point that employment in
 
Afra was unattractive compared to other opportunities in the
 
international sugar industry.
 

Obviously, Bio-Chemical's negotiators had taken too much for
 
granted, having failed to consider the "worst case." No
 
guarantees of tax concessions or maintenance of the existing
 
tax structure were agreed to before the fact. This
 
inexcusable omission was a major factor in the collapse of the
 
project, and the error was compounded by the fact that other
 
companies doing business in Afra did have "untouchable" tax
 
concessions.
 

At the end of 1973, Agricultural Bio-Chemical showed a
 
substantial loss on its Afra investment, not including its
 
opportunity costs and negative rate of return on capital.
 
Bio-Chemical sold its shareholdings to Proprietary Holdings
 
Ltd., a conglomerate from the metropole introduced by the
 
Overseas Corporation for Development.
 

In 1974, the government of Afra announced a new policy of
 
"popular socialism" that called for nationalizing foreign
 
investment. Soon the metropole sent a delegation of high
 
government officials to Afra to promise substantial aid on
 
concessional terms if Afra would protect Proprietary's
 
investment with a grandfather clause. Subsequently the United
 
States recognized a "security" interest in Afra and called
 
attention to assistance that might be available if the
 
government of Afra would limit its socialist revolution to
 
rhetoric. But it didn't suggest to Afra that it should
 
compensate American companies for their losses resulting from
 
Afra's restrictions on marketing and higher taxes.
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The collapse of Bio-Chemical's venture in Afra had several
 

consequences. Not only did the American firm lose money, but
 
the investment community as a whole received an unfavorable
 

impression of Afra. The Afran government changed its attitude
 

towards foreign investment, especially American investment.
 

The investment climate in Afra might be far more hospitable
 

today if the sugar project had been handled better. In
 

addition, trade between the United States and Afra was
 

inhibited, and the Afran market rimained a preserve of the
 

colonial power which had previously ruled the country.
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VI. US GOVERNMENT ROLE AND POLICY TOOLS
 

A. Policy Position
 

The emphasis on 
the private sector as a means of promoting economic
 
development is commonly thought to be a recent initiative. 
While the private
sector is certdinly now being accentuated by the Reaga-i idministration, it is
not a novel innovation. 
Foreign aid donors, including USAID, have included it
in their programs in the past. 
 During the 1960s, the private sector was an
integral component of USAID policy. 
 "AID alone has supported over a thousand

projects which involved reinforcing tha private enterprise sector in 75

countries during the past 20 years. 
 Owing to their more attractive economic
environments, Asia ind 
Latin America have been the largest recipients of such
assistance. 
The Africa region's lower potential for private enterprise

development...caust!d it to have the fewest and smallest projects."113
 

USAID financed a range of privaLe sector projects, including intermediate
 
credit programs, joint ventures, and training programs. 
 The former Cooley
Loan Program, authorized in previous PL480 legislation, permitted the lending

of up to five percent of Title I local sales proceeds to US firms for
investment abroad. 
There were also projects designed to get the US business
community more deeply involved. Consulting firms were hired to identify and
promote specific investment projects. At 
a cost of t3.5 million, for example,
Arthur D. Little, Inc. was commissioned to provide a broad range of industrial
 
development advisory services to Nigeria from 1961 
to 1966. In another
project, extending from 1967 to 
1969, MAB Associates, Inc. performed a similar
service throughout Africa. 
They identified 435 investment opportunities in 25
countries, involving over half a billion dollars worth of potential

investment; however, only eight, representing an investment of $19 million,
 
were actually committed by the end of the project.
 

The indigenous private sector was also included in USAID's mandate, an area

where it is probably most relevant. For approximately a t5 million

investment, an amount 
that was matched by state governments in Nigeria, the
ILO, the Ford Foundation, the Peace Corps, some 
private banks, the Netherlands
 
and the UK, an eleven-year project to encourage Nigerian entrepreneurial
development was implemented from 1961 
to 1972. In addition, at a cost of

approximately 
20 million, a program that is still operating provides

financing, advisory services, and technical support 
to small scale
 
entrepreneurs in the five Francophone countries (Ivory Coast, Benin, Niger,
Togo and Upper Volta) that comprise the Entente Council. 
 While both projects

have had their problems, the Nigerian entrepreneurial project was recently

judged to be 
"the largest and perhaps most successful African private

enterprise project 
that AID has supported in the past" while the Entente
 
program has been evaluated as a "phenomenal success."1 1 4
 

Following passage of the 1973 "New Directions" legislation which shifted the:

emphasis in foreign assistance to basic human needs and the 
poorest of the
 
poor, resources for private enterprise development were significantly
reduced. 
 In a survey of USAID projects with a private enterprise component in
the Africa region from 1950 to 1981, it was 
shown that 
out of the total of
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$136 million worth of projects over the past three decades, less than
 
one-quarter were obligated after the "New Directions" legislation was enacted
 
(see Table 5).
 

Experience with the "New Directions" approach has not been entirely

satisfactory. In the words of Assistant Secretary of State for African
 
Affairs Chester A. Crocker,
 

All too often,...foreign aid in the last decade has created
 
elaborate pilot projects which foreign countries can barely

keep in operation, much less replicate. The maintenance
 
costs of complex service-oriented projects, and, indeed, of
 
much of the basic infrastructure that was created, in the
 
absence of economic growth, have become unmanageable...

Without throwing out all we have learned about the basic
 
human needs of food, health and education, nor abandoning all
 
the programs we have now underway to build up African
 
institutions, we must look afresh at the way our aid reaches
 
or does not reach the productive sectors and how we can link
 
social and humanitarian concerns once again with sound growth
 
policies.115
 

The private sector has been revived as a centerpiece of the current
 
administration's economic policy toward Africa. 
 An outpouring of official
 
statements has demonstrated how strongly the Reagan administration feels about
 
this issue. The President set the 
tone at the summit meeting of developing

and developed states in Cancin, Mexico in 1981. 
 In essence, the developing

nations were told that they must rely on their own individual initiative,

stimulate private enterprise at home, take a good deal of the responsibility

for their poverty on their own shoulders, rely less on foreign aid, change

their domestic policies, and put their own economic house in order for further
 
assistance. In the 
summer and fall of 1981, in speeches, congressional

testimony, and personal appearances, administration spokesmen repeated that
 
theme. This was not, 
Crocker argued, "to convey the impression that our
 
foreign economic policy toward the Third World consists in large part of
 
stuffing multinational capitalism down the 
throats of reluctant
 
socialists," I16 but 
to urge rational policy approaches to remedy what is an
 
alarming economic decline in the continent.
 

Secretary of State Alexander Haig, Assistant Secretary for Economic and

Business Affairs Robert Hormats, and the Administrator of the Agency for
 
International Development M. Peter McPherson, all presented similar arguments

in this vein. Cables were sent to ambassadors at all diplomatic and consulate
 
posts urging more aggressive pursuit of private sector activities, although

the major activity stressed was export promotion. In a widely-noted cable,

the State Department declared that "each ambassador must contribute to this
 
commercial dimension...As ambassador, you set the standard and the example by
 
your personal leadership and individual effort. 
 I look to you to involve
 
yourself personally in leading the US Government commercial effort in your

country. While post commercial and economic offices will be your primary
 
resources, you should engage your entire mission in this important cause.
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TABLE 5
 

AID PROJECTS WITH A PRIVATE ENTERPRISE COMPONENT IN THE AFRICA REGION
 
1952 TO PRESENT--BY NUMBER OF PROJECTS AND AMOUNT OBLIGATED BY COUNTRY IN THE REGION
 

SUN ARY
 

Amount Total Amount 

Country 

Number of 
Projects 
Before 1974 

Number of 
Projects 
1974 to Present 

Total Number 
of Projects 
1952 to Present 

Obligated 
Before 1974 
(US$000) 

Amount Obligated 
1974 to Present 

(US$000) 

Obligated 
1952 to Present 

(US$000) 

Botswana 
Cameroon 
Ethiopia 
Djibuti 
Ghana 
Guinea 
Ivory Coast 
Kenya 
Lesotho 
Liberia 
Madagascar 
Malawi 
Mali 
Niger 
Nigeria 
Senegal 
Sierra Leone 
Somalia 
Sudan 
Tanzania 
Uganda 
Upper Volta 

-0-
1 

11 
-0-
3 
2 
4 
-0-
-0-
6 
3 
2 
-0-
3 
4 
2 
1 
3 
5 
3 
2 
1 

2 
2 
1 
1 
2 

-0-
-0-
2 
1 
2 

-0-
-0-
1 

-0-
-0-
1 

-0-
-0-
-0-
1 

-0-
3 

2 
3 

12 
1 
5 
2 
4 
2 
1 
8 
3 
2 
1 
3 
4 
3 
1 
3 
5 
4 
2 
4 

$ 
3,229 
3,843 

44,092 
3,270 
5,186 

1,955 
106 
51 

504 
8,701 

142 
4 

583 
10,728 

121 
50 
6 

$ 2,999 
851 
725 
553 

3,453 

860 
500 

1,415 

500 

1,758 

13,945 

2,901 

$ 2,999 
4,080 
4,568 

553 
47,545 
3,270 
5,186 

860 
500 

3,370 
106 
51 

500 
504 

8,701 
1,900 

4 
583 

10,728 
14,066 

50 
2,916 

Central/West 
Africa Regional 

Africa Regional 
3 

12 
1 
1 

4 
13 

17,518 
553 

1,880 
2,584 

19,398 
3,937 

TOTAL 71 21 92 $100,642 $34,924 $135,575 

SOURCE: 
 Mark C. Wentling, "The Development of African Private Enterprise: Discussion Paper," Office of
 
Regional Affairs, Africa Bureau, USAID, Oct. 1981. 
 Survey prepared by Devres Associates, Inc.
 



This goal will not yie' to half-hearted, unsustained efforts or to lip
 
service. It must be a conviction and a major purpose in your ambassadorial
 
stewardship. "117
 

McPherson sent a similar message to USAID missions world-wide, stating that "I
 
expect every mission to think creatively on how they can incorporate private
 
sector development into their existing programs and how the mission can work
 
creatively in fostering conditions in the country for which you are
 
responsible...You should not expect the private sector initiative to come only
 
from WashJn-ton. You must be responsible for it in your respective


"T18
countries.
 

Crocker followed suit, telling African posts that "I want...to tell you of my
 
personal interest and concern for the activities of the private sector in
 
Africa...There is considerable lattitude for devising creative and innovative
 
ways to be supportive of US business in Africa, to be responsive to its
 
needs. I vant you to take a personal interest in export promotion activities
 
at your post and assure you and your staff the support of the Bureau in those
 

11 9
efforts."


In an attempt to mobilize USAID missions in the private sector effort, Africa
 
mission directors were asked to respond to a discussion paper, written by the
 
agency's Office of Regional Affairs, that proposed various recommendations to
 
stimulate the African private sector. This was separate from the efforts of
 
the agency's newly-created Bureau for Private Enterprise (PRE), headed by
 
Assistant Administrator Elise du Pont. PRE has targeted ten selected
 
countries around the world, including three in Africa (the Ivory Coast, Kenya
 
and Zimbabwe) for special attention. In addition, State, USAID and Commerce
 
have generated a great deal of debate: conferences have been held, seminars
 
conducted, survey missions dispatched, private consultants hired, and new
 
legislation proposed, including a recently enacted tax policy for overseas
 
residents, revision of the Foreign Corrupt Practices Act, and legislation
 
permitting the formation of Japanese-style export trading companies. A
 
high-level trade mission, headed by Commerce Secretary Malcolm Baldridge and
 
Agriculture Secretary John Block, was dispatched to Nigeria, Cameroon, Ivory
 
Coast and Morocco, along with 25 business participants, in January 1982. The
 
Joint Agricultural Consultant Committee (JACC), established as a committee of
 
US and Nigerian government and agribusiness firms to promote agribusiness, is
 
also being encouraged.
 

Finally, and perhaps most importantly, the Reagan administration has advised
 
the international financial institutions, notably the World Bank, the
 
International Monetary Fund, the International Financial Corporation (IPC),
 
and the African Development Bank (ADB) to strengthen its private sector
 
activities. In a policy statement contained in a report by the Department of
 
the Treasury, the administration urged that support for the multilateral
 
development banks should be designed to encourage "adherence to free and open
 
markets, emphasis on the private sector as a vehicle for growth, minimal
 
government involvement, and assistance to the needy who are willinag to help
 
themselves...Lending policies and programs should increasingly emphasize
 
attention to market signals and incentives, to private sector development and
 

68
 



to greater financial participation by banks, private investors, and other
 
sources of private financing (with particular emphasis on the IFC's approach
 
and type of program).

1 2 0
 

B. Responses to the Private Sector Initiative
 

"Real live businessmen," 
Fortune magazine observed recently, "have learned
 
that the big challenge isn't concocting strategy but making it work."'1 2 1
 
This is as 
true in the public sector as in the corporate world.
 

Having laid so much emphasis on the private sector, the basic problem to be
 
faced by this administration now is to give it substance and credibility. 
The
 
private sector theme is 
a policy in search of implementation. Hopes have been
 
raised, new guidelines issued, and legislation enacted. But on the ground,
 
there is little to show for all this activity.
 

In fact, the private sector initiative has run up against resistance from the
 
host countries, the American business community, Congress, and implementing

agencies. Even within the administration, there is no meaningful
 
coordination, with the result that each agency, bureau, or mission is doing

"its own thing." Nor is there a comprehensive interagency strategy striving

for specific objectives or clear goals. 
 The post of Deputy Assistant
 
Secretary for private sector activities in the State Department's Africa
 
Bureau had remained vacant for 
the first two years of the Reagan

administration; military assistance increased while development assistance
 
levels were disappointingly low, and the fundamental motives of the Reagan
 
team in pushing the private 
sector have been called into question. As
 
Fortune, aptly summarized the situation, "the President will have to counter
 
the impression that his policy is just 
an elaborate cover-up for sla.=hing the
 
US foreign aid budget. To convince skeptics, he must follow up with words and
 
actions that demonstrate how the policy will work. "122 
 Even foreign
 
observers who might be expected to 
be sympathetic are skeptical. The

Economist wrote that the 
"world recession has felled commodity prices and left
 
many primary producers destitute. 
 They need help from the rich, not
 
well-meaning schemes for tinkering with free markets." 1 2 3
 

The African governments have, predictably, been the most critical of all.
 
They argue that while mistakes have been made, the blame for their economic
 
dilemma does not rest exclusively, on what the Berg Report termed, "domestic
 
policy inadequacies." African decision makers feel that 
the private sector
 
objectives stressed by US and other donors fail 
to take into account external
 
problems and the priorities of African countries. Responding to the
 
recommendations in the Berg report, for example, they argue that 
"the goals,
 
objectives and characteristics of the strategy contained in 
the report are in
 
many ways inconsistent with those of the LPA [Lagos Plan of Action]." 
 Adopted

in April 1980, the LPA represents the economic objectives of Africa as defined
 
through a series of meetings of OAU ministers and heads of state and
 
government. "It attaches importance to increasing production from all
 
economic sectors and to fostering the interrelationships among these sectors
 
as 
a means of achieving faster growth and accelerated development.. .This means
 
that, unlike the World Bank report, the concept of market in the LPA focuses
 
on national, sub-regional and regional markets rather than 
on external
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markets...The authors of the [World Bank] report grossly discount the
 
controlling influence of unpredictable external factors...The implication of
 
the recommended approach is 
to make Africa more dependent on external markets
 
for its aricultural and mineral products and for its essential factor
 
inputs."124
 

Behind this tug-of-war over who and what is to blame for Africa's economic
 
woes lurks a deeper political sentiment that shapes the style and tone of the
 
debate. A Kenyan banker stressed the importance of politics in any new
 
initiative in Africa and the linkage between economic and foreign policies.
 
"There is no way you can separate the private sector initiative from America's
 
foreign policy as a whole. An African looking at the United States today sees
 
a warming relationship with South Africa, frustration in Namibia, increased
 
military supplies, reduced economic assistance, and an emphasis on private
 
sector reforms. All of this looks to us like America is withdrawing, failing
 
to see our needs, or to meet our objectives. We may reach an agreement on an
 
issue here or a problem there, and we may say all the right things to each
 
other at high level meetings, but underneath it all, we are wondering just
 
where you are going in this continent. The private sector emphasis cannot
 
really be separated, in our minds, from your policies in southern Africa or
 
your stance on foreign aid. "125
 

Congressional critics voiced other concerns, revolving around on 
the question
 
of aid priorities and the drift away from the "New Directions" congressional
 
mandate. In reviewing the FY82 foreign aid bill, the House Foreign Affairs
 
Committee found "AID's Private Enterprise Initiative to be somewhat lacking in
 
descriptive detail and policy guidance and unclear in its 
total funding from
 
the various accounts. The Committee expects the activities to be fully
 
compatible with the 'New Directions' mandate which Congress issued in the aid
 
law of 1973." The Senate Foreign Relations Committee was equally critical,
 
earmarking at least half of the funds for traditional development projects.
 
It specified that "the President shall not 
use less than 50 percent of the
 
funds made available annually for development assistance to finance assistance
 
which will directly benefit those living in absolute or relative poverty as
 
defined by the World Bank.'126
 

Some of the strongest agnostics regarding the private sector policy were to be
 
found in the American business community. While a number of respondents were
 
supportive and praiseworthy of particular individuals, the consensus was that
 
the officials who should be out front leading the 
private sector initiative
 
were least committed to doing so. Historically, commented one, "the general
 
experience is that the US Embassy is useless 
to the US businessman. So any
 
action that strengthens the posture of the government would be helpful.

Europe and Japan are 1 2 7 
way ahead of us on that score." The Pretoria-based
 
spokesman of an American mining company, whose experience in trying to get

established in Zimbabwe was recoanted in Chapter II, was asked if he had ever
 
contacted the US Embassy during the course of his difficulties. "No," he
 
responded, "I was too darned busy. Besides, how could they help me? I could
 
handle operations here from South Africa. We were also hearing that the
 
Americans were too pushy, too demanding, and we didn't want to identify with
 
that perception." 12 8
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On the other hand, an executive of a firm which recently concluded an
 
investment indicated that the US Embassy was, on 
the whole, helpful. "But
 
there is only so nuch they can do. 
 Moreover, they're not responsible for
 
where we are at. They didn't open up any doors for us.",129  Another
 
observed that "the embassies are an obligatory step for many businessmen
 
making their first tour of Africa. Generally, however, there is poor

information available. What the embassies tell me 
is from their latest report

to the desk officer. I can get better information from the banks; they give

it to you straight. I know a business operating in Nigeria for 15 years.

They haven't been to the embassy in the last five years. 
 And they won't go
 
near it. 
There is also the feeling that the embassy sometimes exploit

businessmen; they use the information given to them to write up their reports
 
to Washington."130
 

Companies which avoid dealing with US government representatives do so for a
 
variety of reasons: 
 they may have been burned in the past, fear an unwanted
 
political association, are frustrated by a politically-inspired
 
interpretation, are discouraged by a sheer lack of responsiveness, or 
are
 
acting on the basis of the embassy's past reputation. In any event, the new
 
private sector initiative has made only a negligible impact on the operation

of embassy staff. "God and the State Department are not interested in
 
commercial activities," commented one alienated businessman who has little
 
faith in the system. 
Typical of the views which seemed to be characteristic
 
of large firms, especially in extractive industries, one representative stated
 
that, in his opinion, "it's not quite proper for US firms 
to get too close to
 
embassies. There are a lot of companies out there and I wouldn't feel that
 
the embassy had to open up secret 
files and tell me what's going on. Besides,

I would not need embassy information or advi,'e because I have much contact
so 

with the government already. In addition, if 
we had too much contact, if we
 
were too close, it would be uncomfortable for us. People here would think we
 
were up to something."'13!
 

On the other side of the issue, a former ambassador to Africa emphasized how
 
critical an ambassador's role can be, 
a view which most business
 
representatives supported, but found, with few exceptions, to be unfulfilled
 
in practice. "The role of the ambassador in commercial activities is key in
 
certain countries," he argued. "There is no continent where it is more useful
 
than Africa, in part because officials of a local government often ask our
 
ambassadors for advice and information." 132 An American banker in Abidjan

concurred: "Information is the key resource for a businessman. 
The essential
 
question is: 
 what do you get when you get off the plane? It should include
 
practical human problems, an information package. However, the embassy is not
 
organized for this. It focuses on macroeconomic analysis which is not very

useful to the investor. In addition to information, the role of the embassy

is to provide access to public officials. A businessman should get good

advice on who to tap. 
 But the embassy is often unwilling or unable to extend
 
this service. 
 It also lacks good language skills. There are exceptions.

Occasionally you get an 
individual in the embassy who is a self-starter, but
 
this is not the rule. As a consequence, most or our clients don't go to the
 
embassy. They feel it is ineffectual. When the embassy does get involved,


133
 generally they use staff at too low a level to really get results."'


71
 



An intersting example of how deeply business distrust of government runs can
 
be seen in an USAID-sponsored project conducted by MAB Associates in the late
 
1960s. The contractor took pains to implement the project, designed to
 
stimulate greater US industrial participation in Africa, as a completely
 
private endeavor. Operationally, the single most important factor, the final
 
report noted, was the specific instruction to all field personnel not to
 
affiliate in any way with the official United States government
 
establishment. In order to avoid the "clannish" attitude associated with many
 
of the overseas personnel, the "arrogant attitude of many American personnel
 
stationed overseas" and "the superior attitude of such personnel, when in a
 
surprising number of cases, that individual is less competent than his local
 
counterpart," the field staff were directed "not to have any association with
 
the official United States Government communities in any country. Only
 
courtesy calls were to be made and any connections with the United States
 
Agency for International Development in the countries was to be done quietly
 
and for informational purposes only. Field offices of USAID were specifically
 
not to be given information on any investment identification or information
 
relative to any local sponsors." When these instructions were violated in
 
three instances in previous work, the contractor reported, "any hopes of
 
implementation of the projects concerned were lost due to the direct
 
interference of AID personnel or the direct uninformed public statements of
 
AID officials. At least on the continent of Africa," the report concludes,
 
"it may be categorically stated that the vast majority of all USAID personnel
 
did not and do not have a realistic understanding of the Private Enterprise
 
Investment Opportunities Project. This project, being contrary to their
 
normal concept of direct aid, has...proved that an orientation of this
 
approach for closer working relationships would be necessary before any close
 
link to AID sponsorship would be advantageous."

1 3 4
 

Further evidence of dissatisfaction by the private sector with the
 
responsiveness of US government agencies provided in a letter sent by Richard
 
Hofstad, President of Land O'Lakes, Inc., to USAID Administrator M. Peter
 
McPherson on April 16, 1982. Land O'Lakes is an American food and
 
agricultural cooperative owned by 350,000 farmers. It had been working with
 
officials of the Egyptian government on a project designed to develop the
 
Egyptian dairy industry. In his letter to McPherson, a reasonable facsimile
 
of which was forwarded to 42 congressmen who represent the seven states which
 
make up the area served by Land O'Lakes, Hofstad wrote:
 

Our relationship [with many American associations] has been
 
very good - and in the case of OPIC very productive in that
 
OPIC has financed 75 percent of the cost of our feasibility
 
study in Egypt and has agreed to finance 50 percent of a
 
feasibility study we are conducting in Jamaica. We have been
 
particularly impressed at how quickly OPIC responds when we
 
ask them for assistance.
 

Unfortunately, we have been less successful in our dealings
 
with the Private Enterprise Bureau; with the Office of
 
Private and Voluntary Assistance (sic) and occasionally with
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the missions. All have been congenial, but it has been
 
difficult to get a quick response or to develop any
 
meaningful relationships.
 

For example, for over a year now we have been patiently
 
waiting for a decision on a proposal we submitted to the
 
Bureau for Food for Peace and Voluntary Assistance area...for
 
a grant which Land O'Lakes and USAID would use to explore and
 
establish some cooperative technical assistance projects. We
 
have followed all of the suggestions given us...yet nothing
 
happens. It is difficult for us to understand why it takes
 
so long to provide funding for a proposal which we were told
 
over a year ago "had a good chance for funding."
 

One wonders why this particular arm of AID takes so much
 
longer to respond than OPIC. I mention this particular case
 
not to criticize but in the hope that our continuing efforts
 
with AID will prove more fruitful in the years ahead.
 

Reflecting on the larger issue of business-government relationships, and
 
echoing a refrain repeated by many respondents during the course of this
 
study, Hofstad wrote, 
"I'm afraid that in the United States we still haven't
 
really figured out how our public and private sectors can most effectively

work together in promoting, planning and implementing effective technical
 
assistance and export trade activities. Sometimes the two sectors approach

each other as adversaries rather than associates. 
 This bothers me because
 
both sectors are capable of bringing so much to the table and, together, the
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The business community's distrust of government was evident in a range of
 
other remarks by respondents interviewed in this study. A typical sampling:

"AID talks; that's about it"; "the on-site people are pretty impractical";

"they are not really interested in commercial ventures." Regarding embassy
 
staff, respondents singled out individual ambassadors for commendation and a
 
handful reported a discernable shift in the attitude of particular embassies
 
over the past two years. However, the majority of comments were negative:

"The Embassy will not extend itself"; "Ambassadors don't want to get their
 
hands soiled in such matters"; "We would never rely on them"; "The Embassy

almost never delivers"; "the embassies have competent staff that represent
 
their country very well, but they have more important fish to fry than to deal
 
with commercial activities." These sentiments underscore the extent to which
 
the private sector initiative has failed to instill confidence in the American
 
business community, despite the shift in emphasis by the Reagan
 
administration. "The general impression," summed up one private sector
 
representative, "is that the Reagan administration is posturing - there is 
no
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C. Policy Tools: A Selected Review of Key Agencies
 

Some of the greatest obstacles to the successful implementation of the private
 
sector initiative seem to reside in the structure and operation of the major

institutions designated to take a lead in this direction. 
There is cynicism,
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suspicion, and resistance evident among a number of officials, including some
 
who philosophically are behind the initiative but doubt that it will have any

meaningful impact. In addition, there is inadequate coordination and
 
planning, insufficient resources, and a lack of consistent political support

from Washington. Regardless of the alleged "magic of the marketplace," the
 
private sector strategy is not one which will blossom on its 
own.
 
The following review of the most pertinent institutions identifies some of the
 

major problem areas.
 

1. The World Bank and its Affiliates
 

In spite of the administration's support of the Berg Report, which
 
included a recommendation to double aid to Africa, resources
 
allocated to the international development institutions are
 
dwindling. The World Bank had to reduce by $200 million the amount
 
of no-interest loans to Sub-Sahara Africa made available by its
 
affliate, the International Development Association (IDA), due to
 
rescheduling of US contributions over four years instead of three.
 
The International Finance Corporation (IFC) is another World Bank
 
affliate which specializes in private sector projects. It has
 
singled out Africa for special attention and announced a new effort
 
in co-financing, but has exhibited little progress to date.
 
"Nobody does much with the private sector in Africa," an IFC
 
spokesman said. "Our effectiveness is very limited when countries
 
have not put themselves in order. These countries need to begin to
 
build up their basic infastructure before we can help." Another IFC
 
official contended that "when Reagan cuts IDA funds, it also hurts
 
the effectiveness of the IFC. The only way to make a big
 
difference in Sub-Sahara Africa in the end will be to have the
 
whole World Bank group increase the money flow to the region."13 7
 

A review of the regional distribution of IFC investments for FY81
 
revealed that only 15 percent of the value of these investments
 
went to Africa as compared to 53 percent to Latin America and the
 
Caribbean and 22 percent to Asia. These comparatively low figures
 
affirm the difficulties of changing priorities. As the World Bank
 
official quoted above, commented, "Sub-Sahara Africa is the least
 
likely candidate for co-financing, the one region in which this
 
approach is not likely to take off."
 

2. Th.! Export-Import Bank
 

America's government-supported export finance agency has
 
likewise had to defend its budget against sharp cuts, despite the
 
Reagan administration's strong emphasis on export promotion. In
 
FY82, Ex-im's new loan authorizations were limited to $4.4 billion,
 
from $5.4 billion in FY81. In the words of Senator John Heinz, the
 
administration has tended to regard the Ex-Im Bank as 
"Just another
 
distortion of the market place, or food stamps for rich
 
corporations," disregarding the importance of competitive 2inancing
 
in boosting American exports. 138
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The role of the bank is especially critical in Third World areas,

where an attractive financial package is 
often the most important

variable dictating the award of contracts. A top-level civil
 
servant 
in Zimbabwe, for example, discussing the issue of
 
financing, advised that "the 
US government must step in and walk
 
both sides of the street. It 
must do what other countries are
 
doing or else it will be left out.*,1 3 9 
 By the same token, an oil
 
executive in the Ivory Coast advised that "the most practical way

to reduce risk in Africa is through financing. The French will
 
bankroll their former colonies to maintain their trade and for the

balance of payments. The Uuited States should do more in the way

of financing and it will be able 14 0
to get a foothold.'
 

In 1980, Ex-Im exposure was $1.5 billion as 
compared to $1.8
 
billion in the ECGD, the Brizish export guarantee agency, and an
 
estimated equal amount 
for COFACE, the French counterpart whose

figures are not published. Sometimes 
Ex-Im facilities are pivotal

in gaining access to markets in areas where the US would otherwise
 
be excluded, such as Angola. 
 In 1981, Ex-Im loaned some 4584
 
million to seven African countries, the largest going to Nigeria to
 
support imports of US goods and services for a major fertilizer
 
plant.
 

An expansion of Ex-Im's activities in Africa could go a long way

toward contributing to 
the private sector initiative as a whole.

Expansion of activities could result not only from increased
 
financing, but through a revision of bank policies. 
 Ex-Im
 
facilities could be revamped with a view toward providing credit
 
terms to 
the poorest Third World borrowers that are more
 
competitive with its European counterparts. In addition, Ex-Im
 
should evaluate opportunijies project-by-project instead of

country-by-country. 
This would permit exporters to take advantage

of internationally financed projects in countries, such as

Sudan, whose governments are not creditworthy, but which 

the
 

nevertheless attract large-scale investments with significant

opportunities for US suppliers. 
 Each project should be evaluated
 
on 
its own merits, instead of writing off an entire country market.
 

3. The Overseas Private Investment Corporation
 

Financial support 
for OPIC is being similarly constrained at
 
a time when its volume is reaching a record high. In 1981, $1.48
 
billion worth of risk insurance was underwritten by the agency.
OPIC offers political risk insurance against war, expropriation,

non-convertibility of currency, and civil strife. 
 It also finances
 
feasibility studies, provides loans and loan guarantees, and
 
pre-investment assistance 
in identifying and establishing

investment projects. 
 Given the high regard most business

respondents had for OPIC, a relatively small but responsive agency

specializing exclusively in promoting US overseas investment, there
 
is much room for expansion of its activities. It should be
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considered one of the top agencies upon which the private sector
 
initiative in Africa rests.
 

At present, OPIC's resources are severely limited. The $1 million
 
which OPIC had set aside for feasibility studies in 1982 had been
 
expended in roughly the first three months. 
 Its policies also need
 
to be reviewed for more flexibility. The restriction on insuring

acquisitions should be lifted. The definition of "political risk"
 
should be expanded to cover events under the category of "force
 
majeure," unexpected or unanticipated forces over which the
 
investor has no control. Following the French practice, OPIC might
 
also consider dropping the requirement of a bilateral agreement

before insurance can be offered, bypassing an unnecessary political
 
entanglement. Host countries can receive their right to deny entry
 
to a potential investor on a case basis,
by case a right they

exercise now. Obviously, umbrella agreements between the US and
 
host countries are preferable and existing arrangements should
 
stand. 
 But that should not prevent OPIC from offering insurance on
 
individual projects in countries, such as Zimbabwe, where such an
 
agreement raises sensitive questions of sovereignty.
 

4. The Commerce Department
 

There are a number of constraints on Cr-mmerce Department

activities, the first being its policy of neutrality with regard to
 
overseas investment. The official US government position, as
 
articulated by the Commerce Department, is that the US neither
 
encourages nor discourages foreign investment, a stance
 
contradicted by many other statements articulated by administrative
 
spokesmen of other agencies. "The feeling is that we should not
 
interfere with the market mechanism," explained a Commerce
 
Department official. "To interfere with trade is okay, because you
 
can show clear benefits to the US economy. The benefits coming

from overseas investments are not at all clear."
 

Although some units within the Commerce Department follow 
investment issues, and an interagency group is drafting a
 
clarifying investmept policy statement to resolve some of these
 
contradictions, the main raison d'&tre of Couauerce is 
to promote US
 
exports. This overwhelming preoccupation with exports limits the
 
department's potential effectiveness. The department sponsors

trade missions, puts US suppliers in touch with overseas clients,
 
and operates the Foreign Commercial Service, which three years ago

had been taken from the jurisdiction of the State Department. But
 
because of the stress on export promotion, Commerce has been very

neglectful of Africa, largely because of the small size of its
 
markets. The Foreign Commercial Service, for example, has only
 
five posts in Africa (Lagos, Kaduna, Kinshasha, Nairobi, and
 
Harare), plus two posts (which are vacant or about to become
 
vacant) which will not be filled (Monrovia and Accra).
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A third constraint is the lack of coordination between Commerce and
 
other institutions, a condition worsened by the shift of the
 
Foreign Commercial Service from State to Commerce. This is an
 
issue over which inter-departmental rivalry still festers. Some
 
have maintained that the effect of the change has been to diminish
 
the role of the State Department, bypassing ambassadorial
 
involvement and divorcing commercial activities from the local
 
political context. (For example, a high level official in the
 
Foreign Commercial Service could not understand why the State
 
Department would not encourage expansion of its operations in South
 
Africa.) Others criticize Commerce for not being responsive from
 
the field, not being timely in its reaction, and falling to provide
 
adequate follow-up.
 

This was brought home through an example cited by the Director of
 
Projects of the Arab Authority for Agricultural Investment and
 
Development (AAAID), a Pan-Arab organization established in the
 
Sudan in 1978 by 12 to enhance the food security of Arab states.
 
AA.AID is completely independent of the Sudanese government, backed
 
by the currencies of the Gulf states, and exempted from all foreign
 
exchange regulations in the country. It plans to finance 13
 
projects at a cost of $2.1 billion, of which $100 million worth of
 
tenders, as of October 1982, had already been awarded. The
 
director complained of the lack of responsiveness of US firms in
 
bidding on a series of large-scale projects in agriculture and
 
livestock. "When we call for proposals, we always include US
 
firms," the director observed. "But they either are not
 
sufficiently aware of the terms of reference and the procedures we
 
follow or the embassy is not responsive when we publish our request
 
for proposals in the newspaper." When this deficiency was conveyed
 
to the embassy staff, they reported that they promptly forward
 
information onto the Department of Commer2e, which has the
 
responsibility of contacting US contractors and suppliers. But
 
their procedures are not efficient and Africa is not of major
 
interest. "In the UK," the Director of the AAAID reported, "our
 
requests are distributed all over the country in a couple of days
 
through a computerized system which reaches all parties quickly.
 
European firms respond much faster and appropriately and the
 
difference in response rests, in my opinion, on the way in which
 
your government acts."

141
 

5. The Bureau for Private Enterprise
 

USAID Administrator M. Peter McPherson announced before
 
Congress, that the PRE Bureau is the "prototype df the AID of the
 
future." It has been given a mandate to develop and implement a
 
global private sector strategy for USAID. With meager resources,
 
institutional resistance, and interagency rivalry, this is a
 
mission which will be impossible to accomplish.
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With an FY82 budget of 26 million and a staff of 18, PRE began its
 
operations by targeting ten countries in which to concentrate.
 
Even within these parameters, however, its effectiveness still
 
stands in question. Its "reconnaisance missions" to the ten
 
targeted countries were sometimes disorganized and ill-prepared.
 
In Africa, some country missions complained of a lack of
 
coordination and an absence of sensitivity to local conditions.
 
Other agencies similarly criticized the bureau for being "too
 
narrow in its percpective," "incapable of taking the lead" in "an
 
area about which they knew little," and "not sufficiently serious"
 
or systematic in its approach to the issue.
 

A new bureau is bound to run up against interagency resistance.
 
However, even the officials of the PRE bureau recognize the
 
especially difficult uphill battle it has before it. Asked what,
 
in his opinion, the greatest measure of success of the bureau would
 
be, a senior member of the staff answered that he would consider
 
the bureau a success if the "mindset of AiD personnel against the
 
private sector initiative were changed."
 

In its 1982 policy paper, the bureau proposed to use "debt
 
instrumQwnts" such as co-financing, convertible debentures (loans
 
that can '2 converted to equity), capitalization of private
 
intermediate financial institutions, and direct lending to selected
 
projects in its targeted countries. With little or no
 
discrimination among objectives, PRE set forth to (1) identify,
 
develop, promote, package and finance private sector projects, (2)
 
help set up or improve private institutions that provide capital
 
and management expertise to private enterprises, (3) make
 
investments in individual private enterprises, (4) encourage the
 
growth of capital markets, (5) counsel host countries, (6) interest
 
other capital-exporting nations in making investments, (7) help
 
establish training schools and programs, and (8) promote, and where
 
appropriate, finance organizational links between US and host
 
country business groups and associations. On paper, it would
 
appear that there was little more that any other bureau or agency
 
could do. In practice, neither PRE or any other USAID bureau is
 
capable of doing all that is intended. This "charter" is exemplary
 
of the kind of problems that have developed from an ill-considered
 
policy for which there is no coordinated strategy of implementation.
 

6. Diplomatic Corps: The Ambassadorial Role
 

As indicated earlier, the role of ambassadors as "economic
 
statesmen" is vital to the private sector initiative. Many
 
respondents reported a recent improvement, and there were still
 
great variations from country to country. However, for the most
 
part, the situation remains largely one of personal preference:
 
some ambassadors put commercial activities as a top priority;
 
others ignore it or delegate the responsibility to junior staff.
 
Even among those who include commercial activities as part of their
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agenda political priorities invariably take precedence. 
As with

USAID, career patterns and institutional traditions set the

framework within which the diplomatic corps operates. 
 It will take
 
considerable effort to expand the role of diplomats beyond
political preoccupations to make economic issues an 
integral part

of US policy toward Africa. 1 4 2
 

D. The Need for a Regional Strategy: Leadership by the State Department
 

To 
sum up, while the policy position of the administration has been loud and
clear, the organizational, financial and attitudinal prerequisites necessary
for implementing that policy leaves much to be desired. 
A State Department
official observed that, 
in the final analysis, "the biggest difficulty we
have is communication and coordination. 
There are difficulties within the
embassies and outside. 
 Sometime: we 
send requests for information from
Commerce and get no response. State and Commerce 
even work at
 cross-purposes. 
 USAID has been designated the lead agency, when very few
people in that organization really believe in the thrust of the program in
the first place. In fact, we can ask: 
 how many people within the United

States Government really know how to do business in Africa? 
 It is a
continent that is neglected dreadfully and, despite the rhetoric, there is 
a
real question of sincerity in the whole private sector effort from the top

down."143
 

In the final analysis, the 
success of the initiative will depend not simply
on clear policy statements backed by good intentions, but on the political
support it receives from Washington and the adoption of a coherent regional
strategy. The administration's private sector initiative needs consistent
support from senior levels in the regional bureaus ccncerned. For Africa,
where the obstacles are 
so great, a concerted effort must be made for a
coordinated regional strategy embracing all relevant institutions and
dealing with all the major "constituencies" 
- the host country governments,

the indigenous entrepreneurial sector, the US business community, other
 
government agencies, and the US Congress.
 

Nowhere has the importance of political support been made clearer than in a
cable which a US ambassador recently sent to Washington on 
this very point.
Although refering to the PRE Bureau, his remarks apply to the fundamental

question of the absence of political support and the lack of a general
 
strategy:
 

The impression that this administration was interested in

increasing involvement in the private sector in the developing

world was one of its outstanding featires. 
 I'm certain I was
 
not the only newly appointed ambassadcr to speak of this factor
 
in interviews both prior to and followng arrival at 
the country

of assignment. Thus it 
was with deep regret that I read the

Bureau for Private Enterprise will be interested in only ten

countries and the remainder of us 
are to develop private sector
 
involvement on our 
own. I can see nothing in this advice which
differs from what we have been doing. 
 Our problem has been that

there has been no support from Washington and this program
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promises none either, except for ten nations, all of which
 
already have considerable private sector involvement.
 

All the ideas which we can generate come to little without
 
active support from Washington. Unfortunately, many of these
 
ideas require money and we find other governmients are happy to
 
support proposals which help their businessmen. An example of
 
this was given me by a US customs official visiting West Africa
 
as leader of an international customs team assessing the needs
 
of these nations for training and assistance in the customs
 
field. The officer pointed to the placement in the customs
 
offices of virtually every Francophone nation of several French
 
customs advisors. This puts these people in a perfect position
 
to watch out for the interests of French business, not only to
 
see to it the goods are handled properly, but to provide
 
intelligence on opportunities and deals.
 

We have been extremely busy attempting to drum up investments in
 
business opportunities but when these 
come to the point at which
 
-stateside action is required the response is faint 
to
 
nonexistent. For instance, we revved up some 
proposals in
 
response to an OPIC request for business possibilities only to
 
learn sometime later (and only in response 
to our request for
 
follov-up information) that OPIC had decided to limit the :ield
 
to a few nations in the Far East and our material had been
 
turned over to the Department of Commerce for normal handling.
 
Resources here are limited and, while the AID mission and
 
embassy are working together to the best of their abIlity to
 
promote further involvement of the private sector, we had hoped
 
we would be able to rely on something more than WashingLon's

"normal" support. 
 What is needed is imagination and energy.
 
Normal support is what has gotten us where we are.
 

Not to simply point at 
the warts, let me pose some suggestions
 
which could be of help to you as business efforts in this part
 
of the world at least: a regional market approach...travel for
 
African entrepeneurs.. .a business volunteers program. 
These
 
ideas cost much money yet 
one or two could have a tangible,

immediate impact on private enterprise development. Why not
 
spread some resources beyond the "saintly seven"? The African
 
Bureau's Office of Regional Affairs is developing a private
 
enterprise project which would be an excellent way of spreading
 
resources to the smaller countries. A little creative thinking
 
could conjure up regional pots of money which embassies and US
 
aids could tap. 
 I urge you to make every effort to support its
 
early approval so that we do not lose momentum...
 

In short there is a multitude of things which could be done
 
ranging in cost 
from virtually nothing to a considerable sum.
 
The countries which need this kind of attention will not be
 
affected by the new program. Rather, the effort seems to be
 
going toward those nations where American businesses are already
 
well established--a case of "them as has, gits." 14 4
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VII. CONCLUSIONS AND RECOMMENDATIONS
 

From a strictly economic perspective, this is not the best time to try to
 
stimulate private sector activities in Africa. Two decades of economic
 
decline, a world recession, diminishing foreign aid, and dissension between
 
the US and its allies over unfair trade practices are all constraints on
 
private sector development 
overseas. It would therefore be unrealistic to
 
expect quick or dramatic results. The recommendations of this study are
 
intended to be a foundation upon which long-term policy objectives and
 
resources can be organized and planned. The real payoffs will come not in the
 
immediate future, but over 
the course of the years ahead when economic
 
conditions improve, there is a better understanding and willingness to work
 
together, and an explicit regional strategy is in place.
 

Having stated the drawbacks, it is important to note that the picture is not
 
all gloomy. There are solid reasons for being optimistic about the prosDpcts
 
of a well-organized and balanced private sector strategy. 
 First, a dialogue

with African leaders on economic policies has begun, stimulated in large part

by the World Bank, the IMF, and bilateral donors. Secondly, many African
 
governments are actively seeking Western trade and investment, including a
 
number of states which had heretofore been hostile to foreign private
 
enterprise. Third, the political climate in Africa has changed, with a
 
notable de-line in the stridency and orthodoxy with which ideological

principles are promoted. 
Finally, there have been some notable breakthroughs
 
and successes--in indigenous training programs, investment projects, and in
 
efforts to promote policy reform. Provided there is a political commitment to
 
go forward, there is reason to 
relieve that real progress can be made.
 

The recommendations suggested by respondents thoughout this research varied
 
greatly. 
 Some advised the creation of a new cabinet level Department of
 
International Trade and Investment. 
 Others urged a "grand design" for Africa,
 
comparable to the Caribbean Basin Initiative. There may be merit in these
 
suggestions but at 
this time and under existing budgetary constraints, they

would neither be politically desirable nor particularly effective. Instead,
 
the recommendations contained in 
this study are limited to proposing ways in
 
which existing capabilities and institutions can be better utilized, by

expanding their scope, revising their programs and policies, or increasing
 
their resources. Stimulating private sector activities in the world's poorest
 
continent is an enormous 
task that will require painstaking and tedious work
 
lacking glamour, political appeal, and widespread popularity. A coherent and
 
realistic policy must 
take these factors into account. It must also recognize
 
that under current circumstances, the private sector initiative lacks a base
 
of support among the principal beneficiaries and has not been effectively
 
implemented.
 

To address these problems, it is recommended that the State Department take
 
the lead in developing a coherent and comprehensive regional strategy that
 
will bring under one roof all the major agencies, resources and creative ideas
 
pertaining to this effort in Africa. 
 The regional strategy should be
 
centralized in a coordinated interagency drive vested in 
an African Regional
 
Coordinating Committee, comprising representatives from USAID, OPIC, Ex-Im
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Bank, the Commerce Department, the Treasury Department and other interested
 
agencies. The regional strategy pursued by this centralized unjt should
 
encompass trade, aid and investment issues focusing on five key objectives:
 

o 	 Promote US global competitiveness 

a 	Encourage host country policies and practices conducive to
 
commercial activities
 

* 	Strengthen indigenous entrepreneurs
 

* 	Assist the US business community, and
 

* 	Increase the efficiency and effectiveness of US government
 
agencies in stimulating and coordinating private sector activities.
 

An 	organizational plan should be worked out 
for a more rational division of
 
labor among the principal institutions. For example, State should work with
 
OPIC, Ex-Im Bank and Commerce to devise a plan of action to promote US global

competitiveness. 
State should take the lead in host country policy reform,
 
coordinating its efforts with USAID and Treasury. 
 USAID should be the lead
 
agency in adopting a strategy to strengthen the indigenous entrepreneurial
 
sector through training and education. OPIC, Commerce and Ex-Im Bank are 
the
 
most relevant agencies to assist the business community. State and Treasury

should together formulate a policy with regard to the international
 
development agencies.
 

The major responsibility for this initiative should reside in the State
 
Department's Africa Bureau and be directed by a senior officer. 
 The State
 
Department is deemed the logical choice as 
the lead agency for this
 
initiative, first, 
because political input from Washingtor is a fundamental
 
requirement, second, because State will probably be sensitive to the wishes of
 
African states, third, because an all-encompassing regional perspective is
 
necessary, and finally, because State has an overseas 
network of embassy

personnel who, together with the USAID missions, have the ability to
 
coordinate directly with African leaders, local entrepreneurs and the American
 
business community.
 

However, the success of the State Department in such an initiative is by no
 
means assured. It will depend upon how well State 
can mobilize its own
 
resources in conjunction with those of other agencies, how serious a political
 
commitment is made to the initiative, and how much economic issues are brought

in as an integral part of US policy toward Africa. Historically, economic and
 
commercial issues have been the most neglected area of US 
policy, either
 
ignored for the sake of political expediency or shunted aside to be dealt with
 
by other agencies. It is time to stop passing the buck, to 
remove the policy

from partisan politicai battles, and 
to raise the level of effort beyond

routine commercial work or standard economic reporting.
 

The main obstacles in each of the five targeted areas of 
a new regional
 
strategy were discussed in earlier chapters. To overcome these impediments,
 
the following specific recommendations are offered. 
 Some of these proposals
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have already been previously considered but not acted upon, some are currently

pending, while still others have never been given serious consideration. They
 
are presented here not as 
a definitive list of "do's" and "don't's," but
 
rather as items 
to be included in a new regional agenda to be more
 
definitively discussed and enacted upon by the African Regional Coordinating
 
Committee.
 

A. US Competitiveness
 

" 	 Inadequate financial support for USAID, OPIC and Ex-Im Bank makes it
 
difficult for the US to exert much policy influence or to be genuinely

competitive. Funding levels are declining in these agencies at 
the 	very

time when their importance in US global competition is increasing. A
 
concerted effort should be made, in coordination with other regional

bureaus, to increase the budgetary support of these agencies which have
 
the concrete tools 
to 	put teeth into the private sector initiative.
 

" 
Review the policies of the major agencies involved in the private sector
 
effort with a view toward providing greater flexibility and creativity.

For example, Ex-Im should offer financing on more competitive terms,
 
taking into account Third World conditions and the rates of European

competitors. 
 It should also raise its threshold of risk acceptability,
 
perhaps by shifting from a country-by-country risk assessment to 
a
 
project-by-project evaluation, allowing financing of internationally
 
funded projects. 
 OPIC should consider ending its restriction against

acquisitions. It should broaden its definition of "political risk" to
 
include insurance for "force majeure." OPIC might also consider the
 
possibility of dropping its requirement of an umbrella bilateral
 
agreement with hosL countries before insurance 
can be offered for new
 
investments, retaining the requirement that each project should receive
 
host country approval on a case-by-case basis. This would encourage

flexibility by ti.e host country without compromising its right to
 
restrict entry.
 

* 	Competitive financing, the single greatest shortcoming of the US
 
private sector, is a problem which must be confronted directly. Current
 
US policy is to campaign for the elimination or reduction of subsidized
 
export financing practices worldwide. However, export finance and mixed
 
credits are critical factors in Africa's capital 
scarce economies. US
 
business is greatly disadvantaged by not being able to match favorable
 
financing packages backed by other governments. To try to get our
 
competitors to end their so--called "predatory financing" practices is
 
asking them, and ALrican consumers, to act against their own best
 
economic interests, We must use mixed -redits 
if we do not want to be
 
shut out of major Third World markets.
 

" 	The lack of information on 
Third World investment and trade opportunities

is another serious handicap of the business community. Our economic
 
intelligence system must bc modernized, including computerized sourcing

and more extensive circulation of investment opportunities beyond the
 
relatively slow procedure3 currently used by the Commerce Department of
 
identifying and contacting individual firms. 
 Consideration should also
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be given to the establishment of a one-stop information center where
 
prospective investors or contractors can find out what government
 
facilities are available to help them.
 

" 	Increase commercial promotion by expanding the Foreign Commercial Service
 
in Africa beyond its current five posts and including investment
 
promotion as part of its mandate. Perhaps this could be done on a
 
regional basis, with Commerce Department representatives covering West
 
Africa, Francophone Africa, East Africa and Southern Africa. In
 
addition, the commercial role of embassy staff, including the
 
ambassadors, should be more clearly spelled out. The Assistant Secretary
 
of State for African Affairs must make it plain, through more than an
 
occasional cable, that the commerci-l role of the diplomatic corps is
 
essential, not only for export promotion, but for investment promotion,
 
management contracts, etc. Career advancement incentives should be
 
provided to reward commercial activities, giving weight to performance in
 
this area in future postings, promotions, and job evaluations.
 

B. Host Country Policies and Practices
 

" 	Expand the dialogue with African elites and coordinate among all agencies
 
so that the same message is getting through. Every opportunity should be
 
used to raise key issues at bilateral meetings, debt rescheduling talks,
 
and USAID planning sessions to discuss basic economic issues of
 
particular concern to each country. African ambassadors in Washington,
 
D.C. should also be included in this effort.
 

e 	USAID should develop country strategies focusing on particular
 
objectives, such as training entrepreneurs or privatizing parastatals,
 
rather than focus exclusively on identifying particular private sector
 
ventures. These strategies should be sufficiently flexible so they can
 
be tailored to suit the conditions of each country. UzA!D's activities
 
should emphasize: (a) host country policy reform, (b) entrepreneurial
 
trin~-ag and education, (c) research and analysis of socio-economic and
 
cultu ul factors affecting private sector activities, and (d) providing
 
management services. In some of the poorer countries, the key strategy
 
might simply be to construct a good all-weather road, build an efficient
 
telecommunicaticn station, or rehabilitate a railroad. In other
 
countries, a wholesale effort to achieve progress in all the spheres
 
defined above may be in order.
 

The essential goal of USAID should be to improve the environment for the
 
private sector, not do the work of the entrepreneur. For example, where
 
appropriate, USAID could finance experts to write or improve upon
 
investment codes, to Prepare regulations for standardization of technical
 
specifications, to help make customs procedures more efficient, to
 
streamline government purchasing practices, and to clear numerous other
 
hurdles or bottlenecks which impede the activities of the private
 
sector. At another level, management expertise could also be supported
 
for macroeconomic advice and consultation, including designing a private
 
sector strategy to be adopted by the host government. (A British firm
 
recently conducted a similar study in Botswana, identifying bureaucratic
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impediments to private investment which were 
promptly accepted by the

government.) In countries wanting to know the image it has abroad and
the concrete steps it might take 
to' attract more 
foreign investment,

USAID should bear the 
costs of independent assessments conducted by US
 
firms.
 

* 	Explore the possibility of concluding bilateral tax and investment
 
treaties, such as 
those now being explored by the Office of the Special

Trade Representative. 
Such treaties, while difficult to negotiate, would
 
add a measure of security and lower the risk for US investors.
 

o 
There should be more in-country educational programs focusing on
economic policy, including seminars, trade missions, distribution of

data, surveys, etc. in Africa. 
The object of these exchanges would be to
raise the level of host country understanding of complex policy and

operational questions and to encourage reform from within, as 
opposed to
the present pattern of imposing painful conditionality requirements from
external sources. 
 USIA and USAID could both be helpful in these kinds of
programs. 
 Finally, in conjunction with these promotional efforts, USAID

could sensitize host government officials to 
the private sector by
sponsoring research and symposia by indigenous institutions on economic

policy issues, such as 
those now sponsored on population policy reform.

The results of 
the research and symposia should be widely disseminated to
African ministries 
to assist elites in better understanding the private

sector and 
to 	stimulate rational economic management.
 

* 
Emphasize regional integration and cooperation in 
our USAID programs, an

economic goal which Africans have identified for themselves in the Lagos
Plan of Action, but find it 
difficult to achieve in practice. USAID
 
might provide incentives for regional economic cooperation through

existing institutions, such as 
the Entente, ECOWAS, or SADCC (Southern

Africa Development Coordinating Conference), by offering concessional

assistance for projects that increase intra-African trade or which lower
barriers to intercontinental trade and investment. 
 A 350 million ECOWAS

regionai telecommunications project is an illustration of a lost
opportunity of this type. 
 In 	1982, USAID turned down a direct appeal by
ECOWAS 
to support this regional project, with the result that $35 million

in equipment and infrastructure contracts 
went to European
 
competitors. 145
 

* 
State, USAID, and USIA should finance research on pragmatic
policy-oriented proposals. 
 For example, research should be conducted on

finding ways 
to 	develop regional trade 
areas as preferential markets for
African products, on reviewing the possibility of selectively easing

duties or tariffs on 
critical African exports, on developing strategies
for US corporations to pool their resources in common regional marketing

and distribution efforts, 
on studing ways to standardize technical

requirements and measurements, 
on 	assessing domestic credit institutions

and their impact on indigenous and foreign private sector development, or
 on analyzing local tax structures and their impact on private enterprise

in particular countries. 
 These topics constitute a suggestive list of
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the kind of specific, policy-oriented research that still is badly needed
 
in Africa - problem-solving research directed toward eliminating existing
 
obstacles to development.
 

C. Indigenous Entrepreneurial Sector
 

" This is the area in which USAID is perhaps best qualified. USAID should
 
build upon the mistakes and experience gained from the Entente Fund
 
project which focuses exclusively on Francophone West Africa. Expansion
 
of this project, or other similar endeavors concentrating on the
 
indigenous entrepreneur, into other areas of Africa should be a high
 
priority. Programs should include assistance and training for local
 
entrepreneurs in the preparation of feasibility studies, loan
 
applications, bookkeeping, inventory control, management strategies,
 
marketing plans, etc., being careful, however, not to exacerbate the
 
"brain drain" in areas which already have that problem. Some argue that
 
the special characteristics of an enterepreneur cannot be taught and that
 
such training programs are therefore irrelevant. This raises the problem
 
of appropriate recruitment of participants and establishing screening
 
criteria which can identify those candidates that can best take advantage
 
of improving their skills to increase their productivity. Training
 
programs cannot make entrepreneurs, but they can give those with the
 
aptitude the critical skills needed to convert their talents into
 
productive occupations.
 

" 	Middle-level American executives should be recruited for short term
 
assignments in Africa, following the example set by the International
 
Executives Service Corp (IESC) which recruits retired executives for
 
overseas assignment. An expanded program of this type, providing
 
hands-on experience and management, would provide technical assistance,
 
training, management and increased productivity for local ventures.
 
Various approaches to this type of program could be considered. For
 
e:_: le, Peace Corps volurteers are exceptionally qualified to work
 
onc.-c-a-one with emerging businessmen. Alternatively, USAID could work
 
with private voluntary organizations or private corporations, topping up
 
the salaries of volunteers from US firms interested in penetrating the
 
African market. To gain a foothold overseas, US corporations might be
 
willing to permit their executives to accept two-year overseas
 
assignments, provided the government helped finance the cost.
 

" 	As a resource for future planning, a data bank on the empirical
 
experience of indigenous entrcpreneurs should be created. The emphasis
 
should be on compiling a series of case studies of successful and
 
unsuccessful local entrepreneurial projects, with a view toward
 
identifying the critical determinants accounting for successful
 
operations.
 

" 	Local counterpart funds from the Commodity Import Program (CIP) could be
 
used as venture capital for small indigenous businesses. These funds
 
could be deposiLed in the local branches of US banks, provided they
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agreed to co-finance and oversee the management of emerging commercial
 
operations, thereby providing a vehicle for the US government and US
 
banks to jointly share the risks.
 

D. The US Business Community
 

" A strong promotional effort backed by concrete actions is required to
 
instill confidence in the US business community, identifying those
 
opportunities in Africa which are relatively safe for investment. 
 This
 
includes affording US business representatives access to top officials
 
wherever possible, regular and frequent consultations with senior
 
government personnel, and more responsiveness by US embassy personnel to
 
private sector inquiries and concerns. The commitment of US ambassadors
 
to 	neutrality relative 
to 	American firms should not be translated into
 
paralysis regarding US competitiveness. US agencies must search for ways
 
to reduce the risks, minimize problems, and ease day-to-day barriers of
 
doing business in Africa.
 

" 	The Africa Bureau, through the embassies, should poll US businesses
 
operating in Africa to obtain their suggestions on how to improve private
 
and public sector interaction and remove obstacles to trade and
 
investment opportunities. These recommendations should be evaluated,
 
coordinated, and promptly translated into specific actions wherever
 
feasible.
 

" Work closly with the US Chamber of Commerce, local chambers of commerce,
 
and other trade organizations across the country to promote commercial
 
activities in Africa. The Commerce Department's domestic network should
 
be utilized by the State Department in this regard. In addition, a
 
promotional effort should be mounted with regard to educating trade
 
unions and labor about the domestic benefits of overseas investment, with
 
a view toward removing the political constraints which make the Commerce
 
Department irrelevant in international business except for exporLs.
 

" 	An overseas investment policy relevant to all agencies needs to be
 
formulated to remove the contradictions which now exist between some
 
agencies which are "neutral" on this issue and others which actually seek
 
to "promote" investment. Once the policy is changed and clarified,
 
appropriate resources should be brought to bear to implement that policy,
 
including utilizing the facilities of the Commerce and Treasury
 
Departments more effectively.
 

* The State Department's African economic and commercial data base needs 
to
 
be greatly improved. Without violating confidences, records should be
 
compiled on the commercial environment, host country practices, governing
 
elites, and individual corporate experiences (including, where possible,
 
experiences of other nations) in each major market. There is no
 
institutional memory available in this sphere of operation in local
 
embassies. With a tour of duty lasting no longer than two to three
 
years, each foreign service or commercial officer must start afresh in
 
each new post. It takes two years to get to know an area and then he is
 
reposted, taking his knowledge and experience with him. Periodic
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analyses, data reviews, and case studies should be available, on an
 
unclassified basis, to potential investors. The existence of such
 
information would be a major incentive for the US business community to
 
consult more closely with the embassies.
 

" 	Better servicing of the US private sector, particularly those who are
 
visiting the host country to assess trade or investment prospects is
 
necessary. This servicing should include 
the supply of more practical
 
information to supplement the macroeconomic analyses used in the routine
 
reporting to Washington, the personal support of embassy staff where
 
appropriate, and a more aggressive defense of US economic interests in
 
circumstances where harassment or political manipulation is being exerted
 
against individual Americans.
 

" 	Improve and expedite the process of getting information to US
 
corporations regarding upcoming commercial opportunities in host
 
countries and internationally funded projects supported by such agencies
 
as the World Bank, the African Development Fund, the Arab Authority for
 
Agricultural Investment and Development, and other similar
 
organizations. Few businessmen are aware, for example, of the World Bank
 
and UN publications which publicize their projects well in advance. The
 
Development Forum, published by the World Bank, includes international
 
procurement notices from the World Bank, the Inter-American Development
 
Bank, the Asian Development Bank, the African Development Bank and Fund,
 
the Commission of the European Committees, and the UNDP. The World
 
Bank's Monthly Operational Summary is another business supplement,
 
providing information about projects contemplated as much as 24 months
 
before a loan or credit comes up for board presentation. Embassies
 
should screen these publications and have the latest information on the
 
projects contemplated in their posts. In addition to apprising companies
 
of upcoming opportunities, American firms need to be advised on
 
acceptable procedures, the level of effort expected, funding guidelines,
 
and evaluation criteria used in international competitive bidding by
 
these organizations, most of which are European-oriented. in general, US
 
firms are neither plugged into this international network nor
 
sufficiently familiar with competitive procedures present their
to 

proposals in a manner acceptable to these organizations.
 

In the dialogue with host country governments, a means should be provided
 
for the private sector to have a voice in the exchange, preferably
 
through direct access to host country officials at appropriate meetings.
 
American firms, in turn, should be briefed about the best way to be
 
effective, keeping local country sensitivities in mind. Often US firms
 
do not receive adequate feedback on the impressions or impact they make
 
overseas. 
 Follow-up calls by the embassy staff, especially for
 
corporations which do not have local agents or representatives in the
 
country, is almost always appreciated.
 

e 	Conduct non-petroleum natural resource and mineral surveys in Africa,
 
focusing on areas of US commercial and national security interests. The
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results of such surveys should be widely circulated to attract US
 
industrial involvement in sectors that could enhance the host country's

foreign exchange earnings and solidify US economic ties 
to 	the continent.
 

* 	Encourage 
a revival of the US Chamber of Commerce Task Force on Africa by

giving it a more substantial role, through regular meetings and
 
consultations, with United States officials. 
 The first regular meeting

of the Task Force convened in April, 1980, with 18 full fledged members.
 
It became moribund, in part, because of low interest and its likely

ineffectiveness in influencing government policies. 
 Instead, the Chamber
 
is encouraging the development of bilateral business councils, presently

with Egypt, the Sudan, and Nigeria. While these can be useful, a Task
 
Force dealing with the continent as a whole would make a strong
 
contribution to US policy endeavors, especially if its mandate was
 
broadened 
to include trade, aid, and investment issues.
 

E. Effectiveness of US Government Agencies
 

* 	The State Department's Africa Bureau should take the lead in coordinating

and sustaining all facets of the private sector initiative suggested

herein. 
Working closely with the Commerce Department, USAID, OPIC, the
 
Ex-Im Bank, the Treasury Department and multilateral development

institutions, 
the Africa Bureau must develop a coherent regional strategy
 
to 
bring consistency and rationality to an initiative which, thus far,
 
has spawned countless projects, guidelines, and promises that have no
 
coordination or clear policy direction. 
Even within some agencies

charged with implementing the policy, deep resistance has emerged to 
this
 
confusing array of projects. Unless this disorder and disarray is
 
corrected, the private sector initiative has little prospect of
 
generating widespread political support, long-term impact, 
or
 
recognizable economic payoffs, certainly not within the lifetime of 
this
 
administration.
 

* 	The role and organization of USAID in private sector development should
 
be reassessed, in particular, the role of 
the Private Enterpise Bureau.
 
Creating a global strategy, as PRE is attempting to do, is an overly

ambitious task that should properly go beyond USAID, much less be vested
 
in a small component of it. Third World conditions vary too much for a
 
global approach to have lasting benefits. Even within the ten target

countries, the approach has not been well thought out, the goals 
are not
 
discreet, and the resources are inadequate. By concentrating on
 
countries with presumed viable private sectors, PRE also neglects more
 
deserving or promising countries.
 

PRE's functions should be folded into the larger USAID operation, either
 
by dissolving the bureau or by restructing its mandate to concentrate on
 
more selective goals. Working through existing bureaus and the country

missions, USAID should confine its efforts regarding the private sector
 
to 	six types of activities: (1) education and training, (2) policy

reform, (3) the provision of management services, (4) research and
 
analysis, (5) the financing of modest infrastructure projects (in
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transportation, communication, agriculture), and (6) continuation of its
 
traditional development activities in food, health and population, all of
 
which impact on the private sector.
 

" 	Serious consideration should be given to introducing new legislation to
 
broaden the existing foreign aid mandate, including expanding the
 
definition of "basic human needs." Alternatively, the administration
 
should do a better job of engaging Congress in a dialogue on changing
 
Third World needs, drawing more attention to the interrelationship
 
between development and private sector activities. The objectives and
 
structure of a new regional strategy, should it be undertaken, must also
 
be 	widely discussed with Congress whose support is essential if the
 
initiative is to be sustained.
 

" 	Collaborative projects (to be distinguished from co-financing or cost
 
sharing) should be encouraged in which USAID funds can be used in
 
coordination with commercial investments for parallel efforts at
 
development. For example, the US government could support the training,
 
management, or infrastructure (irrigation, feeder roads, farms) costs
 
associated with an agribusiness, livestock or seed-multiplication project
 
provided the host country agreed to a US investment in which private
 
funds would pay for the construction, labor, equipment, and other
 
commercial costs. Development-oriented criteria could be worked out 
for
 
such collaborative projects including, but not limited to, projects that
 
result in rural development, employment generation, increased
 
productivity, or export expansion.
 

" 	Ab ve all, the private sector initiative requires concrete and consistent
 
support from Washington. At present, there is no program or agency
 
exclusively responsible foi trade, aid and investment links with Africa.
 
Nor can one agency do it alone. Unless the State Department takes this
 
responsibility seriously by adopting a coherent regional strategy,
 
providing consistent political backing, and mobilizing other agencies to
 
be 	more aggressive, the privater sector initiative may never get beyond
 
the stage of rhetorical enthusiasm. The private sector initiative must
 
be seen a3 part of overall US policy which provides more attention and
 
resources to the development priorities of Africa and the economic
 
interdependence between America and the Third World as 
a whole.
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APPENDIX A
 

Mi T1iODOLOGY
 

This report identifies and analyzes the fundamental constraints, both visible
 
and perceived, which inhibit the development of private sector activities in
 
Africa. The research incluris analysis of both foreign private enterprise and
 
the indigenous entrepreneurial sector. A variety of data collection methods
 
were employed, but the principal data was collected through in-depth
 
interviews with some 150 respondents. A literature review and documentary

research was also undertaken to integrate past research efforts and official
 
government analysis with the current data.
 

Field work was conducted in seven countries, including five African &tates,
 
France and the United States. Four African countries were selected for
 
concentrated analysis: the Ivory Coast, Kenya, Zimbabwe and the Sudan. 
 South
 
Africa was also included for a small number of interviews with respondents
 
having knowledge of or interests in Ziibabwe. However, South Africa itself
 
was not included as part of the major focus of the study.
 

The decision to focus interviews in these four African countries was taken
 
after numerous discussions with government officialc, including consultations
 
with 	various representatives at an interagency meeting held on October 26,
 
1982, for review of the research design. The country selection criteria were
 
(1) geographical, ideological and cultural diversity, (2) inclusion of
 
market-oriented and socialist states, and (3) countries of politicai and
 
economic importance to the United States.
 

The following categories of respondents were interviewed:
 

(1) 	African government officials
 

(2) 	African private sector representatives
 

(3) 	Executives of American firms and other foreign commercial
 
interests operating in Africa
 

(4) 	Officials of the US government
 

(5) 	Officials of European and Japanese governments
 

(6) 	Other knowledgeable respondents
 

Prior to the field work, interview protocols were prepared for three
 
categories of respondents: US business representatives, African government
 
officials and African business representatives. Copies of these protocols are
 
attached as Appendices B, C and D. In order to establish rapport and
 
encourage candid responses, these protocols were used as general outlines.
 
Respondents were also encouraged to comment at length and on the babis of
 
confidentiality on any relevant: topic about which they felt strongly or on
 
which they were particularly qualified. Interview protocols for other
 
respondents were not appropriate since their areas of competence or
 
jurisdiction was too specialized.
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As much as possible, American business representatives contacted were managing
 
directors or other comparable senior officers of firms in a range of sectors,
 
including oil, mining, manufacturing, agribusiness, banking, law and
 
accounting. African government respondents were likewise contacted at 
the
 
highest possible level, either ministers or senior civil servants. Similarly,
 
ambassadors, USAID mission directors, embassy staff, and senior officials of
 
relevant agencies in Washington, D.C. were interviewed,
 

From 25 to 35 interviews were conducted in each of the four African
 
countries. In addition, there were some group discussions in which majority
 
or consensus views were obtained. Of the total 150 interviews, over three
 
quarters, or about 115, were conducted in Africa. Of that number,
 
approximately a quarter were conducted with the foreign (principally US)
 
business community, a quarter with African government officials, a quarter
 
with US government officials, and the remainder with representatives of the
 
African private sector, the European and Japanese diplomatic corps, and
 
various other respondents (academics, journalists, economists). Documentary
 
research included review and analysis of the professional and academic
 
literature as well as various government reports, memoranda, cable traffic,
 
and correspondence made available by a number of officials who, like the
 
private sector respondents, will remain anonymoas.
 

Numerous individuals supplied written materials, afforded access to top
 
decision makers, provided historical background, and contributed their
 
thoughts and time to this project. A research assistant, Scott Wylie,
 
contributed valuable assistance in the early stages of the research. 
Although
 
the conclusions and recommendations are solel> the responsibility of the
 
author, this report is in large measure a collection of the accumulated
 
wisdom, experience, and reflections of all those who, directly or indirectly,
 
were associated with this project.
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APPENDIX B
 

INTERVIEW PROTOCOL FOR US BUSINESS REPRESENTATIVES IN AFRICA 

Introduction
 

I represent the Battelle Memorial Institute, a no'-for-profit research

organization, which is conducting a US government-funded study of obstacles to
private sector activities in Africa. 
 Its purpose is to make concrete policy
recommendations to improve 
the climate for both American private investment
 
and for indigenous private enterprise. You are one 
of a number cf- business
representatives who will be interviewed, along with members of 
the diplomatic

corps, and government officials in the US and Africa. 
We want to obtain your
candid and honest views on 
this issue, together with any recommendations you
 
care to offer.
 

Questions 

Section I: Major Obstacles to 
Private Sector Activities
 

1. What were 
some of the major problems you have encountered in doing

business in this country?
 

Probe 1.1 
Are the problems economic, regulatory, soclo-cultural or political in 
nature? 

Probe 1.2
 
Can you give me some 
concrete examples (foreign exchange controls,

wage/price controls, licensing/permissions, infrastructure deficiencies,

living conditions, political problems,..trade union activities, manpower

recruitment, bureaucratic delays, lack of economic incentives, taxes,

export/import difficulties, government policies, etc.)?
 

Probe 1.3
 
What aie the usual means 
of coping with these problems? Do you turn to

particular government officials, US embassy, commercial institutions,

community groups, other firms in 
some situations? 
 In what circumstances?
 

Section II: Major Incentives for Private Sectr Activities
 

2. What are the major attractions/benefits of doing business in 
this
 
country? What attracted your firm here?
 

Probe 2.1
 
Are 
the major attractions economic, political, socio-cultural (as compared
 
to other African states, other LDCs)? 

Probe 2.2
 
Are these attractions peculiar to your firm? 
 To an economic sector or
 
industry? To a particular foreign group?
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Probe 2.3
 
How could these attractions/benefits be improved upon or expanded for
 
other prospective US investors?
 

Section III: Investor Attitudes
 

3. 	In your opinion, what are the future prospects for this country with
 
regard to:
 

(a) attracting private foreign investment?
 
(b) encouraging indigenous private enterprise?
 

Probe 3.1
 
What is the basis for this assessment (Policies and practices of host
 
government, long-range assessment of country's economic prospects,
 
policies of external investors, number of incentives)?
 

Probe 3.2
 
Do you perceive differences in attitude among the various ministerial
 
departments and agencies of the host country government regarding private
 
investment? If so, what are these differences? Do you feel that US
 
investment, in particular, is sought? If so, why?
 

Probe 3.3
 
(if not covered in 2.3) What policies or incentives would be most
 
effective in this country (or in Africa as a whole) to encourage more US
 
investment? Specifically, what can/should the host government do? The US
 
government? International institutions? The Private Sector?
 

Section IV: Determinants of Investor Attitudes
 

4. 	Some observers are optimistic about the prospects for American investment
 
in Africa and say that such factors as Marxism or a state-controlled
 
economy are not real barriers to doing business in the continent. Others
 
are more pessimistic, citing such factors as economic unpredictability,
 
smuggling, lack of skilled manpower, corruption, small markets, etc. In
 
your judgment, and based on your experience in this country, what are the
 
most critical factors that influence US firms considering investment
 
decisions here?
 

Probe 4.1
 
Are there concrete examples you can cite of go/no-go decisions traceable
 
to these factors?
 

Probe 4.2
 
How do US firms obtain their information and evaluate these criteria
 
(through the press, consultation with US agencies in Washington, D.C., US
 
embassy in host country, on-site visits, investment risk analysts)?
 

Probe 4.3
 
In your own case, what has been your experience and background in
 
business? In Africa? How much experience has your firm had in operating
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in Africa as whole? In the LDC's? Are there particular policies of your

firm which relate to your operations here (e.g. policy of 100% equity
 
ownership)?
 

Section V: Evaluation of Policy Initiatives
 

5. The administration has made the promotion of private sector activities a
 
central component of its policy in the LDCs. International institutions
 
have also stressed a private-sector strategy. How do you react to these
 
initiatives and what would you recommend to implement these policies
 
effectively?
 

Probe 5.1
 
How would you evaluate the activities of the US government? (Role of
 
State Department, USAID, Commerce Department, Ex-Im Bank, US embassy, etc.)
 

Probe 5.2
 
What role do you feel international agencies, such as the World Bank, can
 
play?
 

Probe 5.3
 
How does the US stand in competition with other foreign commercial
 
activities here? What are 
the key resources that the Europeans and
 
Japanese have which diminish our competitiveness9 What measures would
 
most enhance US competitiveness?
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APPENDIX C
 

INTERVIEW PROTOCOL FOR AFRICAN GOVERNMENT OFFICIALS
 

Introduction
 

I represent the Battelle Memorial Institute, a not-for-profit research
 
organization which is conducting a US government-funded study of the obstacles
 
to private sector activities in Africa. Its purpose is to make concrete
 
policy recommendations to improve the climate for both American private
 
investment and for indigenous private enterprise. You are one of a number of
 
government officials who will be interviewed, along with representatives of
 
the private sector and the diplomatic corps. We want to obtain your candid
 
and honest views on this issue, together with any recommendations you care to
 
offer.
 

Questions
 

Section I: Host Country Policies and Practices
 

1. 	In your own words, how would you characterize your government's current
 
attitude toward private sector activities? What are the most significant
 
steps that your government has taken to define the role of (a) foreign
 
private investment and (b) the indigenous private sector?
 

Probe 1.1
 
What would you consider to be the main incentives to attract foreign
 
investors to your country? Do you think they are adequate? What are the
 
main disincentives?
 

Probe 1.2
 
What are the major factors affecting the development of domestic private
 
enterprise? On balance, would you say the growth of local entrepreneurs
 
and a strong indigenous private sector is helpful or harmful tc your
 
country's overall economic development?
 

Section II: Global Competition
 

2. 	How important is US investment? Is it any different from private
 
investment from other countries? Generally speaking, what would you say
 
are the major advantages and disadvantages of dealing with US corporations
 
as opposed to firms from other countries?
 

Probe 2.1
 
Can you cite some specific examples to support your impressions of US
 
commercial activities?
 

Probe 2.2
 
What policies or practices would you recommend to improve the climate for
 
US investment? What should the private sector, the US government, the
or 

host country government do to work out major difficulties?
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Section III: US Government Role
 

3. 	President Reagan and other US government representatives, as well as
 
international institutions like the World Bank, have stressed the
 
importance of private enterprise in the future economic growth of the
 
LDC's. In addition, they have pointed to the importance of host country
 
policy reform, to encourage commercial activities. How do you react to
 
these policy prescriptions and how, if at all, do they impact on your
 
country?
 

Probe 3.1
 
How much direct contact do you have with foreign embassies and the
 
diplomatic commuity for guidance on this question? How much interaction
 
do you have with foreign ambassadors and their staffs on specific
 
projects? How would you compare the style and content of the various
 
conmnercial promotion activities of different foreign embassies?
 

Section IV: The Decision Making Elite
 

4. 	How would you compare your country with others In Africa and in the other
 
LDCs with regard to official attitudes toward private enterprise?
 

Probe 4.1
 
In your opinion, what are the major factors that shape these attitudes
 
(e.g. colonial history, pattern of coming to independence, infrastructure,
 
experience and education of leaders, current market forces, ideology or
 
doctrine, political conditions)?
 

Probe 4.2
 
If you were asked to identify one or two significant steps that the USG
 
could take to improve commercial relations between the US and your
 
country, what would they be? How would they affect official attitudes
 
and/or official policy? Have these ever been discussed between the two
 
governments? What is your evaluation of the likelihood of these measures
 
coming into force?
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APPENDIX D
 

INTERVIEW PROTOCOL FOR AFRICAN BUSINESS REPRESENTATIVES
 

Introduction
 

I represent the Battelle Memorial Institute, a not-for-profit research
 
organization, which is conducting a US government-funded study of obstacles to
 
private sector activities in Africa. Its purpose is to make concrete policy
 
recommendations to improve the 
climate for both American private investment
 
and for indigenous private enterprise. You are one of a number of business
 
representatives who will be interviewed, along with members of the diplomatic
 
corps, and government officials in the US and Africa. We want to obtain your
 
candid and honest views on this issue, together with any recommendations you
 
care to offer.
 

Questions
 

Section I: Major Obstacles to Private Sector Activities
 

1. 	What were some of the major problems you have encountered in doing
 
business?
 

Probe 1.1
 
Are the problems economic, regulatory, socio-cultural or political in
 
nature?
 

Probe 1.2
 
Can you give me some concrete examples (foreign exchange controls,
 
wage/price controls, licensing/permissions, infrastructure deficiencies,
 
living conditions, political problems, trade union activities, manpower
 
recruitment, bureaucratic delays, lack of economic incentives, taxes,
 
export/import difficulties, governmenz policies, etc.)?
 

Probe 1.3
 
What are the usual means of coping with these problems? Do you turn to
 
particular government officials, commercial institutions, community
 
groups, other firms in some situations? In what circumstances?
 

Section II: Major Incentives for Private Sector Activities
 

2. 	What are the major incentives offered to the local private sector by the
 
government? How do these compare with the incentives for foreign
 
interests?
 

Probe 2.1
 
By and large, would you say that the incentives offered to foreign and
 
local enterprises should be the same or do local businesses have special
 
problems that need to be addressed? Examples?
 

Probe 2.2
 
How could the incentives for indigenous enterprises be improved upon or
 
expanded?
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3. 	In your opinion, what are the future prospects for this country with
 
regard to:
 

(a) attracting private foreign investment?
 
(b) encouraging indigenous private enterprise?
 

Probe 3.1
 
What is the basis for this assessment (policies and practices of host
 
government, long-range asseasment of country's economic prospects,
 
policies of external investors, number of incentives)?
 

Probe 3.2
 
Do you perceive differences in attitude among the various ministerial
 
departments and agencies of this government regarding private investment?
 
If so, what are these differences?
 

Section IV: Determinants of Investor Attitudes
 

4. 	Some observers are optimistic about the prospects for private enterprise
 
in Africa. Others are more pessimistic, citing such factors as economic
 
unpredictability, smuggling, lack of skilled manpower, corruption, small
 
markets, etc. In your judgment, and based cn your experience, what are
 
the most critical factors that shape the business environment here?
 
Examples?
 

Probe 4.1
 
What is your prognosis for the future of private enterprise in your
 
country?
 

Probe 4.2
 
What has been your experience and background in business? How much
 
experience has your firm had?
 

Probe 4.3
 
How much cooperation and interaction do you have with foreign firms
 
(ownership, management, technical assistance, raw materials supply,
 
marketing and distribution, credit financing, etc.)? Are these firms
 
mostly British, French, German, US, Japanese, etc.? How do you make
 
contact or learn about the foreign connections?
 

Probe 4.4
 
What are the major characteristics of the different nationalities in doing
 
business in Africa? Which are the most successful? Why?
 

Section V: Evaluation of Policy Initiatives
 

5. 	The US government has made the promotion of private sector activities a
 
central componment of its policy in the LDCs. International institutions
 
have also stressed a private-sector strategy. How do you react to these
 
initiatives and what would you recommend to implement these policies
 
effectively?
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Probe 5.1
 
How would you evaluate the activities of the US government thus far? Have
 
you had any direct benefit? Do you expect to?
 

Probe 5.2
 
What role do you feel international agencies, such as the World Bank, can
 
play?
 

Probe 5.3
 
What role do you think the US should play in promoting private sector
 
activities in Africa in the future?
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providing for the technical training of thousands of Nigerian students and
 
establishing a synfuels project in Zimbabwe. 
Most of TDP's work, however, is
 
concentrated in the middle-income countries.
 

The office of the Special Trade Representative (STR) is also active in
 
exploring the possibilities of concluding bilateral investment treaties (BITS)

and agreements on trade and tax matters. Here again, Africa does not figure
 
prominently in its activities.
 

The Treasury Department is very important to the private sector program,
 
especially through its dealings with the multilateral banks, but there is
 
considerable resistance toward providing adequate resources. 
One top Treasury

official said frankly that "the private sector emphasis will not be the "white
 
knight' in Africa as it might be elsewhere. We must work on building

institutions first. Nor will subsidles help much. 
We must keep in mind that
 
our opposition to subsidies is a reflection of the fact that we are not
 
actually a pro-business administration, but a pro-market one."
 

1431nterview in Washington, D.C., May 1982.
 

144Unclassified cable from American Embassy, Ouagadougou, "Private Sector
 
Initiatives," No. 89314, April 9, 1982.
 

1451n a letter dated April 30, 1982, to the USAID Administrator, Gordon
 
W. Evans, Director, REDSO/WA wrote: 
 "If we really want broader opportunities

for the introduction of US private enterprise to potential new warkets, then
 
we must not fail to underwrite and support the efforts of these regional
 
institutions to create the very sorts of markets that we seek. 
The ECOWAS
 
telecommunications arena is 
a sad example of a private sector opportunity
 
lost."
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