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1. INTRODUCTION

It is increasingly becaming accepted the world over that the private sector has a
major role to play in the development of any nation. Some have even gone so far
as to term it the "contributing force" towards accelerated and sustained economic
progress and better standards of living. That erstwhile vehement opponents of
private enterprise, such as China, have today become its proponents, bears
testimony to the growing recognition that in man is embedded tremendous force of
industry and enterprise which if allowed to be released, and properly harnessed,
could lead to higher levels of achievement for the cemmon good (also known as

prosperity).
However, in the context of Sub-Saharan Africa, the practice of privale enterprise
has not been uniform across countries or over time. This nas been due to a number
of factors ranging from changing circunstances, conditions, and political
instability to the emergence of seriocus economic difficulties.
There are various lessons to be learned from the experiences of various
countries. It is from these experiences that the paper draws most of its
inspirations. To this end this paper discusses:

- the Lind of posture guvernments adopt towards private investments;

- legislation adopted to encourage private investment;

- risks faced by investors,

- the prevailing type of interaction between government and private
Capital;

- availadbility of manpower to manage private enterprises;
- and the manner in which business organisation interact with government.
The paper concludes by offering recommendations for improving the role of

government in creating an enatling environment for ipvestment capital in
Sub-Saharan Africa.

2. GOVLRNMLNT_POLICIES TOWARDS PRIVATE INITIATIVE

Governmrent policies have ranged from those demonstrating open hostility to
foreign private investment to favorable policies which see it as supplementing
their cwn efforts towards socio-economic development by providing:

- capital which wouid othernise not have been mobilised for investment;

- hurian resources which otherwise would be deployed in another economy;

- technological dimports which are not available locally in the economy;

- foreign exchame, especially during a period of balance of payments

difficulties wien locally available capital cannct be transformed into
investments requiring imported capital goods.



By the came token govermment reactions to local private investments have varied.
while some have encouraged the phenomenon others have viewed it with feelings
ranging from lukewarm to antipathetic.

Those governments which have encouraged private business have viewed these
businesses as mobilising both human resources that would otherwise have remained
idle and capital for investment, For the above reasons govermments with varying
political orientations have allowed contributions of private capital investment.

(i) Local private capital investment

Those govermments that encourage domestic private initiative tend to
protect and prcmote local private capital from the nationalist point
of view, often in the name of indigenisation of an economy which had
been under foreign control durino colonial times. The achievement of
political independence is deemed incomplete unless the economy is in
the hands of indigenous people. Some governments have declared total
support for local private initiative, with government investment
being made in areas where private capital will not go (i.e.
infrastructure and other investm2rts with low financial returns).
Such goveraments include the promotion of private enterprise as part
of their econuic policy and provide all the necessary support. Other
govermients have bzeu concerned, on ideological grounds, that a
strong local private sector wouia distort the distribution of
economic pow:r between the private sector and the state; with
undesirable consegquences for the distribution of wealth, Although the
latter can be corrected by using otner policy instruments ({e.qg.
progressive tax) the question of the balance of power between the
private sector and the stdate is more complex.

Those governments which have, on ideological grounds, been wary of
the strength of the private sector relative to the state in economic
af fairs have reserved hey and often technologicaily more complex
economic sectors to the state, allowing private capital to be
channelled only to the areas which are not deemed key areas.

Twe problems have emerged in this context. First, the demarcation
betw:en Foy oreas reserved for the State and other areas has been
rather fluid, resulting in an environment of uncertainty as far as
investors are concerned. Second, the private sector has functioned
with the imprescion that it is an unwelcuse partner in developuent,
ctifling the 1nitiative of the private sector.

Regarcing the lack of clear demarcation between key ond non-key
areas, sune goverrments have relied on the supposed capacity of the
state to run business enterprises. trrors of judgement have been
made, often tabing the form of over-estimating the capacity of the
state to undertabe a large number and variety of investments. In
practice, adjustments have been made to the state's real capacity to
run businesses and tu changing economic conditions (e.g. limited
capacity to generate surpluses or to raise government revenue). This
has vesulted in  selective denationalisation of State owned
enterprises and in attempts to redefine areas which are set aside for
private investment. Tne current exercises in Guinea, Liberia and Togo
of fer good examples in this area.
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The resnonse of local private businesses to these practical
adjustments seems to have had a reassuring effect. To the extent that
this is so, it supports the recommendation that governments should
clearly define the type of socio-eccnomic activities which should be
performed by Tocal private sector as contrasted with Those key and
strategic socio-economic activities which muzt be reserved for state
undertalings. This is imperative irrespective of the 1deological
orientation of the government or its national objectives, which will
determine where the demarcation line between the two sets of
socio-economic activities should be drawn.

Goverrmments which have encouraged local private sector businesses
have not necessarily supported all levels of private sector
investment. In certain cases, greater attention has been paid to
large scale local private investments at the expense of small scale
private investment. This bias is a reflection of the relative ease
with which Tlarge investments can be monitored. In some cases,
however, the support of the private sector by the state has resulted
from the nature of the state and its relation to the means of
production. For instance. one study has shown that in some states,
personification of state power and its use to endow a small upper
stratum of the bureaucracy with economic power (e.g., acquiring
property and big business-concerns by virtue of their positions in
guvernment) has alienated private initiative outside the favoured
strotum  despite  the government's proclaimed support for free
enterprise. This being a wunique form of “indigenisation" or
"naticnalisation” it cannot be a basis for healthy contributions of
private initiative to socio-economic development, Experiences of this
type support the recomnendation that a democratic state in which
state power is esercised in the interest of all groups in sotiety 1s
a2 precunlition Tor soTiciting contributions from a1l seciions and

TeveTs of the private sector tu socio-economic development.

U

Foreign privaets investment

Since political indepencence, governments of Sub-Saharan Africa have
strived to gain control of their econumies tnrough state enterprises
and through local private initiative. This has often been done on
nationalistic grounds as a way of preserving sovereignty. In
practice, this has meant being wary of indiscriminate foreign
investmests  in the econony., In some countries governments have
nationalise!  (with  or without adequate compensation) private
tusinesses and acted selectively in allowing participation of foreign
private investment. Other governments have deliberately restricted
forergn private investments on ideological grounds or on the grounds
that the interests of foreign private investors may conflict with the
national anterett, Eeperience now suggesits that any conflict with
national antereot can be resolved by instituting the necessary
requlatinn. in respect of entry and operations. While some cases of
netinnalisation have been successful on the operations level other
expmriences have denonstrated that adequate preparations {especially
manajerial and technologicel) had not been made. This has been
rectified in some cases by selective denationalisation, handing the
enterprises back to the former owners under stipulated conditions.
The case of Eata Show Company in Sudan and the Sugar Plantations in
Uganda are good eramples. By contrast, government attempts to attract
foreigr. private capital have met with little success, both because



they have not been able to offer adequate infrastructure and natural
resources, ond because policies pursued are not conductive to foreign
private investment. In general, however, those countries wnich are
rich in natural resources, notably minerals, have tended to attract
considerable foreign investment,

Overall, Sub-Saharan African governments acknowledge that foreign
private investment has a role to play in bringing in capital, foreign
excharmge and technology. What seem to be far from uniform are the
conditions (regulations and incentive schemes) for entry and
operation of private investments. This results in competitive
attempts among nations to attract such investments, with each
competitor losing in the process, These experiences suggest the
recamiendation that African countries coordinate and harmonise the
conditicns proposed to foreign private invéstors in order to avoid
the possitility of Trcurring collective Tosses.

Particularly since the 1970s, governments irn Sub- Saharan Africa have
taken stejs to ensure control of the economy, while private foreign
investment  supplements the existing level of domestic savings,
foreign exchange and technology. Attempts to strike this balance have
taken the form of specifying those sectors in which foreign private
investment s invited. Local private or public sector participation
must exceed a specificd share of equity often made to vary from one
sector to anuther, reflecting the perceived importance of the sector
in the econu.y.

3. LEGISLATION ADOPTED TO ENCOURAGE FOREIGN PRIVATE INVESTMENT

If degislation in most Sub-Saharan countries is anything to go by, there is a
universel determination to eniourage foreign private investment. The differences
between coantries ctcur in the coverage of sectors in which such investments are
welcome and in e neture of investment incentives stipulated in the legislation,

This Jegiclatyorn usually stipulates the conditions of entry for would-be foreign
investors, dnulu g tno registration of foreign investment and the necessity to
obtain an andustrial Dicencz. Some legislation is more elaborate than others
concerning procetural Getaale, In addition, incentive schemos are describes by
each country's legiglation, including taration, varicus allowarces and exchange
control, ant amport an: ee.port licences. The details vary from one country to
another,

On the degvolations the following four observations are made with a view to
drawing recanendatyong:

(i) Length of procedures
First, legislation is silent aboul the time it tabes (under normal
conditions) to oblain the necessary permits and licences. Legislation
in some countries hints that the procedures take a "short time" or
rether that there are “no delays”. This in itself does not tell us
much. Observations of the practice however, indicate that for some
courtries proceduras for obteining the necessary information and
permits tend to tabe too long. On this point it seems appropriate to



(i)

(iii)

(1v)

make two recommendations. First, all legislation related to foreign
direct investment should indicate the expected complelion time for
each major step in the whole process and how lTong the whole process
normally takes 1F all the neceswary informalion s supplied. Second,
these procedures should be rationalised and closely monitored fo
avoic taking unnecessarily Tong,

Basis of decisions

Yet enother cause for concern is the lack of clear cut criteria for
decisions on applications submitted for import and export licences.
In several countries foreign investors are irntormed by the Investors'
Manual or Guide to the effect that decisions are made on a case by
case basis. This obscures the criteria used in decision making,
giving the impression that decisions are probably made arbitrarily;
thus eroding investors' confidence. It is therefore recommended that
the governments which have taken the good step of printing these
man- als "showing various procedures should clearly stipulate the
criteria used for decions maling.

Implementation of the legislation

It is not enough to pass legislation: but the text has to be
perceived as followed and respected to the letter. There have, for
instance, been cases where regulations and laws have been broken (or
bent) without any scruples.

Changing economic concitions

Fourth, ci-cimstances at present are sometimes sc substantially
different from the conditions which prevailed when tre legislation
was adopted that it becomes difficult to implement the legislation. A
rather common case in point is the feasability of administering
remissions and  repatriation of dividends under the difficult
conditions of the balance of payments crisis. Several countries in
Sub-Suharan Africa have been forced to accumulate payments arrears
for tack of foreign excharge. However, the operating legislation has
not made provision tor such situations, Since the problem of payments
arrears 15 likely to continue as jong as the balance of payments
Crisis continues, new arrangements capable of coping with this new
situation should be worked out.

[t 15 reconrmended that investors be given several options and allowed
to indicate their preferences. First, foreign investors should be
requested  to reinvest their dividends, 1in which case further
investment incentives should apply in compensation. Second, if the
investore esport they should be allowed to retain any equivalent of
the amount of dividends set for remission abroad. Third, in order to

9et rcund the balance of payments problem the American - Turkisk
Institutions Collatoretive Projects (now renamed as PAID) could be
used as a model. Under this approach subsidiaries or affiliated

cumpanies owing dividends in the USA are allowed to provide the
equivelent of outstanding external dividends in local currency in
return for the payment of hard currency which had been targeted as
aid to Turkey.



4, RISKS FACED BY INVESTORS

The risks

faced by investors come in various forms ranging from political

instability, deliberate action by the host country to nationalise the investments
(with or without compensation) to deterioration of the economy (due to internal

or external

(i)

{i1)

(ii1)

factors).

Political instability

Political instability, resulting in a drastic change of government
and suspension of the constitution anc legislation or in civil war,
is viewed by investors as an important element of risk. It is
therefore imperative that efforts be made to ensure that stability
reigns, if the enabling environment for private sector investment is
to be enhanced.

Nationalisation

Nationalisation can be effected and in fact it has been effected in
many countries in Africa with immediate compensation, delayed
compensation and without any compensation (i.e. confiscation). Such
action affects private investors (local and foreign) in varying
degrees with confiscation as the most dreaded consequence.

Most governments have gquaranteed in their legislation that in the
event of nationalisation full comnensation reflecting the duration in
which the investment had been productive would be made. Al
governments which mention nationalisation in  their legislation
indicate that the criterion for nationalisation is "the strategic
nature of the investment, or 1its importance tu state peace oot
security”. These criteria are not elaborated upon, and they should be
so that Jdnivestors who may wish to avoid that risk may make their
investment decisinns accordingly e.g. by investing in sectors in
which firmso are nost unlikely to be nationalised.

A further olicervation on nationalisation concerns a guarantee clause
with reference to compensation. Several governments fail to indicate
a mechanism for arbitration in the event of conflict between the
government and the investor on the terms of nationelisation and
compensation  arrangements. A provison for arbitration would
considerably reduce tne amount of risk as viewed by investors., It
seems appropriate therefore to recommend that governments should work
out an adeyuate framework for the settlement of dispule, preferanly
by arbitration "without ‘ercding the sovereignty of Lhé State.

Oeterioration of tne economy

A grouing and buoyant economy is viewed by investors as more
attractive than a declining and deteriorating economy. This is
problematic since the contribution of the private business sector to
socio-economic  development is needed in both growing and in
deteriorating economies and often more so in the deteriorating
ecunomies, Advising governments to make sure that their economies are
sound may seem futile since every government hopes that its economy
is growing. One observation, however, can be made relating to tne

"



degree of interest and concern top leaders of govermments show for
economic matters. The Organisation of African Unity (0AU), for
instance, has started to discuss matters of the economy only in
recent years.

There is still considerable room for govermments especially the heads
of state, to cultivate greater sustained interest and ccacern on
matters of the economy. A government whose leadership shows positive
interest and concern for the econony is likely to show confidence in
the potential and existing investors. On this basis it is recommended
that leadership in governments should demonstrate interest and
concern fTor matters of the economy. These may include apparenlly
insignificent actions 1ike instituting a presidential award for
outstanding private investor contributions to socic-economic
development, acknowledging notable contributions in public speeches,
mak ing encouwraging remarks in political statements, and making visits
to their work premises and talking to them and listening to their
problems. This in itcelf would contribute to reducing the degree of
risk from the point of view of private investors and would give them
real or psychological reassurance that the govermment is taking a
positive view of their contribution to socio-economic development,

5. INTERACTION OF FOREIGN CAPITAL WITH LOCAL CAPITAL

Wrile many goverments in Sub-Sabiaran Africa have invited joint ventures between
them and foreign private investments, there has been relatively little
encowagerent of joint ventures between foreign private capital and local private
carital,

{1) Governeent and private capital

Joint venturce between govermments and foreign private investments
have been enscuraged because of the desire of governments to control
or participste in the aperation of the enterprises while allowing the
foreign privets pertner to contribute badly needed foreign exchange
and technology.

Presu-ably because private local investors have no foreign eschange
to offer through equity and have few new technologies of their oun,
man, goverrmnonts have not given priority to joint ventures with locd’
private invistors, Therefore capital and human resources in the local
private sectur have not been given adequate opportunity to complemant
or supplement  the capital  and  human  resources possessed by
goverments, Wnile come govermments have specified the desired equity
shares between local and foreign capital in different sectors these
have generally remained silent on the corresponding share levels fur
local private cepital and government equity capital. It is therefore
recanmended that governments begin to give priority to joint ventures
with local dnvesfors. Joint ventures between governments and the
Tocal "private séctor would release that local private capital which
would be incapeble of large investment on its own, while control by
the government  would be attained without overstretching the
govermment's capital and human resources.
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(1) Local and foreign investments

One of the drawbacks of joint ventures between foreign and local
entrepreneurs is that it more often than not turns out to be a
"marriage of unequals". While local investors may have the capital
they often lack experience, technology, foreign exchange and other
elements necessary for the success of the mndern enterprise. They
therefore have to depend on the knowhow of the foreiyn partners,
Creating an wunbalanced relationship. It is therefore strongly
recanmended that efforts be made by the authorities o establish
mechanism(s) which“would "come to the aid of Tocal investors during
the searchi for and neqotialions with Toreign partners.

(ii1) Market size

Most of our econamies are too small to justify a reascnable level of
investment, Efforts must therefore be made to create or facilitate
access to much larger market bases. The recent trend toward
sub-regional economic communities (LCOWAS, PTA and SADCC) should be
pursued. It 1is ultimately in the interest of all countries in the
respective regions to have access to these potentially vast markets.
Firms should be encouraged to adopt a much wider view of their market
scope by not limiting tneir potential to the national markets.
Adequate eaport incentives should be provided, such as retention of
part of earned foreign exchange and establishment of inter-central
bank payments arrangements (e.g. clearing house).

{iv) Infrastructure
Tne mportance  of  roads, railways, well-run telecommunication
systems, cleen water and electricity to the smooth operation of
modern business needs no further emphasis. And any govermment wishing
to encourage private investment in its boundaries will have to not
ornly providr these facilities but also ensure that they function
preperly.

6.  AVAILABILITY OF INDIGENOUS MANPOWER FOR MANAGEMINT OF PRIVATE ENTERPRISE

The shoratage of sbilled manpower s a well known constraint upon socio-economic
developrent in Africa. History has taught us that no meaningful development can
take place witnout a reccionable ponl of skilled and enlightened manpower. Some
guverments havie esplicitly dindicated to foreign private investors that they are
erpected Lo bring theic oen shilled manpower and/or to train such manpower in the
host country,

Private dinventors shoula not cspect to find surplus skilled manpower for
recruitrent,

Many govermmerty have set up training institutions, not with the private sector
reguirements dn wind, Lut essentially for public sector activities. In some
countries the graduates from training institutions remain bound to the service of
the public sector fur a specified minimum period. The private sector, therefore,
becanes marginalised in termy of availability of skilled manpower both in rumbers
of traincd peuple and their orientation and skill, Although in practice the
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private sector sometimes offers more attractive terms of employment to attract
manpower from the public sector, the concern here is that troining arrangements
for management of private enterprises are not adequately provided for by
sjovernments. Against this background it is recommended that arrangements be made
to establish institutions focusing on training manpower requirements for private
businesses.

As a provider of puwlic goods it is the respunsibility of central authority to
devise policies for providing educational and training facilities for its
Citizens. The word devise is deliberately underlined to underscore the fact that
the government itself need not provide the training alone. It could seek the help
of the private sector in its endeavour. It is all a matter of providing adequate
jncentives for the private sector to allocate resources to manpuwer training. One
fundamental error mude in the past has been to try to do this through the
coercion of the private sector. The "stick" approach never works very well, even
when it is occasionaliy accanpanied by "carrots”.

7. ADLQUATE BUSINESS ORGANISATIONS TO INTERACT WITH GOVERNMENT

The governrent and the private sector are joint contributors to socio-economic
developnent, and there s a need to co-ordinate their efforts in a more
structured and sustained manner. This could be done through (i) a structured and
strengthened relationship between Chambers of Commerce and governments and (i)
the estahlishment of sectoral associations invelving all agents (public and
nrivate) in the respective sectors, Under the auspices of sectoral associations
{e.g. food manufacturing ascociations, metal industries development assoriation,
etc. ), problems pertaining to the sector can be discussed among all the partners
in the developient of the cector, be they foreigners, local entrepreneurs or
public sector enterprises,

Private sector institutions (local and fureign) are not involved in develcpment
planning evercises carried out by govermments. Decision-making government
institutions dv not incorporate in any systematic way the contributions from tne
private sector., Yet at  the stage of plan  implementation, considerable
responsibility is given to all agents of cevelomment. In order to harmonise the
formulation and inplementatinn stages of development programmes it is recommended
that all major agents of development be incorporated in a more structured manner

in guvernmient decicions.

B.  SOCIO-ECONOMIC CONSIDCRATIONS

In the quect for foreign investors, certain socio-cconomic factors can be
overlostest, with pntentially grave consequences. For instance, both the
goverment and investors will have to bear in mind that with every new economic
factor or 2une will come pressures foo  educational, medical and housing
facilitie< and related amenitiec, failure to provide these could lead to
increases in child delinguercy, and poverty. Furthermore, governments have a
responsibility to help check the rural-urban exodus. Incentives to encourage the
equal distribution of investmert and centres of employment could be one good way
of combating this,



Investors, particularly those alien to the culture in question, also have a duty
to ensure that their business operations respect the morals of the society they
operate in. For instance, 1in a country that is predominantly Muslim, high
visibility for advertising of ladies underwear, or pork products could be
offensive, Similarly, the appointment of a young man, however intelligent and
hard working he might be to supervise older men may not be well-received.

9.  CONCLUSION

Having established the important role that private investment can play in the
promotion of economic development and social progress in Sub-Saharan Africa, this
paper went on to identify the constraints that have tended to hinder the private
sector from fully realising its potential. In the process many recommendations
were made on how the situation might be improved. Among these were the following:

1. Governments should clearly define the type of socio-economic activities
which can be performed by the private sector, as contrasted with those
key strategic socio-economic activities which must be reserved for state
undertaking. And this should be followed by sericus guarantees
concerning nationalisation, seizure or any other form of action that
could deprive investors of the right to enjoy the fruits of their
labour. In the same vein, govermments should not shy away from
privatising or even closing down public enterprises that prove an
unnecessary drain on scarce national resources. Funds saved from such
seemingly drastic decisions couid be utilised elsewhere-with the never
ending demand on public resources, there would be no lack of appropriate
takters for such funds,

2. Leadership in govermment should demunstrate interest and concern for'
economic matters. Policies designed to encourage foreign investment
should be introduced, and better still, implemented. Well defined
investment codes, with attractive packages including inducements such as
tax holidays, fast depreciation write-offs, less onercus duties on
inported machinery and equipment, could prove a welcome incentive for
both local and foreign investors.

Equally encouraging for existing and potential investors are realistic
economic policies such as encouraging market prices and exchange rates,
and authority to retain part of foreign exchange earnings to enable
exporting firms to procure externally-sourced inputs and machinery.

3. Goverments should begin to yive priority to joint ventures with local
investors; and in 30 doing the authorities snould provide capital,
though not necessarily management. [ven better, efforts must be made to
treate a climate conducive to capital formation, for further investment.
Where possible, laws stould be introduced to encourage the promotion of
embryonic capital markets,

4. Arrangements should be made to establish institutions capable of
providing a pool of trained manpower for private businesses, private
development agencics, and indeed the government itself. Training should
encorpass all levels of manpower development, from the lowest to the
uppermost rungs  of the skills and know-how spectrum, Further, the
training objectives and the end products should be a result of



collaborative efforts between the central authorities and the users of
manpower.

A1) major agents of development, especially Chambers of Commerce and
business associations should be incorporated, in a more structured
mar.ner, in gove-rment decisions, Involving the business commurity and
the private development agencies in the early stages of policy
discussions could go a long way towards ensuring overall acceptance of
the govermment policies by all agents of social and economic
devalopnent,

Given the small and easily-saturated nature of most domestic markets in
Africa, governments chould create the incentives ani environment
enabling inv.stors to expand their market horizons beyond national
boundaries. A combinatiun of good exchange rate policies, less arduous
machinery procurement and input sourcing regulations, and good relations
with neighbouring countries (better still membership of regional trade
groupings) could provide a good foundation for export orientation among
bUusines sme.

Both guvernments and investors should do all they can to teke
Socio-ecunomic factors {culture, sucial services, etc.) into
consider ation when maiing decisions regarding where to invest, what
products to produce, and how Lo market them. It is important to remenber
that setting up a factery or a mining venture far away from the major
posulation aggtaierations will require new schools, hospitals, play
grouncu and otner amenitics to be built. It is equally important to
remenher  that  cultwes, and therefore sensitivities, differ from
“entinent to cuntirent and from country to country. Both government (as
a regalatur of btusiness conduct) and investors, foreign or local, have
Ui bear in mand that sometimes products, and they way they are marketed,
me, have to be modified in order not to offend the majority of
povulation; wiich  could, in ceriain  instances, provide potential
custouners,
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1. Introduction: A New Phase in African Development

Today, Africa stands on the threshold of a new phase in its development. The
experience of the drought and famine has been very chilling. The picture of
hundreds of thousands of Africans dying of hunger and millions more on the verge
of starvation or death, in a continent with untold potential and possibilities
for development, has given the continent a bad image. [t has galvanised African
goverments into speedy action and they have set the agenda for a new phase in
African developmnent, informed by the spirit and substance of the Lagos Plan of
Action, but concentrating on priority areas that will help them to rehabilitate
the African econany and create conditions and structures that will provide
lasting solutions to periodic hunger and starvation, It is a phase marked by a
pragmatic approach to development issues, in which no options are excluded, and
in which the private sector will be allowed a far greater role than before.

The framework for the new phase has been set by Africa's Priority Programme for
Economic Recovery 1986- 1990 (APPER), approved by the Assembly of African Heads of
State and Goverment in July 1985, and the United Nations Programme of Action for
African Economic Recovery and vevelopment, adopted by the Special Session of the
United Nations General Assembly on the 31st of May 1966. The two docunents have
established the goals and priorities for the next five years and put in place the
mechanisms and modalities for the implementation of the objectives. In this
connection, tne Permanent Steering Committee established by APPER and the
Consultative Group meetings and Round Tables or similar bodies that will be used
to pursue dialogues between national governments and donor agencies at the
national level will no doubt assume new importance.

It 15 within the framework of these developments that the subject-matter of this
paper 15 best considered.

2. The New Interest in the Private Sector

There are many reasons why Africa's development experience so far has generated
new interest in the role of the private sector. In the first place, African
govermments have cime to the conclusion that, while the African crisis is the
result of several dinternal and external couses, the most serious of the internal
Causes 14 the very low level of productivity that pervades all sectors of African
eeonomies. Secondly, there is a general belief that a vital explanation of the
low level of production 1s poor and inefficieat management. On these two counts,
the expectation 15 that a greater role for the private business sector, where the
profit incentive and the motivation of self interest provide powerful incentives
for efficient management and sustained ircrease in productivity, will increase
the dynamisn of that sector and enable 1t to make a far greater contribution to
African developmont than was the case in the past. Similarly, it is expected that
a greater support for private social development agencies will enable them to
play a greater raole an socio-economic development.

3. ]hguRg§pqg§jbj]i}jps pfmﬁitiqppquyg[nments

An enabling enviroment for the private sector is a means to an end: the
mobilisation of the poutential of the private sector for the task of promoting



African economic ard social development. If African govermments are to succeed in
that effort, they would have to assume and pursue four major responsibilities:

Firstly, they would need to ensure that the measures they take succeed not only
in mobilising the potentials of the private sector but also in chanelling those
Potentials to pramoting specific national development objectives and priorities,
as well as the goals that they have set at sub-regional, regional and
interregional levels.

Secondly, they would have to expand the range of incentives that they provide for
the development of the informal domestic business sector and the Sub-sector of
small-scale industries.

Thirdly, they would have to undertake specific measures to promote closer
co-operation and collaboration between indigenous private business and
development agencies on the one hand, and their foreign-controlled counterparts,
on the other.

Finally, African govermments would have to invclve the private sector more
closeTy both in the follow-up machinery for the 1implementation of the UN
Programme of Action for Atrican [conomic Recovery and Development, and in the
formal national arrangements for the preparation and implementatior of national
deveioment plans.

4. The Private SQEEQ(‘@EQMQQVELQRTQEE Objectives and Priorities

But it s alse intendod that the pursuit of this objective should be consistent
with other objectives of economic and social policy which African govermments
have established in their developrent plans, such as

= the prosstion of wider participation of all sections of the population in
the processes of economc planning and plan impiementation;

- the restructuring of African economies in order to make them less
susceptivle to fluctuations in external conditions;

- the praistion of economic linkages., so that all sectors of national
econamies will be mutually supportive;

= the encouragement of o pattern of income distribution that will promote
ecoromic and social stability while not discouraging the incentives that
the private sector will need to contribute ef fectively to the growth of
African economies;

- the encouragement of a pattern of consumption that is consistent with the
realities of Africa's production possibilities and the constraints
imposed on imports by the serious shortages of foreign exchange resources
that the continent will have to contend with for as Tong as can be
foreseen;

- the creation of larger markets through regional econamic co-operation in
order to overcome the limitatiens imposed on development prospects by the
small size of many African economies.



In order for African govermments to be able to achieve these objectives
simultaneously, three conditions will be important: first, the private sector
must bc fully aware of the goals of the society and, Uc the extent possible,
allowed to make a contribution to the elaboration of policy options for the
achievement of those goals; secondly, the private sector must be involved in the
process of implementation of plans and programmes, even in those that fall in the
public sector; third, there must be a close link between foreign and indigenous
private sectors $0 as to encourage a continuous exchange of ideas between the
partners on such matters as technological processes and management techniques on
which the foreign partners are likely to have considerably more experience, and
on the peculiarities of Jlocal conditions and circunstances, on which the
indigenous partners will certainly be more helpful.

These are some of the considgerations that would have to be taken into account in
discussing the kind of enabling environment that will allow the private secter to
contribute effectively to the growth and development of African economies. What
is at stake is not just what governments can do to make private enterprises more
prafitable, but also - and perhaps more importantly - what kind of partnerships
need to be fostered between govermments and the private sector so as to
"encuurage  private economic and  social development initiatives that would
contritite to the attaimment of defined national objectives".

Seen against this background, the papers prepared for the conference have dealt
eshaustively with most of these issues, The purpose of this paper 1S not to go
over, in any great detail, dssues that have already been very well considered,
but tn look again at the issues again<t the background of the African Priority
Programre for Lconanic Recovery, and the United Nations Programme of Action for
African Lconomic Recovery and Development,

5. Liberal Economic Policies: Opportunities and Constraints

On these matters, an on many otners ariving from the present econonic situation
in Africa, 't as alwayn helpful to pay close attention to economic realities.
Without dount, the adoption of  liberal economic policies s full of great
eppartunities, Howver, 1t s necessary to realise that it is also fraught with
man, problemg and with obstacles and constraints that tend to diminish its
cftectivensse in the particular circumstonces faced by most African countries.
Any discussion of the enabling environment that does not deal with both sides of
the picture wiil not only be unbalanced, but also not particularly helpful to
cooncen e poliey,

Econteac Nberalisation b4 only a meany to an end - in this case, the enhancement
of the contribution ot the private sector to African development. But it requires
a set of conitions and Circunstances to assure 1ts effectiveness, and to ensure
that it contributes to growth without cacrificing social objectives. In this
connection, it 15 notewarthy that the paper by the IFC, which presents perhaps
the strongest case for economic liberalisation that will be put to the Enabling
Enviroment Conference, containg a warning that

“the market system may not be allocationally efficient when there are
market rigidities, monopolistic elements, externalities or informational
constraint. Allocational of ficiency may not be as important to growth as
the spirit and mitivation of the people who manage the productive units.

g






- some countries may now be nearing the critical limits at which growing
population pressures may be exceeding the carrying capacities of the
ecology and the environment;

- the critical shortages of foreign exchange have substantially increased
the cost of servicing the growing urban centres and more may now be
achieved in terms of productivity increases by shifting emphasis and
resources in support of small-scale farmers and small-scale rural based
industries.

The 1implications of sane of these constraints for the operation of liberal
economic policies may be illustrated by some practical esamples.

First, let us consider the impect of exchange rate adjustments on African
economies, a subject that is mentioned or discussed in several of the papers
coming betore the Enabling Enviromment Conference. In principle, & downward
adjustment of the exchange rate is expected to alter domestic price rela“ions in
such a way as to stimulate the production of exports and substitutes for imports
and to curtadl the csnsumption of dimports and of commodities that could be
exported, thus helping to close the deficit in tne balance of payments., In
practice, things have not always worked in this perfect way in many African
countries that have experimented with this policy in recent years. While
devaluation has undoubtedly had a positive effect on production for exports,
instability in the prices of those comodities in the world market has not made
it possible for many of the devaluing countries to realise increased foreign
exchange  earnings from rising volumes of exports. The World Bank has drawn
attention to several cdses where this paradoxical situation has occurred.
OGoviously, a country that 15 able to produce a diversified range of exports
stands a better chance of realising the expected positive impact of devaluation
on the value of exports. In the same way, the erpected positive impact of
devaluation on the production of Jdmport substitutes is not likely to materialise
unless the physical conditions are right for the expaerded preduction of those
substitutes, which is far from being the case in many African countries. While an
increasing nusber of succesy stories 1s being cited in support of the efficacy of
this instrument in African conditions, it is probahly too early to make a full
oversll ausessment. What dis dmportant from the point of view of the present
conterenie 1% tu consider how the private sector can be encouraged to take more
interest  an directing activities  to those  areas, especielly export
diversificetien, that will increase the effectiveness of devaluation. This will
probauly involve a whale range of incentives, guarantees, and crash prograsmes
for anfrostructure dmprovements that may be beyond the capacity of African
goverrments Lo provide withou! subctantial international support. This is why
such matters may be easier to discuss and negotiate within the framework of the
follow-up machinery for the implemention of the mutual commitments and reciprocal
obligations ar the UN Programme of Action,

Two broad conclusions can be drawn from this experience: First, the discussiun of
the enabling cenvironment has to give far more attention to the implications of
the structural econunic problems that African countries have to contend with, and
in perticular, the Limt orons which those problems impose on the working of the
price and market mechanisms in must African countries. To say this is not to lose
faitn in the efticacy of the price system but to recognise that we live in an
imperfect world and that in many real situations, we may have no choice but to
opt for second best solutions. After all, many developed countries are still
struggling, with not much success, to open up their agriculture sector to the
full qglare of the market. A realistic discussion of the advantages of liberal
economic policies in African countries should also touch on those areas of






On the African side, the commitments include:

- necessary economic reform and structural adjustment as mentioned in APPER
as a basis for broad-based, sustained economic developinent;

- priority attention and increased commitment to the rehabilitation and
development of agriculture, based on durable structural changes as
indicated in the priority progranme;

- appropriate policies that promote the development of sectors supportive
of agriculture and rural development, namely, agro-related industry as
well as essential consumption products, trade, transportation, health,
education, environment and other social and comnmercial services;

- fundamental  measures to  address the problems of dreught and
desertitication as an integral part of agriculture and rural deveiopment,
with the active involvement of village and conmunity groups, wherever
applicable,

- efficient developaent and utilisation ot human resources with particular
reference to the full and equal participation of women in order to
masingse their contributton to national development;

- undertaking reforms in such o manner as tou encourage the broadest
pussible nparticipation 1a developnent and the productive use of scarce
resourcesy,

The response and canntment of the international community as stated in the uh
Programme ot Action 14 based on LWwo major prenises, namely:

(1) Uine international Community s awaere Lhat the process of development
being amitiated by African countries o5 reflected in the priority
Progromiic, has to be supplenented by complementary actions of the
internetional  comunity  through  intensified  co-operation  and
substantially increased support. In this context, it is also realised
that Tasting soiutions to the serious eavgenous ennstraints over which
Firvea has no controlb will have Lo be feund, since their persistence
will anpede the efforts of the African countries.”

() Tine anternational community recognises the magnitude of Africa's debt
and the severe and restrictive burden which “his has placed or many
African countries. it realises that measures have to be taken to
alleviats this burden and to enable those countries to concentrate on
tne full dapdomentation of priorities. In addressing probiems arising
from such debt, esisting mechanisms should respond flexinly and be
improved as appropriate,”

On the basrs of these premises, the international community “commits itself to
making every effort to provide sufficient resousces to support and supplement the
African developrent ef forty 1t also eppreciates that the realisation of Africa’s
development efforts would bie greatly eased if the flows of external resources
wer e predictable and asoured.”

The internationel commmity alsu recognises the need "to deal urgently with
conmotity issues, tabing into account the special interects of African countries,
in the framewort of an overall approach, embracing commnodity
agreements/arrangements and adequate compensatory financing, and also to increase



the capacity of African countries to process, market, distribute and transport
their exports; and in this context to stress the importance of sufficient
ratification of the Agreement Establishing the Common Fund fcr Commodities, for
it quickly to become operational”.

Ovher commitments of the international comiunity include greater concessionality

in financial assistance, and increased resources for multinational institutions
of particular importance for African development.

7. New Roles for the Private Sector in A Wider Setting

These conclusions should lead to a discussion of the most appropriate framewcrk
within which a bigger role for the private sector (both indigenous and foreign)
in African develoment can be negutiated. The specific suggestion in this paper
is that the United Nations Programme of Action for African Economic Recovery and
Development now provides such a framework, and that more could be achieved by
worsing within that framework and mobilising for this purpose the reciprocal
commitments and obligations by African countries and the international community
that the framework provides. In this way, the private sector will ceome to see
itself not anly a5 an essential contribulor to econamic development, but also as
an instrument that could mabe a valuable contribution to the pursuit of the
browler objetives of economic and social policy.

The farst practical action that needs to be taken in this regerd is to involve
the private seclor, in an appropriate way, in the follow-up mechanism at the
national level which ecach African country is expected to establish for the
implementation of the U Programme of Action.

The framework provided for this purpose by the UN Programme of Action is broad
enough Lo accommodate this proposal, [t envisages that, at the national level,
“Govermients would, as appropriate, establish follow-up mechanisms, involving
Joint action with their development plartners, within the framewcrk of existing
aid co-urdination machinery, such as round tables and consultative group
meetings, as well as within the frameworh of inter-governmental agreements for
econamc co-operation. The terms of reference and other details pertaining to
such mechanisms, which could tate the form of Joint Committees or joint bilateral
commissions, would be agreed upon among the parties concerned, keeping in mind
the following elements:

(1) comprehvnsive and simultancous consideration of all issues pertaining
to the taplementation of the United Nations Programme of Action for
African Econciic Recovery and Development 1986-1990;

(1) review and evaluation of the process of implementation of the jointly
agreed upon commitments, both on the part of national Govsernments and
their developent partners in the context of the Programme of Action;

(1ii) implementation of the Programme of Action in the context of the
long-term development needs and policies of African countries.”

If the machine works satisfactorily, it should lead to package arrangements
involvirg at the same time substantial inflow of foreign resources, debt relief,
action to compensate for falling commodity prices, and the liberalisation of
economic policies by the countries concerned. One of the great disappointments of
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Indeed, the vision of investment-inducing co-operation extends beyond the
continental level. Recognising the important advances that have been made by
other developing regions during the past two decades in agriculture, research,
tachnology, and industrial production, the UN Programme of Action reiterates the
“conviction that Seuth-South co-operation should constitute a key element in the
economic recovery of Africa". To that end, the Programme underlines the "urgent
need for African countries, together with other developing countries, to
strengthen more vigorously than ever before South-South co-operation and make
greacer efforts through action-oriented measures, particularly in the priority
areas of food and agricultural production” and it goes on to identify specific
areas where such co-operation could contribute towards helping Africa tackle its
food production, storage and marketing problems. Among them are water management
and small-scale irrigation technology; dry-land farming; small-scale rural
industrial develomment, rural energy pruduction, including the development of new
and renewable sources of energy; agricultural research; and development of
poultry, fisheries and other non-farm produce.

Here then 1s a veriteble agenda for the generation of investment opportunities in

African countries which the private sector could explore with great profit to
Ttself and much benefit to the African economy.

9. Egzmq[iiiggwéfrica's Informa[ Sector

Av a rule, the informal sector in African countries is taken for granted except
o times of extreme difticulties. For example, when shortages of foreign exchange
becase particularly critica’, and imported supplies of durable consumer items
virtudlly dry wup, people turn to the informal sector for a wide range of
substitutes - furnitures. beddings, metal structures, and improvised parts for
vehicles, ihe situation can be likened to that of a man on crutches who discovers
Nis own wtreength only when his crutches are snatched away from him. In Nigeria,
during tre secand world war, when dmports of many items of durable consumer goods
virtuail, Jdrves oup, the informal sector bustled with activity and was able to
Produce witn great dngunuity end resourcefulness, a wide range of substitutes for
many previous by dmported items. While some of the new industries survived the
war, manwy siimply withered away as soon as imported items became available. In
actual fact, even an norsal times, the informal sector plays o not insignificant
role in the econmmien of muet African countries. It is a sector that bustles with
great energy and o trecendous veservoir of enterprise ond resourcefulness. It has
been a major training ground for the future captains of small-scale industries.
And it does @l thiy with minial demend on capital and foreign exchange
resources. Ai many papers befoure the conferenc» have pointed out, there is little
doubt that 1t will be an dmportant catalyst to development, given more consistent
government help, particularly as regards ready availability of improved tools and
training facilities (perhaps summer courses in technical institutions for those
workers with great <b111 but little formal education) and an adult education
Progranee for management skills and rudimentary accounting practices.

On a more formal plane, the establishment of arrangements and linkages between
particular trades in the informal sector and corresponding enterprises in the
formal Andustrial sector, may be particularly useful in upgrauing skilis and
raising the level of information in the informal sector. The time may in fact be
ripe tor many African countries to have a Minister of State with responsihility
for small-scale andustries, and with particular emphasis on the informal
industrial sector,

)






Given appropriate initiatives by African governments, an expanding role for
the private sector can be made consistent with the pursuit of those
objectives of econumic and social policy that are essential for stable
economic and social development.

The new trend towards a more liberal approach to econamic policies in African
countries can generate tremendous opportunities for development, but it also
faces major constraints, arising from the peculiarities of African economies,
that mey reduce the effectiveness of such policies.

The dynamism of the private sector should be enlisted not only in exploring
the easicr oppurtunities for profitable enterprises, but also in tackling the
more difficult areas concerned with easing the domestic constraints ¢o
self-reliant and self-sustaining development .,

This can best be done by invoiving the private sector, as much as wossible,
in the machinesy for the implementation of the recommendations of the UN
Programne  of Action and in the processes of econcaic planning and plan
implementation; and by giving thep a role in the follow-up mechanisms
suggested by the DN Programme of Action for the implementation of those
mutual commitments and reciprocal obligations that form the core of the UN
Programse of Action,

Anoexpanding role fur indigenous Private Development Agencies (PDAs) in
Africa, as well as for the Targe and dynamic informal sector, should now be
seen within the framewort of the implementation of the UN Progr amme of
Action, in particular the commitment made by African countries to promote
“tne broadest pessiole participation in developnent”.

since indigenous PUA's are very weak both in terms of organisation and
financial resources, as compared with international PDAs, government policy
should aim ot pracsting close collaboration between the two, with the
co-operation of aid apencies, for the execution of small-scale and grassroots
developrent projects, particularly those financed by foreign agencies that
are now increasingly utilising international POAs for the execution of their
programnes 10 Arica.,

(al Also, av part of the process of promoting broader participation in the
developnent process, governments <hould give considerahly more support to the
hitherto  virtually neglected  informal  sector, which contains a large
reservoir of skills, energy and resourcefulness, produces a wide range of
Conuirrer products and services at minimal cost, and makes little demand on
foreign exchange resources.  The informal sector should be given more
consistent qovermment help particularly 2s regards the ready availability of
improved tools and training facilities. Arrangements and linkages should be
established  between  particular  trades  in the informal  sector and
corresponding enterprises in the formal industrial sector.

(b) Each country should consider having a Minister of State for small-scale
industries, with particular emphasis on the informal industrial sector.

Special attention should be paid to the informal sector in the rural areas
and service centres, porticularly to those units whose activities cater for
the needs of the farming communities.



10. Special arrangements should be designed to enlist the help of private

industries in the respective African countries for the development of the
production and service units in the informal sector of those countries, in
particular through training to upgrade their skills, improvement in their
tools and equipment, and promotion of easier access to the materials and
components that they need to pursue their trades.

. The pursuit of all these objectives demands a whole new approach to

development planning in African countries which will be far more pragmatic,
and far more democratic, than previous development plans that have not been

remarkably successful.
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Current Economic Situation and Prospects

1986 is a year of respite and opportunity in Sub-Saharan Africa. Good rains have
returned to most of the continent, and lower 0il prices have improved the terms
of trade. Average per capita income for Africa as a whole should increase this

year.
But Africa's hasic economic problems persist. Productivity, notably agricultural
Broductivity, is still low. Population growth is still extraordinarily hiyh.
rought and overgrazing pose ominous ecological challenges.

The figures below suggest the long-term character of Africa's development crisis.
The dividing lire between "low-income" and “middle-income" countries is per
capita income of $400 a year (roughly the income level of Mauritania or Senegal):

Annual change in average per capita income

1965-73  1973-82  1980-85
Low-incame Africa 1.2 -0.1 -2.0
Sub-Saharan Africa 3.7 0.6 -4.5
Developing countries 4.0 3.2 1.3
Industrial countries 3.7 2.1 1.7

While the global econmic slowdown of the 1980s has accelerated Africa's economir
decline, low or negstive growth in per capita income has prevailed in most of
Africa since the mid-1970s.

In its annual World Development Report, the World Bank presents three plausible
scenarios for global economic developnent in the years anead. fach of the chree
scenarios is based on aore or less optimistic assumptions about economic growth
in the drdustrial countries, qlobal interest rates, and other kcy variables.
Under the assumptions of the central-case scerario, the Dank is projecting zero
growth 1n average per capita income in Sub-Saharan Africa 1985-95.

Zero growth in average per capita income implies declining income for many people
who are already on the verge of subsistence. Some three-fifths of Africa's
population is already too poor to afford a diet that supplies the FAO/WHO minimum
recammended number of calories. Most of these pcople are less productive and
energetic than they would be if they had more adequate diets. Between a quarter
and two-fifths of Africa's population is too poor to afford even 80 percent of
this mimmum standard. Among these people, infant and child mortality is high,
and children are often stunted in their physical and intellectual development.

the of econonic stagnation is surely

Under these conditions,

unacceptable,

prospect



Progress of the African Reform Movement

There is now remarkably broad consensus on the need for major reforms in economic
policy to reverse Africa's decline. The governments of Africa have, as a group,
committed themselves to necessary reform. The World Bank has been urging three
lines of reform, each of which would contribute powerfully to what this
conference is calling an “enabling enviroment” for private-sector contributions
to economic and social development:

{a) Correcting  overvalued exchange rates. Overvalued exchange rates
Titrodude widespread “econanic TnefTiciences, which slow down economic
growth. When overvaluation leasds to exchange and trade restrictions or
multiple exchange rates, international trade and investment (also
between neighboring  countries) become much more complicated. Both
private  business and  private not-for-profit  organizations are
constraine: by the difriculties of obtaining rationed foreign exchange.

(b) Correcting urban-rural bias. Overvalued exchange rates al:u bias prices
against producers of exports (mainly farmers) and in favor of consumers
of imports. Price ceilings on farm prices further bias the system
against rural areds. Where state comoanies have a monopoly on buying
fare crops, or onselling  farm unputs or consumer goods, the
Tnetficiency -- and inequity -- of the system is yet more severe.

(¢} Rationalising the public sector. Most of the econamies of Africa are
burdened "Ly Taryel €xceptionaTly inefficient govermment bureaucracies
and by escevsive regulation, An active public sector is necessary for
develomment. But most African govermments could reduce waste and take
fuller advantage of e«isting capacity in the private sector by
concentratang their scarce administrative resources on functions which
only the putdic sector can perform,

Some African goverments havie already achieved substantial reform in each of
these  three arees. Znire, tor esample, reduced its real excnange rate by
three-gquarters between 1957 and 1954, i late 1985, Zambia introduced an auction
system tor many e«<cnange transactions, thus reducing the real effective exchange
rate by halt by the ent of the year. The exchange rate distort;ons which have
accumalated throughout Africa over the years av» severe, and in some countries
real e«charge  rates continue to clmb, But oor the low-incame countries of
Africa, as a group, averaje real exchange rates bave declined since 1982.

Tnere is also o clear trend towerd higher food-crop prices, and a number of
countries are mabing similar efforts to improve incentives for export crops.
Tanzanta wore than dowiled the controlled producer price of maize between 1983
and 1985 Guines decontrol led producer prices for food crops and quadrupled the
of ficial wholenale price of imported rice in early 1986, as part of a reform
package which alsy included massive devaluation. From 1983 to 198G, Ghana
devalued its currency to one-third of its former value and, at the same time,
more than quadrupled the producer price of cocoa.

Goverment expenditures are also beginning to come down. Public consumption in
low-income Africa, which increased § percent a year in real terms between 1975
and 1920, decreased 1.4 percent a year between 1980 and 1984, declining as a
share of national incane. Reductions in public concumption have beon achieved, in


http:ncreas.ed

part, by more restraint on public employment. In the past few years, Rwanda,
Mali, Somalia, and Jogo have abandoned their policy of automatic employment of
secondary-school and university graduates. Low-income Africa's governments have
also closed down or divested about 5 percent of their public enterprises during
the 1980s, and many public enterprises are being pressed to behave in a more
businesslike manner.

In some countries, reforms have already contributed to econamic improvemeri. In
Zimbabwe, higher farm prices in 1984 resulted in an almost immediate boom in
production, especially among smallholder farmers. The result was a bumper crop of
maize. Simlarly, Guinea-Bissau's stabilization and recovery program, undertaken
in December 1983, resulted in o doutling of exports in 1984,

Malawi began its program of adjustment carly, in 1980. Policy reforms have
contributed to increased export proauction ty smallholder farmers, increased
industrial production and investment, increased domestic production of energy,
and a strengthening of the financial position of gqovernment and of key
enterprises in both the public and private sector. Malawi faces continued
econonic Jitticulties, howver, and the process of adjustment is far from over.

Cote d'lveire also began its adjustment program in 1980. Cote d'lvoire has had to
cope witn deteriorating  terms  of trade, rising interest payments, reduced
financial 1ntluws, and drought. Per capita income fell by one fourth between 1980
and 1984, tcononic groath finelly resumed in 1985, mainly because of a recovery
of agricultural production that was stimulated, in part, by higher farm prices,
in 198b, Core o'lveire alsn achieved a trade surplus, o government fiscal
surplus, arnd some revival of private iavestment. The (ote d'lvoire case is
special by dnteresting, because data are avaiiable which show that economic
acdjustiment hae madge the arstribution of dincome less skewed. The gaps between
urban andt rural ncanes, and between high-income and low-income urban families,
heve heen dracatically reduced,

The refore process an Arica still has o long way to go. Some govermnents have
et begun, But o olhiers have made substantial progress -- in a few cases, dramatic

progress --an the face of severe difticulties.

Helommendatyor 10 African govermments should proceed with reforms to correct
overvalaed e dhangs rates, correct urban bias, and rationalize the public sector.

The Need for [xternal Capital

Africa needs external capital to help finance reform. While the costs of reform
tend to be obvious and immediate (more expensive imports, for example), many of
the benefits are realized over a period of years. It takes time, money, and some
inpurted inputs for farmers and entreprencurs build up their capacity to produce
in response Uo o mproved incentives.

But, as shown in the table below, net financial transfers to Africa have declined
abruptly:
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{millions of US dollars)

1980 1982 1984

To low-income countries

IMF 378 492 164
Worl: Bank 375 552 553
Other multilatera) 704 463 183
Bilateral aid 4,758 3,970 3,251
Commercial banks 854 424 -468

Swtotal 7,070 5,901 3,683

To other countries

IMF 85 87 -38
World Bank 97 335 453
Other multilateral 177 251 150
Bilateral aid 2,018 1,915 1,906
Commercial banks 1,806 2,757 -2,603

Subiulal 4,753 5,344 -137

Tota! Net Transfers 11,253 11,246 3,551

Most of the deterioration has been due to changed relations with the commercial
banks. In 1982, conmercial banks were lending Sub-Saharan Africa $3.2 billion a
year more than they were receiving in principal and interest payments., In 1984,
Africa's payments to the commercial banks exceeded new lending by $2.1 billion.
Mearmhile, the net flow of capital from official sources also declined.

Looking to the future, projected flows of external capitol and export revenues
will not be sufficient to maintain even today's per capita level of imports, If
Africe is inteed compelled to further curtail imports, the reform movement is
Ithely to abart,

Clesing the fureign evchange gap in Africa must depend mainly on substantially
increased Tlows of ofticial development assistance and debt relief. Given the
overhang of nternaticnal debt obligations, both commercial banks and African
goverments are wary of additional comercial borrowing. Some middle-inome
African countries can borraw on non-concessional terms from official ienders,
such as the World Bank, but such non-concessional borrowing would not be prudent
for the low-incane countries. Increases in direct foreign investment or in
donations to private development organizations can make a difference, but only a
marginal difference with regard to Africa's problem of external finance.

Throughout the 1980s the World Bany has urged both broad policy reform and a
substantial expansion of official development assistance to support reform.
African govermments have responded to the call for policy reform, but donor
governments have not yet increased development assistance significantly.

There is some scope for increasing the effectiveness of what development
assistance is available. Most importantly, the donors can improve coordination
among themselves and with African govermments. African goverrments have had
difficulty coordinating the many aid agencies. In some countries, the public
investment program has been iittle more than an aggregation of the projects which
various agencies wished to finance, sometimes because of commercial interests in
their own countries.









informal cooperation, The Fank took account of the church project's
experience in its initial planning. As inplementation proceeded, staff
from the two projects freguently did favors for each other (lending each
other equipment, personnel, and even money). They worked out common
policies of extension and advice to farmers in the two project areas. At
one point, officers of the two projects compared cost of tasks such as
extension, sew! production, and vehicle maintenance, and found that the
church was doing similar tasks, with at least equal effectiveness, at
only 15-20 percent of the goverament project's costs.

o In the northwest corner of Mali, an IDA health project 1is using a
stabilized-wuil construction technology developed by a PDA in Burkina
Faso. L'Association pour le Déveluppement diune Architecture Naturelle et
d'un Urbanisme Africein  (ADAUA) Dbegan with assistance from a Swiss
priest, but 1s now entirely African in staffing and finance. ADAUA has
shown that, with innovative architectural designs and strict quality
control in trick-mabing, stabilized-suil construction can be practical
for large-scale pubilic buildings. Mali's Minister of Works learned about
ADAUA un a visit tu Ougadougou and suggested the technology to World Bank
staff. ADAUA s ahead of schedule on the construction of 21 primary
health care centers.  This project is velieved to be the largest
commercial applicetion of stabilized-soil bricks 1in Africa to date.
ADALA's  technulogy is expected to cut custs by a third and foreign
exchangs costs by half,

The Bank has also had sane failures working with PUAs in Africa. One agricultural
development project an the Gambig, for example, was designed to channel credit
through the Gaubian Cooperative Union and local cooperative societies to farmers.
The scheme failed, msinly due to staffing and financial difficulties in the
covperativen, ine Bard and international Labor Organization then began a program
of  technical avsistance  to Gambid's cooperative movement, but  the credit
arvengements tor oo follow-up agricultural developnent project have suffered from
widespread fraw! anong tone cooperative secretaries

The Worlda Band 'y 1946 report on Africa urged increacsed investment in four areas
of pricraty dnpertance for the long term: population/health, basic education,
forestry, and agricultural research, PDAs play important roles in each of these
priority arean,

Crio way Uhe Bank has soupht to identify opportunitivs for -ollaburation with FPDAs
has  been through  "trilateral”  meetings,  which  bring  government  and
of ficial-agency  statf  together with PDA ctaflf in particuler countries and
secturs, Five such meetings, have focused on population and health (held in
Butswana, ¥orya, Reanda, Gambia, ant Francophone Africa). Tnree have dealt with
education an Last Africa, where charches have long played an important role in
the arovision of schocling, There has also been a trilateral meeting on water
supply and samtatoon, Some meetings on village forestry are now being planned.
Trilateral mecting,  have fostered specific dmprovements  in government-PDA
relationg foauetimes the establishment of routine mechanisms for consultation)
and huve also ded to donor consultation with PDAs in sector work and the
inclusion of private groups in several government-sponsored projects financed by
the Bank .,

The Band s rapmidly espanging ity lending for population, health, and nutrition,
especially an Arica, and FDAL have special advantages in these areas. PDAs have
long provided health services in many countries and they are often dedicated to
reaching low-income  groups,  Some  PDAL  are active in family planning, and



goverments may prefer to extend family planning services through PDAs than to
involve themselves in this sensitive matter directly. The Bank s population staff
ere relying mainly on trilateral meetings to identify new projects, and PDAs play
important roles in current health and population projects in Kenya, Sierra Leone,
and Liberia.

In response to Africa's severe problems of enviromment and deforestation, the
Bank is also embarked on an effort to double its lending in support of village
forestry, Reforestation will depend largely on the initiative of millions of
small-scale fdarmers, and the Bank's forestry staff are convinced that PDA
outreach is essential. In the village foresty programs that IDA tinanced in
Burundi and Rwanda, expatri-te volunteers in "bush" areas made the difference
between success and failure. In Kenya, an IDA project is complemented by Swiss
assistance to several PDAs involved in forestry education (among them CARE
international and KENGO, an association of Kenyan PDAs). The planning for a
proposed torestry project in Uganca has relied heavily on CARE Internalional.

Discussiens in the Bank-NHGU Committes led the Bank to initiate an experimental
mechanism for official cofinancing of POA projects in Togo. A small unit in the
Planning Ministry and a steering committee (two qovernment officials and three
PDA representatives) screen PDA project proposals. Once 1his mechanism proves
itself, it should allow official donor agencies to suppert PDA projects that
would be too smal) for them to evaluate individually. However, some PDAs have
been criticdl that this scheme risked we tkening CONGAT, an uubrella organization
which includes most PUAs active in Toac. Thus, when authorities of the (entral
African Republic recently asked the Bank to help attract PDAs to their country,
the Bank turned Lo PUAs on the Bank-NGO Committee for advice about how to
proceed,

There hove alse been several fresh initiatives in Zaire, where i ted government
Capacity leaves wide scope for PDA activities. The Bank recently appraised an
IFAD project tnat will support two PUAs in Shaba Province. One of these 1is
related tu o mining coipany; the other is religious. Fach works with 3,000 to
5,000 farmers, Since they have never been subsidized by the government, they both
get full cost-recovery for the inputs they provide farmers, including their
eatenston services, [noanother province, Kwangu-twilu, the Bank helped establish
a semi-public corporatior (COLATE) to provide services to farmers. The Zairean
goverment s now reducing its share in CODALE, leaving the majority of shares to
about 30 srall orgamizations -- traders, transport companies, local chiefs, and
Catholic missions. In addition to reaching out to farmers directly, CODATK will
be a channel four erternal dnvestment in the programs of its shareholders,
Including the PUAS. In yet another sgriculture project in Zaire, the Bank has
invited PDAS (mainly reiigious orders and expatriate volunteers) to help find out
from intended beneficiaries how they think the project could be improved.

Insummary, the Bank's weaperience with PDAS  in Africa confirms that in
appropriate situations they can be effective agents for developnent. In certain
Cases, they are the only mechanism for reaching the grassroots. Some are
exceptionally dedicated, with long experience in particular locales, adept at
working with people, and expert in applying appropriate technolegies., The Bank's
experience with PBAS suggests that govermients and of ficial agencies can usefully
collaborate with PDAS in a variety of ways.

Recommendation 4: Goverments and official agencies should explore opportunities
For Tincreased Cooperation with privete development agencies.



This paper has described how some Atrican governments have already proceeded,
sometimes boldly, with the process of creating an enabling enviromnent, and how
yet more qovermments are at ledst convinced that reform is desirable. This paper
has also irdicated that a substantial increase in development assistance is
essential if the reform movement is to lead to sustained growth.

But the refurm movement among African govermments and developnent assistance from
tha donor guvermments are both politically fragile.

Adjustment policies will be unliteiy to work unless they are modified in response
to local crmiticiom and then win feirly broad political support. But there has so
far been little orgunized et fort by business or private developrent agencies to
either critique or endorse the edjustment programe in a systematic way.

African business leaders can help governments know how the private sector is
lHbely to respond to particular policies. PDAs, wainly churches and other
Indigenow, fias, cen suygest -~ and perhaps help with -- measures to protect
pacticular groups ot poor people who might utherwise suffer serious deprivation
hesause of policy changes (the urban poor who must pay higher food prices, for
exgiple). PUAs can alsu help explain and lecitimate policy reforn, especially
<inee the aececsary refourms most often benefit rural areas, including many poor
prople, ot Lhe Copinne of urban elites,

To yot econuic growth solialy undervay again, the process of policy reform must
proceed over o period of at least five or ten years and effect major changes in
society . Witnout the informed agreement of influsntial groups like business and
religious leaders, the process s almost sure to get bogged down,

Simrdarly, ancreased development assistance 15 politically difficult within the
donoe countries. International FPUAs played a key role in alerting the world to
the Afrvcon femine and in raising emergency funds from pubiic and private
sources.  Some anternatinongl  business  leaders alse helped. But despite the
emergerncy  effort, concessional flows to low-income Africa have been largely
stagnant., Many internetional PDAs have consistently stressed that Africa's
problems would not go awey when the rains returned, but public and parliamentary
attention to Africa has, nevertheless, now sharply declined. Moreover, some PDAS
are not particularly enthusiastic about assistince to support policy reform. They
are used to working at the grassroots level, and they don't always recognize the
mportance of changes in econonic policy for sustained progress dgainst poverty.

The Wortd Banb recently husted o meeting with a wide vaeriety of PDA leaders from
the United States to talk ehout how Bank-recomended policy reforms in Africa are
litely to affect the poor, [he meeting was able to reach more consensus than
almost anyone expected, Lveryone present agreed viet nolicy reforms and increased
development assistance are essential to African recovery. The Bank argued that
the Tines of reforms it s wrging in Africa tend to benefit rural areas, where
the great mejority of Africa's poorest people live. But Bank staff agreed with
PDA leaders that soure should be done to evaluate the cffects of particular reform
programs on the poor and to protect nutrition and other basic needs among
vulnerable groups. There was alao agreement that PDAs should help to “adjust the
adjustment programs” and theo to cultivate public understanding {(in both Africa
and the donor countries) of the need for reform and development assistance.



One PDA that has done exemplary work in support of the reform movement is an
international group called The Hunger Project. This group begen 1in the United
States, but now includes 4.3 miilion people in 140 countries. Hunger Project
leaders have been concerned that international attention continues to focus on
crisis, failure, and corruption in Africa, even though many African lteaders have
comnitted themselves to correcting the mistakes of the past, Through mailings to
their membors, contacts with influentials (at the U.N. Special Session, for
example), ard articles in the international press. The Hunger Project has been
drawing attention to storizs of conmitment and success in Aicica.

Another PDA initiative, the Cnorches' Brought Action for Africa, hes instead
critiqued the current direction of policy reform. Internationsl church ledders
inttiated a process n which over 400 Atrican church leaders  and African
academics worked in country teams to produce a pan-African PUA report. Their
report argues thet deep policy reforms are indecd required, but opposes increased
enphasis on export crops, and instead favors reforms such as reduced military
spending and, 1n same countries, the redistribution of land,

ihe Aga bhan Foundation is a FUDA with exceptionally strong tinks to private
coiierce. The Enabling tnviromrent Conference provides a much needed opportunity
for basviness and POA leaders, especially Africans, to help plan for economic
refuric that will indeed mect Africe's needs and, then, to widen political
Support for the retorm povement,

Recommendation  H o Business  leaders and  private development agencies should
contribute to The formulation of policy reform and provide political support for
bath the retorm mevement in Africa end 1ncreased development assistance from the
donor nations,
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RECOMMENDATI0NS AND AGENDA FOR ACTION

Creating an enabling enviroment for full develomment of the private sector,
while maximizing its contribution to economic growth and development, poverty
alleviation as well as to other national goals is indeed a daunting task. It
jnvolves untangling the web of obstacles that have Pitherto hindered the
realization of Africa's considerable potential and devising ways of overcoming
them, The successful approach will, per force, be multi-dimensional and will
require the full cooperation of African govermments, bilateral and multilateral
development institutions and the business community, both domestic and foreign.
The following, by no means exhaustive, list will go a long way in creating the
kind of enviroment sought:

A. What the Afiican Governments can do:

(1) Goverr.ent policy reform: gradual decontrol of prices, correcting
overvalued exchange rates, cutting down of public sector
expenditures and streamlining goverrment operations, privatizing
parastatals or operating them as autonomous units in a businesslike
manner,

(11)  Reforms in econunic management: simplifying economic decision-making
by increasing the role of prices and reducing administrative
contrels in allocating resources. This would reduce the level of
corruption, red tape and bureaucratic lethargy.

(111) Creating a mure predictable business envirorment: reducing the scope
for artitrary political decision-making to increase predictability
of the business environment and thus allay the fears and
insecurities of potential investors.

{iv) Increasing mark=t size: by creating more effective regional markets
to remuve the acute constraint on industrial development imposed by
the srall size of most African countries. Instead of creating
central bureaucracies directed by member governments (as in previcus
commun mark et organizations in Africa), open the boundaries for free
movenent  of people and goods. At the same time, synchronize the
incentive structure and overall economic policies. If borders are
open and incentive structures are harmonized, the larger markets
createsd as a result would have a greater chance of survival after
changes of governmert in member states. Out of the interaction
across borders, a sense of larger community and hence a critical
mass of vested interest in larger markets may mitigate against
autocratic policy changes.,

{v) Product specishization and regional markets: considering the
discouraging record of common marbets in Africa and the primacy of
political considerations in interstate commerce, an alternative way
of creating larger markets is for states to negotiate some product
specialization along bilateral or multilateral lines. One country
could produce a product (at a higher level of output and, thus,
hopefully achieve greater economies of scale), and enter into
long-term contracts to sell it to member countries while agreeing to



enter into a siiilar agreement on the purchase of another spec fic
product from the other country. This would reduce the proble = ¢f
differential pace of industrialization that wrecked many regional
common markets in the past (e.g., Fast African Common Market).

B. What donor agencies could do (in conjunction with host govermments):

(i)

(i1)

(iii)

(iv)

{v)

(vi)

(vii)

{viiy)

(iv)

{x})

Sensitize African govermments to the necessary policy changes and
the creation of other aspects of an enabling environment while
supporting them with requisite financial resources to smooth out the
transition,

Donor agencies should also sensiti-e industrial countries as to what
they can and should do by using the media in these countries to
build a critical mass of public opinion more favorable to Sub-Sahara
Africa's special problems.

Channel a greater preportion of available resources to the private
sector and mate sure that 1t reaches its intended target.

Donor agencies stould aim at reaching the smallholders and the
informal wurban secter and not just formal-sector establishment with
western style management, though the latter would continue to remain
important,

tdentify and bring in simple technologies that have been perfected
elsewhere. There are a large array of appropriate, absorbable and
replicable techinslogies that have been developed in both developed
countrie: and other regions of the developing world. Transferring it
sometimes consists simply of funding a pilot project that uses that
technclogy and the “demonstration effect” could then take over,

Increase funting for research and development on issues of critical
imartance to Africa (e.qg., increased agricultural productivity,
alternotive hoe fuels to reduce deforestation, etc.).

Graater co-ordination hetween donors to avoid duplication of effort
not only at the country level but at the regional level as well,
with view to prosoting regional economic activities, where possitie.

{reate regronal consulting firms in engineering, economics, finance,
etc. thaet couid gradually replace the need for outside expertise.
Use African esperts tu the maximum extent possible.

Te help reverse the brain diaan, identify anc recruit qualivied
Africans who are residents in industrial countries to fill many of
the technmical ant menagerial  positions financed by the donor
agencies,

Establish information banke accessible to African entrepreneurs
about sources of equipment and materials, potential funding sources,
potential partners, clients and sellers, about market conditions and
potentialitien of other regions.

-ii-



C. What the business community could do

(i) Taking a longer and larger view: Without the expectation of profits,
private investment simply might not be forthcoming. Businesses are
in business to make a profit. To encourage domestic investment and
attract foreign investment, governments need to create the
enviromment within which reasonable returns could be realized. On
the other hand, the business community, both foreign and domestic,
should contribute to genuine development and become effective
participanis in that process so that they cannot be easily dislodged
by chamges of government.

(i1)  Helping create regional markets: Multinationals are in an excellent
position to operate in more than one country and thus help build
larger markets and contribute to regional integration. By sou doing,
they diversify the risk element inherent in operating in only one
country and eniarge their market, while contributing to the increasc
in flow of goods and services across national boundaries, and help
build regronally-oriented local interest groups.

(113} Indigenous  African  entreprenewrs  can  create more  effective
interstate co-operative councils which can act as vehicles for the
exchang- of Intormation on markets and investment opportunities, and
create o sense of an Africa-wide business comwnity., It is best that
the business conmnity, postibly with the assistance of guvernments
arsl donor agencies, take the initiative on creating these agencies
ir order to oavald the inevitable introduction of politics that
government inynlvenent would necessarily entail.

It s afficult to prioritize these recommendations since they are mutually
reinforcing and contain elements ot overlap. However, if one were to determing
the mest crucial ones for creating the enatiling environment, governnent policy
refore art creating a predictanle business envirorment would have toe be at the
top of the Dot Bat ulticaetely, the small size of the domestic mariet 1n most
CLantrien wonld constrain whatever economic activity is generated through policy
refores,  inoreaning the market size through creation of regional mareets and
"o licy between African countries would therefore be crucial for
long-tersr desolopent. Africen governments would have to take the lcad in
creating the enatling envircnrent, Donor agencies would of necessity play only a
supportive, thougn at tunes critical, role while the business community would be
the resctor to, rathoer than the creator of, thaet environment., However, the full
Couperetion of  governments,  the butiness comiunity and  donor  agencies 1S
ecsential  for creating Lhe desired environment, in ensuring that the new
enyironent  help, create the Llype  of dnvestment opportunities that most
cortritute Lo ecunomic development and achievenment of other social goals and in
assisting African entreprenvur © to tabe advantage of these opportunities. But,
the meior responsinility in unlocking Africe’'s considerabiie potential Ties with
the Africans, guvermment ane people, Ultmeately, it is the Africans who will have
to amplement new policy changes and who will be directly affected by the results
of any actic o taben (or not taben) towards creating the enabling environment,

tuper-donr
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(especially 0il}) and higher debt service payments led to worsened balance
of payments situation and reduced the abilily to import essential raw
materials and spares. The terms of trade for almost all the low-income and
medium-income oil dmporting African countries fell sharply during the
period 1970-84 (eg., by 70 for Zambia, 55 for Zaire, 50 for Liberia).
However, vulnerability to external shocks was increased by tinappropriate
trade and exchange rate policies that cheapened imports, reduced the
incentave to export and increasced the import-intensity of domestic
production. All  things  considered, govermaent economic policies are
probably the most  dmportant factur behind the poor overall economic
performance and hanpered development of a viable private sector.

2.10 The current enphasis on the private sector, while it may represent the
swinging of the pendulun away from public-sector dominance of past years,
Is based on the observation that countries which follow this "mode)™ have
done better than those that do not, be they in the first, second, or third
worlds, even when thote countries have the same resource base. While the
direction of causation has not been definitively established, it hav been
fount that econerc growth is higher in countries where the share of the
private sector in dimestic credit and GUF is higher than in countries where
T not. Tnis suggects that the private seclor uses financial resources
mere ef faciently thay the public sector, as the following table indicates:

Share of Frivate

) Arnual Growth sector an Domestic Private Domestic
Countries an Fer Copita G4 Cresit (redit (of Ghi")
196¢-82 1962 1982 1962 1982
High Grow!h 4.5 65 a5 13 4]
Mediruen Groeth 2.3 2 65 13 28
Low Growth G.9 89 31 13 16
tiegat ive Growth -0.9 68 26 8 13

Suurce: Yeitn Marsden, wWall Street Journal, June 3, 1985

In Sub-Sakara Africa, the countries that showed the most impressive
performance are countries in which the private sector predominates (e.q.,
Yenya, Malawi, Maurytius, Camervon) ant countries where the public sector
domineles, economic el tivities have shown a negative performance (Gnana,
Seneqel, Sorelre, Matsgencar, ete.). The same holds in other regions, In
Asta, South Vourea and Theiland have done better than Indonesia and the
ProTipmine:,

1. The countries a-e Carercon, Lthiopia, Ghana, Ivory Coast, Kenya, South Korea,
Madagascar, Malaw), Malaysva, Mali, The Philippines, Senegal, Sudan, Tanzania,
Tharland, caire, Zamtna {(Indonesia and Nigeria which are special cases have
been escluded),












administrative controls needs to be used tor alloation of resources, the
legal framework needs to be predictably and evenly enforced. Moreover, the
political system itself needs to be broadened and, where possible,
depersonalized to reduce the level of uncertainty. In sum, the
institutionalization of the politicel, legal and administrative apparatus
as well as the decentralization cf decision-making are necessary for the
creation of an economic environment conducive {to the promotion and
development of indigenous entrepreneurship and a viable private sector.

C. Small Domestic Markets

3.15 More than half ot the 45 countries in Sub-Sahara Africa have a total
population of % million or less. Nearly BO. of them have populations of
less than 10 million, About twelve countries have a population of less than
1 mitlion 2. At least cone of them, Sao Tome Principe, has a population of
onty 100,000. The combination of small population and low per capita
incames {approximately two-thirds of the countries in Sub-Sahara Africa are
classified as low-income and have per capita of $400 or less) means that
the domestic market of most countries is too small to sustain viable
industrial production. [Thus, the fragmencation of Africa {a bitter legacy
ot tne colonial era), constitutes one of the most serisus obstacles to
economic development. Ine development of regional markets as an antidote to
this problen has been thwarted by differences n economic policies and
ptilosopries,  political  antegonisis  (resulting  from  border disputes,
harboring of  political  aesylums, etc.), or disparities 1in resource
endowments. Huwever, the failings have been reflective more of a lack of
political will than econumic realitics, as evidenced by the large but
undocunented cross-borger contraband in many countries,

IV. TOWARDS IMPROVED POLICY ENVIRONMENT

A. The Major Comporeats of Policy Reform

4.01 Sub-Sanara Africa fates e Teryc aumber of long-term factors that acutely
constrain its economic develepment {high population growth rates, manpower
and  skall  conctroints,  debasement  of  the resource base through
deforestatiun, desertificaticn and overgrazing, etc.). However, there is
consaderable  scope for  increasing  output  even within  these basic
constraints.  Increzsed  preduction can be  achieved in the short  and
medvun-term by vemving the  level  of  distortions resulting  from
intervention and control, instituting eppropriate incentives, and enhancing
the role uf tne private seclor,

4.02 The mayn features of  an dmproved  economic  environment for  private
irvestnent 15 the resoval of tne distortions brought about by government

2. Botswana, Ljyibouti, Commoro Islands, Gabon, Gambia, Guinea-Bissau, Equatorial
Guinea, Lesotho, Mauritius, Sdao Tome Principe, Seychelles, and Swaziland.



policy. These include correcting the overvalued exchange rates and allowing
the market (demand and supply of foreign exchange) to determine it,
removing price controls so that it reflects the true factor and product
scarcities, rationalicing the public sector with a view to reducing its
size, and improving the government's day-to-day interaction with the
business community,

4.03 Evidence indicates that countries with a low level of price and exchange
rate distortion have higher economic growth rates than countries with high
levels of distortion. In a recent study covering almost all developing
countries (including ten from Sub-Sahara Africa), it was shown that the
average GDP growth rate of countries with low distortions was 7% per year,
while the average for those with high distortions was only 3% per year --
for many, virtual stagnation on a per capita basis 3. In Sub-Sahara Africa,
the countries with low distortions and high growth include Cameroon, ¥enya,
Malawi, and Mauritius while the high distortion, low growth categoury
included Sudan, Zambia, Zaire, Ghana, Tanzania and Senegal. Since the
resource base of the latter group of countries is at least as good as the
former, the differential growth rate is most probably due to the
differences in the level of distortions., There is a strong theoretical
basis for why distortions lead to low growth. Resources ars inefficiently
allocated (i.e., not necessarily used where they can do the most good
because the signal -- the price system -- has been tampered with), and
incentives are reduced. Distortions result mostly from governnent
intervention in, and control of, economic activities and use of
administrative rather than price signals to allocate resources. Since the
price syster contains much more information (on resource availabilities,
consumer preferences, production possibilities, etc.) than any government
department casn muster, it is a better signal to both producers and
consumers and therefore to the whole economic system. Distortions could
also result from monopslies but the government is also the biggest creator
of munopolies -~ through parastatals, QRs, restrictions of entry to certain
activities, etc.

(i) Correcting Dvervalucd Erchange Rates

4.04 Reliance on demand and supply for foreign exchange to determine the
exchiange rate helps reduce the balance of payments deficits, eliminatzs the
need for parallel markets, cross-border contraband and smuggling, removes
artificial scarcities, and reduces or eliminates the huge "rents" received
by thee favored by the administrative allocation of foreign exchange.
Correcting overvaluation of currencies also shifts the terms of trade in
favor of those who produce for export and away from those who consume
imports. Since those who produce for export are mostly rural and those who
consume  Tmports are wurban dwellers, correcting the overvaluation of
currencies will 2lso help improve the distribution of income across
households, reduce or reverse rural-urban migration (and there is evidence
-- eg., Ghana -- that this s happening) and improve agricultural
production, especially for erpurt. As imports become expensive in terms of
dotestic prices, consumption and production become less import-intensive.
The  dincentive to esport  and to use domestic resources in

3. Daniel Landeu, “"Government Economic Growth in Less Developed Countries" in
Repq({»go_thc_?rqschntlg_lgskVqucq_pq«therqgtional Private Enterprise:
SeTected Papers (0.5 Government " Washington, U.T. 19847, )
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industrial production increases, and the need for import restrictions is
reduced or eliminated. Moreover, the need for cumbersome bureaucracy and
costly administrative controls is eliminated and scarce manpower freed,

Despite the benefits of exchange rate reform, adjustments are slow and
tepid, partly because of fear of social and political consequences. Groups
like urban dwellers and owners of industries who benefit from the implicit
subsidies resulting from  currency overvaluation, usually resist
devaluation. Nevertheless, several countries have recently undertaben
significant reforms in their exchange rate system. Ghana, Guinea, Gambia,
Zaire, Madagascar, and Mauritania have either adopted a market-determined
exchange rate or taken significant steps towards more flexible exchange
rates. The Ghanian Cedi was devalued from €2.3=US$1.0 in April 1983 to
€90-US$1.0 at present. The rate in Guinea has been devalued to less 10. of
the old official rate. Following the adoption of a freely-determined
exchange rate in 1984, the effective rate in Zaire fell to only a quarter
of its original level. Zambia introduced an auction system in late 1985 and
nominal exchange rate fell from K2.3:-US$1.0 to K7:US$1.0 in just three
weeks.  However, the real effective exchange rates in most of these
countries is still abuve the level of the early 1970°s.

The comtination of the oil price drop, the rise in the price of some
commutitien {e.g., coffee) and good weather conditions have improved the
balance of payments situation in many countries and could cushion the
short-term effects of eachange rate reforms.

(i) Resoving Price Controls

The most cignificant dmpact of price decontrols is on the agricultural
sector against which the termy of trade have significantly shifted in the
past  two decades. Decuntrolling agricultural prices will reverse the
discrisination ageinst farmers in favor of the urban sector, and will also
incresse the ancentive to raise agricultural output. Since the majority of
the popataticon defends on agriculture and the economies of the region are
heavily dejendent on the agricultural sector, this would help alleviate
poverty, g ove the distribution of income, and raise overall economic
growth. Couple! with correcting the overvaluation of the currency,
decontrsl of agricultural prices would help increase exports and reduce
imprurted ey ioultural products, especially fuodstuffs,

Inaddition to price docontrols, complimentary reforms would be essential
to reinforce the  dmproved incentive  structure resulting from  price
decontrols. These include lower agricultural taxation especially on export
crops, reforwing or dismantling the parastatal system in agricultural
marteting and Tnput distribution, greater public expenditure on rural areas
(extensinn services, agricultura) research, feeder roads, etc.), and giving
the private sector o greater role in marketing, transportation of oulput
and in the distribyt ion of ceed and fertilizer,

Price decontrols could help the profitability and therefore the output of
manufacturing sector. Howeyer, price controls have not been as detrimental
to industriel cutput ag they have been to agriculture because the magnitude
of the differerce betwon official and market prices are smaller and price
increases are qgiven more frequently,

Over the pact <everal years, many governments in the region have undertaken
significant policy reforme in this area, Zaire, Zambia, Ghana, Togo,
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Tanzania, Madagascar, Cameroon and Guinea ({most of those who have also
liberalized the exchange rate system) have either derequlated markets or
increased official prices, and the results were increased agricultural
output. Tanzania doubled producer prices of maize during 1983-85, Zaire
tripled the price for cassava and doubled that for maize during 1983-84. In
Mauritania, domestic prices were set in line with import prices for cereals
in 1985. Zambia official producer prices were increased by 35. in 1984 and
decontrolled in 1985 Ghana tripled the price of cocoa between 1983 and
1985 (507 in nominal terms). In early 1986, Guinea decontrolled prices for
foodcrops and quadrupled ofticial wholesale prices for imported cereals,
especially rice. It should be remembered, however, that these price
increases are in nominal terms and that they accompanied an overall reform
program including substantial devaluations (which would increase the cost
of imported inputs as well as consumer goods).

(ii1) Eup[ig“§ggggi‘@qgigﬂalization

Sub-Sahara Africa is distinguished by the preponderance of the public
sector. Public sector emyployment is about 50. of modern sector employment,
accounts for most of the investment in this sector and for zhout 20 of
total consumption {and is growing at a rate 50. higher than for private
consumpt ion}. In the immediate post-independence periovd, there was a
definite public-sector bias in most African countries. This resulted partly
from the perceived exploitation by the private sector (especially foreign
businesses) and the belief that only the state can be an effective
protector of national economic interests. There was also the belief that in
order to make “"short-cuts” in the development process, the state must take
the lead. The private sector was either too small or non-existent in modern
sector activities, it lacked the requisite resources and know-how and was
concentrated 1n the subsistence or traditional sectors {(which was deemed to
be the sine qua non of underdevelopment),

An erpanding public sector absorbed an increasing share of the scarce
financial and human resources and “crowded out" the private sector. It is
widely bolieved that the repid growth of the public sector over the last
tw decades is a major factor contributing to the current economic problems
of the region. There is <ome evidence that many governments have realized
the need to reduce the size of the public sector, For the region as a
while, public sector espenditure declined by 1.5 per year during 1975-80.
The reduction in public expenditure was not always accomplished in a
rational way. In man; cases, il led to marked deterioration in public
services, in the decline of murale and productivity of public employces,
and in the deterioration of publicly-owned equipment and materials.

The c¢losure of non-viable enterprises and the privatization of others in
Africa has, as in many other parts of the world, been picking up. The
governments in the region divested themselves of about 5 of their
ownersrap in public enterprises during the 1980's. However, divestiture is
frought with difticulties. There are formidable forces and interest groups
against privetization; divestiture can lead tou short-term dislocations
(layoffs of redundant labor, closure of inefficient plants) which
pohitical leadery are unwilling to go through, and there is frequently a
fear that public enterprises might be privatized at less than their fair
value. But if properly managed, including some external financial
assistance for buyers, the long-term benefits would be substantial as
non-viable enterprises “die out” and the management structure becomes more
responsive to business rather than political or burcaucratic factors. In

S



many of the SOL's that remain, increased autonomy and responsibility could
lead to better management and cost-cutting. In Ghana, the aggregate losses
of approximately 100 SOE's declined by 80% between 1982 and 1983; the
Cocoa Marketing Board dismissed 19,000 employees, a third of its payroll.
In Mali, the thirteen major SOE's cut deficits by 50% in 1985, Nigeria
announced at the end of 1985 that the reduction of parastatal transfers
was 50%. And the list goes on.

B. Results of the Policy Reforms

4.14

9,

.16

17

It is generally accepted that liberalization of the policy environment
{correcting currency overvaluation, removing trade restrictions, reducing
or eliminating price controls, reducing the role of the public sector,
etc.) increases productivity and output, increases incentives to export,
and reduces imports. It shifts the pattern of domestic production in favor
of domestic resources and away from reliance on imported inputs.
Rationalization of the public sector, including reducing its role in favor
of the public sector, reduces the budgetary burden, releases scarce
financial and managerial resources to more productive activities and
reduces the scope for corruption and mismanagement.

The recent spate of economic reforms, however, is too recent to allow
sufficient analysis of the ensuing results. Still, preliminary evidence
suggests that the performance of those countries that have undertaken
reform has improved both in relation to the pre-reform period and in
relation to countries that have not undertaken reform. After a decade of
economic decline thet left per capita incomes 30% below and exports 50
below their 1970 levels, the economic picture in Ghana turned around
following the dramatic reforms introduced in 1973, Despite a severe
drought, the suddea return of one million Ghanians from Nigeria, and an
already acute foreign exchange crisis, growth in GDP was estimated at 7% in
1984 and 5 in 19385 (from stagnation or approximately 3.1% per annum
decline on per capita basis during the preceding decade). Inflation was
brought down from 123 in 1983 to 20. in 1985. Receipts from gold and
diamond exports increased due to reduced smuggling after the recent 30-fold
devaluation. Agricultural production increased sharply (maize production
tripled in 1984 following a 30C.. increase in prices) and increasing numbers
of wurban dwellers moved back to the rural areas as the terms of trade
shifted in favor of agriculture and as urban-bias of government policy
reversed.

In Zambia, cotton and maize production rose by 207 during 1983-85, and the
amount marketed rose by 55° during 1984-85 following price increases.
Similarly, cotton production in Togo doubled during 1984-95., While it is
difficult to separate the effect of weather conditions from the price
effect, tne cleer correlation between the level of commodity prices and
agricultural output is too dramatic to ignore.

Cross-country comparison reveals the same pattern. For both Tanzania and
Kenya, coffee is the major export earner. In Tanzania, the share of farmers
in the export price of coffee was only 40-50% in 1984, while it was 90 in
¥enya. Coffee production in Tanzania has remained stagnant over the past
decade with significant deterioration in quality, while in Kenya it
remained buoyant even during the international recession of the early
1980's and severe drough' in 1984 {coffee deliver.es grew 7°. per year over
the period 1979-84 and actually increased sharply during the drought of
1984}).

- 13 -



4.18

In industry, the response to policy reform is not as immediate because of
the long gestation period of new investments, and the importance of
increased allocations of foreign exchange (which depends more on infusions
of external resources than on policy changes at least in the short-term)
for the importation of spares and raw materials. In Zimbabwe, for example,
there was a boan in the manufacturing sector in  the immediate
post-independence period, not because of liberalization but because of
higher foreign exchange allocations. Manufacturing output increased by 15%
in 1980 and by 10 in 1981 and labor productivity grew at 17. per year
because of increases in capacity utilization. With reduced foreign exchange
allocations to the indsutrial sector in 1982, output declined. This is not
to minimize the importance of liberalization on industry but merely to
point out that the short-term effect on industry might not be as immediate
as in  agriculture. Liberalizatiun, particularly removing  import
restrictions, might in fact hurt before it helps, since most local
industriey  produce import-substitutes  that  wusually cannot  compete
head-to-hesd with dmports. Imports of capital equipment, spares anc raw
material inputs would alsoe bz more expensive after devaluation (most
African  currencies are overvalued) and so  increase thewr cost  of
production. Therefore, many inefficient industries established under import
restriction and overvelued erchange rates might go out of business after
Iiberalization,  hHowever, these types of industries are a drag on the
eUONMy Al wiy, and their closure might be helpful to the econvny. In the
long-run tney will be replaced by an industrial structure that reflects
true Toctor availabr lities ant ds based mainly on domestic resourzey rather
tharn g oot

Whtie thege coveyu strongl, dnticate the pramary role of economic pulicies
inothe dncentive struztlure antt hence on output, there are other factors
that way hove reanfocced, or mitigated against, the policy refurms. Weather
contitiony were an general quod during the past year and groeth was from
depresitve Tevelo, Thoe mignat partl, account for the observed growth in
azricultural produttron, Alse, the dramatic turnaround in the economic
portoemance of Gt wen buttressed, at least in part, by large infusions
of edternal researces, mottly thoough the World Bank sponsored Consultative
Group canee 1945, ofter a long hiatus of 13 years. However, in spite of
the o avhifaers,  the dmportance of economic liberalization is not  in

i '
Grsy e,

C. Are Refores A1) Thore 3¢ to Growth?

4.20

4.2]

Sigmificant  econeic reforms are a  necessary, though by no means
sufficient, conntion for sustained economic growth and development of a
vitrant private sector, The absence of policy reforms ensures failure but
reflism by itselt doet not guarantee success. In other words, the fact that
reforee are craitical does not dmply that a country will achieve growth and
economic developmient once it undertakes reforms,

Other angredients for success must also be present and other obstacles
besides bal econnac policies must be removed. A favorable international
envirormment for Africa's exports, appropriate levels and types of erternal
econnmic assintance, ncluding debt relief, the development of effective
regionsl markets that reduce scale limitations for the smaller economies
(and  that ncdudes mst of  Sub-Sahars  Africa) are also essential
ingredients for success. In addition, a stable and predictable political
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environment, increased legitimacy of leaderships, as well as the existence
of an institutional and legal environment conducive to private sector
developuent are alsu as essential a< the policy framework .

There are alsu a host of long-term constraints hindering the realization of
Africa’s potential. These long-term constraints include a population that
is growing faster than any 1n history (leading to a doubling of population
every 20 years or s, only 18 years in Kenya) and that absorbs the
increments to output and increases the dependency on the work. ing
population, most of them smallholders. Lnvironmenta) deteriovration and
debasement  of  the natural resource bawe through deforestation,
desertification and overgrazing (part of the cycle of factors that
aggravated the recent drought) has also emerged as a major long-term
constraint, especrally  to  increased agricultural production. Other
constrainty include manpower and shill shortages (aggravated by a brain
drayn that, though not large by internationa) standards is significant in
Afracan terrs) ant a wedb anstitutional structure. The interlocking web of
obstarles that mabes for "underdevelopment™ have to be removed if increased
incentives are te be ratched with opportunities and he ability to esploit
those oppurturaties enbanced,

Howower, after all thiv 0 caid, the impurtance of reforms both in helping
to overcore these corstraints (hy incremertally building a critical mass
wWich mitigates ayainct these constraints) and in taking full advantage of
whatever eacts, cannat be overemphasized., Distorted ecraomic policies and
priorities not only corpound these constraints but alsu reduce any chance
of utihizing Africa’s consicerable potential and making full use of what it
alrealy hut. The absente of significant pelicy reforme ensures repetition
of pert mivtates, Increased government expenditures when times are good --
Ferya during the coffee boor, Kigeria auring the oil boon -- reinforces the
dowrmard spiral i baet times. Policies of import-substitution, import
restoastion ant overvalued es bange rates that were designed to reduce
e«ternal delonteroe wind unincrezsting dependence  on imports, reducing
Incentiven to eannrt an? ircreasing the dependency on, and vulnerability
Loy crangiey enternal economic environment, In sum, the creation of an
eratling enyvironeent  of necessity, requires the creation of a liberal
gLormrc enaaronment, wWithout it, foreign capital will stay away, domestic
caprtal will gitner deave the country or 9o into short-term speculative
rather than long-term productive investments., Corruption and the lure of
exhortitant “rents” generated by policy-created scarcities will continue
unabater despite all the moral exhortations to sacrifice and patriotisn.
Insteat of exploiting 1ts enormous wealth, Africa will continue traveling
down the roat to furtrer decline. With policy reforms, there is at least a
chance that the poople of Africa, as individuals and in communities, acting
freely to better themselves, will unlock the considerable potential of this
continent,

V. PROMOTING AFRICAN ENTREPRENEURSHIP

The existence of an indigenous entreprenew ial class to take advantage of
investment opportunities is critical for economic growch and development.
Without it, the creation of an "enabling” environment would mean little,
especially in region, ke Sub-Sahara Africa  where the inflow of
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entrepreneurs and there are considerable investment opportunities. However,
the nature and mix of these investment opportunities as well as the type
and experience of available entrepreneurship mey be different from more
developed regicns, A recent IFC study of 11 countries in Sub-Sahara Africa
indicates that most of the investment opportunities in the modern sector
are small-to-medium size, averaging between $750,000 and $3,000,000, mostly
in agricultural processing and lignt manufacturing sectors. There is also a
growing nuiber of indigenuus entrepreneurs ready and willing to tahe
advantaje of these opportunities,

As the largest international developnent institulion concerned exclusively
with the private sector, [FC s naturally concerned with how to assist
African entrepreneurs in eaploiting those opportunities, as well as in
helping to increase the pool of local entrepreneurship. In addition to its
normal project-related work, the 1C, in cooperation with the African
Oevelopnent Band  and UNDP, has established a new facility (the African
Project Developrent Facility) which will assist African entrepreneurs in
screening project ideas, ovbtaining loan finance for viable projects and
identifying sowces of equity and technical partners. Another if( facility
(The Atrican Management Services Company), currently being discussed, aims
at  bridging the technical and managerial gap faced by many African
companien by tapping  the  worldwide reservoir  of qualified senior
Crecutives, assisting in the training of indigenous managers, and providing
Support and badh-up o services to these companies, IFC has also recently
eotatlishe! a4 Foreign  Investment Advisory Service to assist member
&veleping  coantries  in o designing  ways  of improving the investment
enviroment for privete foreign investors. In addition, IFC s at the
forefrunt of the orivatization drive and would assist governments in
gevitang an orderly and effective trancition of ownership from the putilic
to the private sector,

In drstansing Afoican entrepreneurship, there is a tendency to limit the
stunsion to modern sector  business  activities  and western-style
fanagerent.  However,  the  vast  majority  of existing and potential
entreprencars conciat of traditional businessmen: traders who want to go
Into atner sectors and ownirs of small commercial farms who want to raise
produtavaty. The develojment of this type of entresreneur would have more
fpast, sy because they constitute a larger portion of the population
than the edutotet, western-style menagers. The latter might be the
cuttang-estge  in terms of dintroducing new technolegies, in obtaining
external financing, and an forming joint-ventureship with foreign firms.
But, they are too stall in nunber, and the formal private sector itself too
tiny, to have an appreciable impact on overall economic growth.

the major  camponent  of  the private sector in Africa consists of
smallholdors and the self-employed in the informal urban sector. Increasing
the output and productavity of these s-ctors is what development {and
poverty alleviation) is all about. There is ample evicdance that individuals
engaged in these two sectors have been discriminated against through the
controlled price structure, the set of incentives or disincentives, the
share in govermuent expenditure and esternal finance, access to quvernment
Credit and public services, etc. Nevertheless, these sectors have managed
to grow when the policy enviroment gives them room to do so, The informal
urban sector, for erample, has grown faster than the modern sector and
provides a satety-net for low-1ncane urban dwellers. This sector s
characterized by ease of entry, intense competition, simple technologies
that are locally-produced or locally-replicable, has low initial capital
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requirements and is more reflective of the resource and technology base of
the economy than the modern sector. The smallholder sector has alsu shown
the ability to sharply increase crop production, given adeguate price
incentives, input supplies (seed, fertilizer), and extension services.

The develognent of African entrepreneurship requires a two-pronged
approach. Promuting the modern entrepreneur who uses advanced technology
and modern technical and managerial stills would be essential as the
technological “cutting-edge”, for demonstration effect and to impart a
Timited “pull-up" effect on productivity. People learn the subtleties and
intricecies of launching or running a modern business (or even ways of
putting things together, and different ways of viewing the world), by
seeing others doing it, especially others with whom they could identify and
wilh vhom they have personal and sustained interaction. However, the direct
impact of such entreprencurs would be limited by the fact that they would
be few in nuer, and could themselves be swamped by the inertia around
them. This is why i1t is also important to promote potential entrepreneurs
anong  the large pool of the population. There are a large numver of
dynamic, antelligent and  dinnovative ({within  their scope  and means)
individualy ameng small holders whose entreprencarial sparit Ties dermant
beneath a suffocating sheet of government restrictions, and whu have
Hirited access Lo resources.

One hes only to recall the produltion response of smallnolders in Kenya
guring the farst decade of independence with the conversion of the high
prtential land from estensive use to smallholder cultivation, and the
Introduction  of  hagheyielding maize varieties. The very existence of
rural-urban migration in response to incune differentials despite all the
uncertainties of migretion s a reflection of entrepreneurship. So are the
now urban arrivals who start peddling snall quantities of products in the
informal-uroan sector,  Hoever, they do not have access to cregit
facilities (ue 1t external or internal) and other resources of the
government, Eeternel donors seldur hove access to them because of language
Or Cultural Larmers and an, esternal resources are at any rate sequestered
by the burca..ra.y ondt the formal sector. But it ic these little people
Cthe smallnndaer, the self-erployed informal urban sector) who would make
the driference an wiether Africe breats away frow the current cycle of
puvierty or merely perpetuates nall enclaves of modernity which becore miore
isolated 1n qgoog twmes and are engulfed by ecunomic problems in bad times.

The pros.tion of entreprencurs {eristing or potential) in the smollnolder,
informal urban sector and even among those at the bottom end of the furmal
sector (the simnall trader whe wants to own a small workshop, the tire
repairman who wants  to own an  automated garage, etc.) would involve
innovative woyn of estending tectnical and financial assistance, the
remval  of  arvsoriminatory  government  policies and  egual  access  to
goverment facilities. [risting entrepreneurs are shackled by a lach of
@sportine on huw to put deals together and provide documentation to
lenders, They hove Nttle dnformation on markets, sources of equipment and
materials, and the range of available equipment, the different sources of
finaniareg and ways ot applying for them.

The 17 1% realy and willing to work with African Governments in promoiing
and develuping African entrepreneurship and managerial capabilities. It is
usually affacult ant reletively costly fur IFC to get involved in preojects
below o certarn threohold {operationally $5 million) but considering the
small size of domestic marrets in much of Sub-Sahara Africa, an erxception
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has been made. By June 1985, IFC committed about $700 million to aver 150
projects with an approximate total cost of $3.4 billion which resulted in
the creation of about 90,000 jobs. Projects financed were in 37 of the 39
Sub-Sahara African countries that are members of I7C. More than half of
those projects are less than $2 million,

IFC intends to redouble its efforts in Africa and devise novel ways of
assisting the small entrepreneur. The African Project Development Facility
and the African Menajement Services Compan, are two new initiatives
undertaken with Africa's special circumstances in mind. There is currently
a lot of an-house dialogue of what else IFC can do, given its mandate and
expertise, There 1s, however, a lmit on what any outside agency can do and
how far it can reach. Ultimately it is only the Africans, guverments and
people, under the social objectives and special circumstances of each
country, who can du the job.

-]9-
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Annex ¥V

Cosnodity exports: Volume and price
(annual growth rate: percent)

__Export volume

Egb—"j.ahar:; frica Yorld Price °
1955 73 197364 1965-73 197384 1355-73 1573-84
fuel
Petroleun 334 -4.9 110 -0,7 3.7 16,1
Minerals and metals
Copper 2.5 -0.9 4,7 1.0 BR) -8.5
Iron ore 1.2 -5.8 7.5 -1.5 -4.3 -3.7
Bauxite 11.2 12.5 4.8 -0.6 1.0 2.3
Phosphate roch 8.7 -0.% 6.1 -0.3 -5.% 2.8
Kanganese ore 2.4 -1.6 3.3 2.6 -5.4 -0.6
Zinc -39 -3 ¢ 3 0.7 1.4 -5.b
Tin -3.13 -8,% 2.2 -0.7 -2.7 2.0
lead 2.6 -§.U 3.4 -0.8 -1.7 -6.0
food ant beverages
Coffee 3.4 -2.0 2.6 1.5 -1.5 1.1
Cocoa 0.0 -0.% -0.2 i.0 9.0 0.3
Sugar 2.4 ? 2.5 2.8 14,6 -11.2
Tea 9,7 3.7 Z.6b 2.4 7.7 [
Groundnuts (meal! 0.3 -6.9 0.8 -8.5 6.7 -4,
Greundnut oil -2.b -b.U 1.3 -1.5 1.1 -0.9
Hert B.3 -10.8 5.9 3.t 5.0 5.3
Pale ¢il -6.3 -8.3 13.2 9.9 -l.4 -0.5%
Bararias [sA] -9 L0 0.3 —h,y 0.9
9.4 -4,3 6.6 4.0 1.8 -3.%
A
lieter 6,7 -3.7 7.1 0.5 10.3 -3.9
Cetror £.3 -0.5 1.9 0.5 4,3 -2.4
ToLazis 1.4 2.8 3.1 0.5 -1.3 0.1
Rutter 2.4 -2.4 3.9 0.6 -1k Job
Hides and shing G. % 3. 1.5 2.5 .
Ginal <25 -G.f N -6.1 '

a. tri-plint Gruwth rates,
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PREFACE

The field studies for this paper were conducted in Ghana, Cote d'lvoire, Nigeria,
Kenya, Tanzania, Zambia and Zimbabwe. The goal was the presentation and analysis
of public and business opinions within the framework of the issues raised in the
terms of reference. The results reported in the paper are therefore the views of
businessmen, policy makers and other Africans rather than those of the author.
The author wishes to express his gratitude to the various chambers of commerce
and manutacturers' associations, private businesses and public officers who
kindly discussed the subject matter of this study and provided him with the views
and material which have facilitated the writing of this report. The author,
however, takes full responsibility for all errors in analysis and presentation.



SUMMARY OF RECOMMENDATIONS

A nunber of suggestions to further the growth of the private sector in Africa are
discussed in the Report that follows. We present below, under some principal
headings, and in each case in their order of importance, those factors considered
most significant in the promotion of an enabling environment for the promotion of
the private sector's contribution to economic develojment in Sub-Saharan Africa.

I. ﬂgriQu]turd] Uevclgpment

Post-independence development strategies in Africa appear to have misconceived
the appropriate approach to the development of agriculture and the role of
agriculture relative tou industrialisation. The crucial role of the small farmer
and the dmportance of ancreaving his or her output tou optimal levels have not
been accorded adequate antellectual and policy recognition. As a result, the
basic  foundations  for  economic  development  have  remained  fragile  and
overstretched, Inosome cases these foundations have been fractured., Therefore a
successful trancition to industriatisation, by whatever route - state, private,
indigencus or foreign - has not been possible in most countries. The remnval of
thiz basic constraint iy considered to be the most fundamental condition for
develomeont and in the view of most people the following minimal measures may
provide the appropriate environment:

i A concorted effort to mobilise public opinion and public policy in
favour of the peasant and the small-scale farmer that will result in
botter links between rurel and urban areas through increased road
miteage and transportation,

i The encouragement of more viable public and private programmes to
provide  guaranteed and  enforceable  minimum  prices and gquaranteed
accessible marbets for rural production, and adequate and safe storage
facilitien for surplus production,

iti The dmprovement of the conditions of life in rura) conmunities, such as
better housing,  better health facilities and better agricultural
educaton,

IT. The Promotion of ndigenous Business

A successtul,  moderng post-independence  African economy is one in  which
businessos are able to carry out production and distribution between the rural
and urban sacio-ecanane poles inoa frawework of stable economic conditions, The
enabling environment for indigenous private sector contributions to this process
is conceived at priussry and secondary levels:

i Inthe  pramary  category  are  measures  to promote  indigenous
entreprencarshing ot the grassroots level:

- eaphasis on smaller-scale agro-based industries and enterprises that
relate nore (losely  to the  structure of rural production and
distribution;



- management and financing facilities for the development of small scale
rapid rural-urban transport companies, such as are seen in many
suburtan areas of Africa;

- Public and private sector support for small scale financial
institutions. More cost-efficient and better suited to the financial
needs of farmers and smal) businesses, rural banks are better able to
elicit their involvement and cultivate their saving and banking
habits;

- mediun sized agricultural ventures are possible in the indigenous
private sector and can be developed through careful management and
capitalisation on the lines of the examples from Kenya (Para. 2.12).

i1 Secondary measures are designed to cope with the existing constraints:

- an expanded role for specialised investment and merchant banks to
serve the particular needs of small scale to medium size indigenous
enterprises n  the areas of business structuring, training and
financial management;

- a new specialised role for private institutions in venture capital
financing and management which will further both domestic and external
capital mubilisation for small to medium size indigenous/expatriate
involvements and international capital market relations;

- better access Lo domestic credit through publicly supported mechanisms
like damestic credit insurance and export credit insurance;

- measwes to liberate prices and exchange rates that would eventually
legitimote certain "informal™ aspects of indigenous businesses.

IT1. The Enviromment for Lxpatriste Enterprises

The enabling enviroment for econumic develcpment is one that will enhance the
opportunity of erpatriate enterprises to utilise their organisational, financial
and technical resources to the maximum, The contribution of expatriate
enterprises Lo economic development con also be considered on  primary and
secondary levels:

i The primary contribution consists of measures permitting the expatriate
enterprise to relate more appropriately to the primary development need
of the host country. They include:

- the provition of the concept of corporate citizenship. Corporate
citizenship recognises the symnmetry between the rights of expatriate
busineswsen to the facilities and resources for optimum production and
profitability  and their  responsibilities vis-a-vis  economic
development,

- the creation of facilities permitting greater involvement of
expatriate entreprenewrs in policy discussions and formulation,

i1 The secondary measures that will encourage greater expatriate business
contributions to economic development are those that help expand output
within eristing constraints. The important tacilities are identified as
follows:

- 3 -
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Whatever the answer will be, the current debate at the African Development
Bank underlines the need felt in Africa to facilitate effective private
sector contributions to the socio-econanic developnent of the continent,

Recognition of the need to promote the private secior is vital to Africa’s
future developrent, and the proper conceptualisotion of strategies for
achieving that objective is imperative. First, the limts imposed upon
private sectour development by current development strategies need to be
acknowledged. Second, the role of the private sector in a "liberalised"
development context which tokes both agriculture and private business into
account  needs  to be spelled out. This study discusses the enabling
environment in the context of present constraints and also suggests ways in
which liberalisdation could be promoted. The results of the enquiry are
presented separately for the different components of the private sector in
Africa.

2. Private Sector Agriculture in Historical Perspective

2.1

(g%
()

2.7

9.

10.
1.

The post-independence phase of African econonic histury has been turbulent,
cotnc i iing v th wajur uphieavdals in the world economy and involving major and
diverse erforts al coonueic development, Some successes have been achieved
inosome countrie, but there have been major failures in others. [t would
therefore be miuleating to analyee the enabling environment for effective
private <oltur contribution to development in Sub-Saharan Africe without
placing the discunsion in o historicel perspective, and drawing attention to
the ditterences in method and 10 performaence.

The beot defanition of development in post-independence Africa derives from
a school ot thouwjhit au old as organised modern econcmic thought itself,
Starting with James Stewert 9, through Adam Smith 10 to Arthur Lewis 11, It
states very siegly that the principal Timit on the rate of development of
manufaturing  and trahe in the initial stages of economic growtn in the
pre-industeral  atats ds the  productivity of  farmers whose marketable
Surpluses Tor the domestic and esternal markets are exchanged for domestic
manuafactures,  and dnports,  The evolution of successful business in the
immediate post-indeoendence period in Africa thus cannot be considered
viable unless 1t s based on the steady expansion of agricultural output at
a rate coeoensurate with sodernisation, This rule is inviolable, whether the
mode of developeent dnvolves state-centred modernisation, a private system,
or a self-surficient economy emphasising manufacturing for the domestic
market or for esuort,

'noboth taw income and middle dncome Sub-Saharar African countries, the
attempt to industrialioe in the earlier years of independence generally took
precedence  over  the  effort to  dmprove  agricultural output. As  the
agricultural tounstations ot the African econories have beer eroded in recent
yrars by o inalequate pricing,  excess  taration and  fragmentation, the
industriaiisation thrust has dnevitably suffered (Table 1;. The countries in

i dames Stewart "An brouiry into the Principles of Political Economy". Book
I. londan 1767,

Adam Smith "The Wealth of Nations” Book il Chapter )}, London 1776.

W. Artihur Lewis "The Theory of Economic Growth" London 19595, See also his
"Report nn industrialisation and The Gold Coast", Accra, 1953.
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our sanple in which agriculture has not been neglected, Kenya and Cote
d'lvoire, are also those that have been relatively more cuccessful in
industrialisation. There are of course additional reasons. Where agriculture
has been penalised, for example in Uganda, Ghana, Liberia and Nigeria, there
have been corresponding failures in industrialisation.

TABLE 1

Growth of Agriculture and Industry in Sub-Saharan Africa

(Average annual percentage)

GDP Agriculture Industry
1965-73 1973-83 1965-73 1973-83 1965-73 1973-83

Low Income
Countries 4.2 1.7 3.1 1.2 6.9 0.6
Examples:
Ethiopia 4. 2.3 2.1 1.2 6.1 2.6
Uganda 3.6 =2.1 3.6 -1.6 3.0 -10.1
Tanzania 5.0 3.6 3.1 2.6 6.9 0.2
Ghana 3.4 -1.3 4.5 -0.2 4.3 -7.0
Kenya 6.2 3.4 12.4 5.3 12.4 6.3
Togo 5.3 2.3 2.6 1.1 6.2 2.6
Middle Income
Countries 7.7 1.4 2.4 -1.3 17.7 1.0
Examples:
Liberia 5.5 0.2 6.5 2.0 .2 -1.5
Seneqal 1.5 2.6 0.2 0.3 3.5 6.1
Cote d'ivoire 7.1 4.7 3.7 4.0 8.8 7.4
Nigeria 9.7 1.2 2.8 -1.9 19.7 0.3
Source: Vorld Bank (1985)

2.4 The  primary  constraints which the private sector has faced in the
post-independonce  African economy can  be further interpreted in the
framework  of the Fei-Ohkawa-Ranis model of the historical evolution of

O
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development from the pre-industrial state 12. Based on this model, we have
estimated in Table 2, for three countries in our samqle, Kenya, Nigeria and
Ghana (with Korea for comparison) the phases in the transition from primary
export expansion to secondary import and export substitution. We have also
estimated in Table 3, the phases of stagnation and decline in two countries
in our sanmple.

TABLE 2

A
KOREA

Before 1953
Traditional
Export
Expansion

1953 - 1964
Primary [mport
Substitution

1964 - 1972
Primary
Export
Substitution

PHASES OF DEVELOPMENT

]
KENYA

Before 1962
Traditional
Export
Expansion

1962 - 1974
Primary lmport
Substitution

1674 - Present
Primary
(Minimal)
Export

C
NIGERIA

Before 1960
Traditional
Export
Expansion

1960 - Present
Primary import
Substitution

]
GHANA

Before 1958
Traditional
Export
Expansion

1958 - Present
Primary Import
Substitut ion

Substitution

3 1972 - Present
Secondary
Import and Export -- - --
Substitution

Source {‘orea): Fei., Ohkawa, Ranis (1985)

2.5 In the initial pre-industrial phase of development {"0"}, import capacity is
dependent vpon the developnent of the country's comparative advantage in
primary export commodities. Savings from these exports help finance
modernisation, and the surplus incomes of farmers sustain the market for
imnorted manufactured non-durable consumer goods., A country makes the
transition into Phase 1 when an effort i, made to employ savings from
primary exports for primary import substitution., The duration of Phase 1
depends on the availability of fundamental resources, mainly Jland and
labour, i.e. the potential to extend the programmes of import substitution,
An importent condition for stability din this Phase is that primary

12. Fei, Ohkawa and Tanis (1985) Pages 37-41 in Ohkawa and Ram's (eds) "Japan and
the Developing Countries" Yale 1985,
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ra
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production  steadily increases, reaching the level necessary for
modernisetion. lhe empirical evidence indicates that population pressure on
the land in the countries of the Pacific Basin has enabled those countries
to reach optimun levels of agriculty-al production faster then in Africa.
There would seem to be some evidence, therefore, that a better stimulus for
countries to move up to Phase 2 (Primary Export Substitution) may exist when
the limits of productivity have been reached., There also seems tu be some
evidence to support the existence of a secondary stage of transition in the
agricultural phase, requiring a certain level of productivity in peasant
small scale production before the transition to improved technology and
generalised large scale commercialisation cen be achieved. These levels have
scarcely been attained in Africa. By a variety of methods, all African
States in the post-independence period have tricd to move from the primary
stage (Phase 0) to tne import substitutior stage (Phase 1). They have,
however, met with varyirg success in Phase 1. Some have experienced limited
successes in this  dimport substitution phase, especially those that
maintained their emphasis con agriculture, such as Cate d’'lvoire, Kenya,
Cameroon, Butswena and Zimbabwe. Among this group, some countries have
recently tried to move into the export substitution phase, i.e., the
substitutiun of manufactured goods for primacy agricultural exports.

Anotner group of countries has not been able to increase primary exports
largely becouse of dunestic and international price factors and neglect of
agriculture, lhese countries have been condemned to stagnation. In most
countries that have been t-apped in this way, substantial population shifts
have tended to place & ¢reater burden on the relatively scarce primary
resources.  The  large majority of countries in Africa fall into this
Cateqory,

A smali, bul dincreasing number of African countries fall into a third
tategory, characterizes -y stagnation and decline after significant and
protracted Falls in prim:-; erport production. These countries suffer from
low real producer prices caused principally by excessive taxation, adverse
international marbets and overvalued exchange rates (Table 3). Tanzania,
Ghana, Zambia, Uganda and Sierra Leone all fall into this category. They
have been trapped in Phase I, and some of them will need to return to the
initial Phase {Phase 0) and reconsolidate their primairy production base
before p ogress can be anticipated,

Those countries that are caught in the stagnation and decline trap. Phase 1,
and for which there are no foreseeable prospects of transition into Phase 2,
eshibit certain cammon characteristics, First, they are all crippled by very
reduced anport capacity. This handicep Teads, in most cases, to restrictive
exchame  policies and exchange rate instability. Associated with this
problem is  the developnent of “"informal” markets and the consequent
shrinsage of the formal markets. The second general characteri .tic is the
reduction in productive capacity. The Toss of production has been traced to
two  sowrces: the curtatlment of factor dinputs into import-substituting
industries, an! reductions in primary production resulting from the neglect
of that sector. Ihe interaction of these two factors usually generates a
dynamic decTine especially where it is linked with the third characteristic,
namely,  the re-location  of large  populations n  the process of
import-substituting industrialisation, in preparation for the ill-fated
transition into  primary export substitution (Phase 2). Most of the
constraints that hamper businesses in Africa in the present period originate
in these tiree basic adverse conditions. We shall call these the "Primary
constraints”. they are the results of the failure of the deveTopment

Lo



process, and are well outside the control of businesses. But depending on
how businesses respond to those constraints, the burden they impose can be
lightened or exacerbated. Secondary constraints emanate frum these primary

constraints,
found within the framework provided by reduced

and af fect businesses more directly.

import capacity,

productive capacity, and the rural-urban migration phenomenon,

TABLE 3

PHASES OF DECLINE (CASE D)

BEHAVIOUR IN TRAPPED PHASE 1

These constraints are
reduced

PHASE GHANA ZAMBIA
0 Before 1958 Before 1960
Traditional Export Expansion Traditional Export Expansion
1A 1958 - 1975 1960 - 1974
Primary [mport Substitution Primary Import Substitution
18 1975 - 1979 1974 - Present
Primary lImport Substitution Primary Import Substitution
with stagnation in production with stagnation in production
1C 1979 - Present

Primary Import Substitution --
with decline in production

2.9

The foregoing analyses enable us to investigate the constraints and the
enabling factors for agriculture from the experiences both in the less
successful countries and in the more successful ones,

In countries in which agriculture has failed the following hLave been the
common constraints:

{1} Public policy has failed to raise outputs to an optimal level,
Particularly in West Africa, this is largely the result of the
inability to develop the feeder road network 1linking the peasant
producer and the consuming centres. Yet evidence suggests that an
increase in feeder road mileage has been the principal catalyst for

rapid incresses in peasant production. There is also evidence that
guaranteed prices and markets have provided a greater incentive for
raising peasant output at existing Jlevels of cechnology than

fertilizers and high yielding seeds.

Public policy has severely penalised agriculture., In some countries
this process has resulted from a shift in emphasis from agriculture to
booning non-agricultural sectors and associated services. The case of

(2)
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2.10

Nigeria is a classic example. In Ghana price compression, particularly
in cocoa, was the result of high government taxation of that sector to
finance the attenpt to  expand social infrastructure  and
industrialisation. Between 1950 and 1984 cocoa producer prices in the
all-peasent private sector in Ghana fell in real terms by an average
annual rate of 5., In that period Ghana cocoa farmers, on average,
received less than 30 of the market prices of that production., Similar
trends have been observed in Uganda and Tanzania. By contrast, in the
same period Kenya coffee farmers remained a major claimant of the
proceeds of their production, receiving apprurimately 907 of the market
valuwe of their production, 13

The constraints on peasant agricultural production and development  are
largely at the “politicel level, in systems where the small cultivator
carries Tittle political weight” T4, AL the same time it has been clear that
the protracted penslisation of farmers has led to producer withdrawal from
important sectors of agriculture, often permanent damage to the agricultural
infrastructure, and consequently serious disruptions of growth in all other
sectors  of  the weconany. Conflict between the develojment objectives of
Government and  the profit  objectives of producers can thus lead to
fundamental dovelopment problems. [f political weaknesses of small farmers
leave govermenty a free hand 15, to exact disproportionate tares from their
agricultural sectors 16, then successful transitions to industrialisation do
not tabe place. I punlic policy enables the farmer to retain a significant
share ot his market price and reduces the fragmentation between the urban
and rural markets, then agricultural foundations can be consolidated and
enlarged in support of Andustrialisetion and modernisation.

The eftort to increate the produstivity of peasant agriculture to optimal
levels in the transition to wider-ccale commercialisation would appear to be
compatible  with  the parallel  development  of large scale commercial
dgriculture. Thin process has been observed in Fenya and Zimbabwe where the
Commercial tormer hao, throughout this century, had considerable politicel
weight 1, din contrast with peasant farmers thare and elsewhere, 1t hae also
beens observed in o some countries that initiatives in commercial agriculture
are dargely undertaben by persons with other fuli-time occupetion or
retired pecnont who were better able to mobilise needed capital. They have
been,  howyer, handicapped by inexperience, inadequate invelvement  and
mnsutficrent cupervision,

U of the Jarae commercial banks 18 which faced these preblems in the carly
poat-imtependence period  in Fenya has  created  an hgricultural  [Estate
Hatagement subsadiary  which provides a  service to commercial farmers
designed o oyvercome these hendicaps. The farms managed by the company
currently produce approvimately 16 of Kenya's coffee and include large

13. R Ho Bates, "Lnsaye on the Political ELconumy of Rural Africa”, Cambridge

14,
15.
16.

17.
18.

1985, P, 114,

W. Arthar Levits in "Proneers in Development” | Meier & Seers, Oxford 1985, P,
128,

R, H, Bates, Ihid,

With inelastic demand and elastic supply, there can be little, if any, rent
which can he creamed away i taxation of the small farmer without seriously
eroding his profits and working capital,

See R, H, Bates, [bid, on ¥Yenya.,

shis vperation is a subsidiary of Standard Chartered Bank PLC, Nairobi.
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farms collectively owned by other small farmers and peasants, who benefit
from the company's educational and extension services. The company also
manages large pineapple plantations and cattle ranches. It provides
irrigation, electricity and road infrastructure, along with ready-made farms
for new clients and part of the capital cost. This is a service which our
survey found would be favourably received in most African countries provided
it also gradually introduced younger, trained farmers into larger scale
modern agriculture.

2.13 The opinion of the Ex»cutive Officer of the Kenya Association of

Manufacturers provides an excellent summary of the agricultural constraint.
When asked what, in the collective view of the Association, constituted the
best enviroment for the expansion of industrial production 1ir Kenya he
answered paradoxically and wunequivocally: "The measures to increase
agricultural production are the most important to us in the Association, We
have observad for a long oeriod that in the years of good eagricultural
production, manufacturing output has also increased in response to higher
demand. It is in that ccmmon environment that we sce growth in
industrialisation” 19. Ironically many of the peasant farmers we interviewed
expressed the wish tu be freed from the rural poverty in which they were
trapped.

3. Appropriate Evolution of Indigencus Business

3.

1

19.

20.
21.
22.

From the fouregoarg analyeis it can be seen that the growth of African trade
and industry should nave evalved in tandem with the development of the
agricultural uase  the pace of tho latter cetermined by relativelv more 20
or less balanced 21 strategies. In tha latter option, stronger foundations
anj faster increases in productivity were called for. This ideal situation
however did nol occur in 2 larae number of cases, for the following reasnns:

3.1,V At the end of decolonisation in the early 1960s large expatriate
caminarcial enterprises were already established in the urban areas,
thriving on international trade and on central government activity.
The post-1ndependence successor state considered this sectur the
vanguard of “drvelopment” and supported it at the expense of other
sectors. In many countries indigenous public and private cemmercial
enterprises were encouraged in competition yith the expatriate firms.
In a few cases espatriate enterprises were acquired and expanded.

3.1.2 In most cases import substitution industrialisation stracegies were
adopted. The businesses involved were those expatriate firms that had
been engaged in  international trade, and the products locally
manufactured were those previously imported. Largely, therefore, the
inter-industry linkages that had  been hoped for 22 did not

Mr. J. W. Furia, Executive Officer, The FKenya Association of Menufacturers,
in an interview with J. H. Frimpong-Ansah, April 1986.

Rosenstein-Roaan and Arthur Lewis.

Albert tiruchman and Paul Streeten.

Hirschman “The Strategies of Fconomic Development™, New Haven, 1958. Also
Hirschman "Essays in Trespassing - Economics to Politics & Beyond", Cambridge
1961,



materialise 23. The principal actors in industrialisation therefore
remained largely the alien middle-size business or the large
multi-national,

3.1.3 When govermments intervened directly or assisted new indigenous
enterprises, the general trend was to replace or copy the style of
the enterprises operated by Europeans and other aliens. Thus
throughout Africa large indigenous state trading enterprises and
mediun size indigenous companies in manufacturing, trading, banking,
insurance and transportation, emerged, primarily to serve urban
interests. Many of these enterprises operated inefficiently, whether
under state subsidy or various forms of patronage. Thus the
develoment of efficient, modern post-independence economies with
businesses integrating the rural and urban populations in a single
unit has not quite taken place. It is achievement of such integration
in a stable economic enviromment that should be the primary objective
of develomment strateqies in contemporary Africa.

3.2 An enabling enviroment for indigenous private sector contribution to
development could thus be said to consist in two categories of measures 24:
those fostering primary developnent, and those that would minimise the
constraints  dnposed by present  development strategies. In  the former
category would be measures for the promotion of agro-based industries,
smaller scale enterprises that are more closcly related to the structure of
rural production and distribution, transportation services linking urban and
rurai centres, a financial structure that caters to the needs of the rural
sectors, (e.g., rural banking, and facilities for the marketing of rural
products in both the vural and urban areas). The category of measures to
reduce esiating constraints includes manegement training schemes, improved
relations with banks, encourasgement of cooperation between indigenous and
expatriate entreprencurs, and dercgulation of production and trade.

3.3 Agrobased  Irdustries. Attempts to remove the fragmentation that has
Vs o] aqeicaTia @) production and manufacturing in Africa, have included
efforts to involve manufacturing in agriculture generally or in the
prodaction of  rew materials. At the more liberal end of the spectrum,
pedasant and smell scale farmers have been offered guaranteed markets and
prices for their output by qovernments and manufacturers. Very rarely,
however, has the attempt at backward integration been successful, In most
Cases, cost structures, technological design and installed capacities of
esisting indtaitries have been inappropriate to local production and cost
Structures. For o caample, the cotton textile mills in northern Nigeria,
Zibabwe antd Uganda  are more efficiently based upon indigenous cotton
production than the mills in Cdte d'[voire, Senegal and Ghana, even though
the marbets for testiles in the latter countries are well developed. The
greatest sangle probles that governments have faced, in their attempt to
resalve this fragmentation has been the determination of priority in pricing
policy. Long term economic development s obviously best achieved through
ma s imur encouragenent for the farmer who produces the appropriate industrial
inputs, aend this i< done by incentive cost-related prices and guaranteed
markets in the  poriod of growth,  Yet the short term interests of urban

23. A0 Eallick "bevelopment Policy in Action®, St. Martins 1978.
24, This categorisation falls within the framework discussed in paragraph 1.7 of
the introduction,



dwellers, Jlabour unions and biy business pressure groups do not permit
public policy to adopt appropriate policies such as the rationalisation of
faulty industrial structures (with urban unemployment consequences) or the
adoption of coust-related incentive producer prices that would reduce the
economically irrational subsidisation of consumers by producers.

3.4 Promotion of Small Scale Enterprises. More formal recognition and support by
govermments Tor swall scale and the so called “informal" sectors of the
African econuny is  vital to better understanding of the vertical
subdivisions of African economic activity, especially trading activity, and
their contributions to econonic growth. Such support would recognise the
capacities of indigenous businesses to adopt te the scarcity of capital, to
shortcomings in administrative skills and to economic stagnation (via
part-time activities), This would help to avcid the obstruction of the
growth of indigenous experience and skills and facilitate their contribution
to cconomic progress 25, Regrettably we have had difficulty identifying
specific efforts by African governments to promote the role of indigenous
producers end traders in development, It would seem that development has
been conceived as a giant national enterprise in which small operators have
little role to play. We came across a number of cases of compulsory
“indigentuation” of wnell businesses, e.g., the Non-Citizens Retail Trade
Act of 1970 in Sierra Leone, and several examples of state ideclogy in
favour of wrall businesses. In the majority of cases, however, proclaimed
ntentions ran counter o actual performance,

3.4.1 There are two principal components to this constraint. As in the case
of small farmers, small businesses have little or no political
influence. In a few cases, they have been courted for political
mobilisatinn, but they have also been discarded with ease and
victimised. Consequently, governments have found it easier to ignore
their formal needs in situations of scarce resources. Their progresc
has  therefore been more a function of market factors than of
political favour, mabing their activities all the more efficient even
if the more deprived, The second constraint derives from the position
of the amall scale dinformal  sector vis-a-vis the large scale
expatriate or state corparatione, Faced with increasing shortages of
basic goods, goveraments he e tended to rely more and more on the
supposedly better distribution and management capabilities of larger
state and evpaterate companier. This has worked against the efforts
of small <cale enterprises that have tried to expand. In our
fnvestigation,  we  came  across  one  well-organised  indigenous
smatl-vcale testile designing and distribution company which was
faced with the dilemma of either prematurcly embarking on nation-wide
di<tribution or being prohibited by official regulations from
distributing i1ts own products,

3.4.2 The wpecafic suggestions that may be offered are the following: (a)
pubilic policy recognithon for the primary role that the small scale
and  the  so-called dinformal sector can play at this stage of
developments (b more nationgl resources should be allocated to this
sector through the elimination of the preferential treatment for
larger  state and expatriate enterprises. This will permit the
harmonisation of cost structurec and consequently the survival of the
mre efficient enterprises

25. The pioncer of these ideas was Lord (P, I.) Bauer in his works: "West African
Trade” Cambradge 1954, and with Yamey “"Markats, Market Control and Market

Reform", Widenfeld & Hicholson, London, 1968,
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3.5 Linkages between rural and urban markets are based on adequate
transportation between the Two, and on price mechanisms in which changes in
urban demand are adeguately transmitted to rural marhkets. Developing
countries have not always been able to pursue policies permitting these
linkages. The transportation problem has many facets: (a) village to village
transportation 1is often several times more expensive than town to city
transportation. A study conducted in one African country in 1973 cited
instances in which the cost of transporting goods on village roads ranged
between five to ten times the cost of transport on town-to-city roads 26,
emphasising the discrepancy in transport costs between adequate roads and
rural roads and tracks. {(b) In the course of our survey we found that
traders only visited places to which they could arrange transportation, on
specific market days, and where farmers could casily head-load their
produce. (c) We also found considerable evidence that the average age of
vehicles for goods had deteriorated in recent years in many countries and
that the ratio of such vehicles to the population had also declined. These
factors illustrate how crucial the solution to the treansport problem has
become in the development of the contribution of small scale indigenous
businesses to econumic growth,

3.5.1 Wee alco tracad the problem of fragmented price structures to the
transportation problem. Some rural producers we interviewed thought
traders who went to villages did the villagers a favour. Consequently
the Tatter were prepared to accept less favourabie prices for excess
welghts or measures 27, We also observed situations in which urban
prices of rural products were rising against the background of rural
surpluses,  Conversely we noticed several instances  in which the
prices of urban products in the rural areas fiuctuated within a wider
range ihen in the urban areas. These factors point to sub-optimality
of profuction and living conditions for the large majority of the
Africaen populations, It wonld seem that the minimum measure that must
be expecred frow governmenty to bridge the gap between the urban and
rural peoples would be the purchase of production at appropriate
prices and ot points as close Lo the places of production as
poscinle,

3.6 In additinn to the foreguing primary constraints, many secondary constraints
Pifted througn an enatling environment. The first is the problem of
investaent  end  working  capital  for small to medium  size “indigenous
enterprise ) The “ac Cusna Talion of capital by a business enterprise from
undistributed profits tabes several years (if the proper taxes are paid),
but this 15 o creaper, noae efficient way to finance business exnansion than
with borrowed money. Wooover, the lack of adequate accunulated capital has
made 2t necessary foo businesses to finance their growth with borrowed
money. Our studies have indicated that for a number of reasons, banks have
preferred to lend Lo larg: businesses rather than to small-scale indigenous
businesses. In most cases small businesses are little known to banks, loan
supervicton for small entorprices iy tedious  and relatively expensive,
accounting and auditing systens are not rigid enough, business is often

26. Nyanteng and Apledsorn “Some Development Implications of Farmers' Problems in
Marketing their food Crops” in “Factors of Agricultural Growth in West
Africa™ I, M. Ofori (£d.) 1SSER. Legon TO73. Tage 276, -

27. Insome villages there it the concept of "bush weight” usually denoting a 200
excess of the universally accepted measure.
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3.7

3.8

3.9

mixed up with personal affairs, etc. To reduce these risks, banks have often
fixed their charges and interest rates for small businesses margirally above
those of big businesses and have demanded larger collateral., This increases
the relative running costs of small businesses. Of even greater relevance to
our enquiry is that the lack of better access to bank finance has forced
small businesses to borrow from the "informal" money market at very high
rates. Examples of "informal" interest rates we came across ranged from 107
to 785 per nonth.

The shortage of investment and working capital has not been the only
problem. Tor mnost indigenous entciprises, in those countries in which
manufacturing production has been stagnant or declined or in which there are
serious balance of payments problems, the supply of scarce domestic products
and o° foreign exchange for imports is biased in favour of Lhe Targer
bu,inisses. The rcasons we obtained were that most manufacturing enterprises
are controlled by the larqer distribution companies in the state and private
sectors, which are also favoured in rationing systems. We noticed this
problem especially in Nigeria and Zambia where the foreign exchange shortage
has recently become acute.

Another aspect of the financial constraint is the lack of contact with
credible internastional  sources of finance. Unli e their expatriate
Counterparts indigenous enlrepreneurs do nol have head offices or assuciate
companies 1n tne uverseas market place and are therefore not in a position
to procure bulb supplies our to obtain import credits in times of temporary
constraints on foreign exchange. The problem was observed in all the
countries we studied. This handicap has forced many growing indigenous
companies to operate through expensive overseas intermediaries. We came
across many instances 1n which substantial losses had been incurred through
the "bankruptcy” of these intermediaries, often believec to be fraudulent,

The above list of secondary constraints affecting indigenous businesses is
not exhaustive, but i1t includes most of the problems which have to be
resolved in order to amprove the environment in which enterprises can grow.
In the following paragraphs an attempt 1s made to respond to some of the
additional suggrstions that were made to us.

3.9.1 To develup business expe~tise, several types of managcrial training
schiemes have been  suggested. The IFC's programmes of managerial
ascistance to middle-size companies from a pool of experienced
personnel and of project analysis had been positively received. We
found that these schemos have been aimed at indigenous enterprises
that have already reached a fairly advanced stage of development and
required further sophistication in management., At the same time, we
alsu discovered a new generation of businessmen and women whose
operations are too small to be assisted in this way, but who are in
equal, 1f not greater need of as_istance. One category within this
group was readily identified. It consists of a growing group of well
educated individuals, often graduates and professionally trained men
who cannot be absorbed into public sector or private employment and
who are attempting to launch a variety of business ventures. The
ventures we encountered included small scale transportation, travel
and  shipping  agencies,  brokerage in the informal wmarkets,
non-traditional exports, and consultancies of several types. We
observed that these new entreprencurs were able to develop greater
expertise than their senior counterparts whose initiatives had taken
shape in large scale private sector employment. We also observed that



what they needed was support from banks (especially merchant banks)
and govermment business promotion agencies. In Nigeria and Ghana we
came across two such persons who had quickly developed thriving
businesses in electronics and deep-sea fishing via merchant bank
support. For such ventures, expert training is important, but we
consider the association with merchant bdnks which advise, formulate
business propusals, find technical partners, and accord finencial
support to be the most relevant type of assistance,

3.9.2 The question of indigenous/expatriate partnerships was raised at both
smaller and larger scale levels. It was argued that such partnerships
had the adventages of introducing external capital and developing
local entreprencurship. We found significant progress along both
lines, particularly in the larger scale joint partnerships. We
however  found  several instances, especially in  the small to
mediun-scale categories, in which the indigenous partners had little
or not influence on the business venture, learned very little and
were often used for public relations purposes only,

3.9.3 Lomestic Credit. Given the interior access to bank finante, official
assistance to indigenous businesses for bank loans has been one way
in which some govermments have sought to  promote  indigenous
businesses. Inoa nunber of countries a system of credit insurance is
provided by the central bant. We found examples of this system in
Ghana and Sterra Leone where they have worked very satisfactorily for
several years. We also noticed that the idea was under serious
consideration in other countries. The idea was borrowed from the
Reserve Bank of indig and was first introduced to Africa by the Bank
of Chana in 1967 with technical assistance trom India. The system has
since been studied by several African central banks. The scheme has
furthered commercial  bank  understanding  of  the small  scale
entreprencurs, and the nature and operations of their businesses. It
has  contributed  significantiy to the development of a working
relationship,

3.9.4 The informal nature of indigenous businesses in Africa entails a
regection of official rules and requlations relating to trade and
industry. Indezed, most regulations are wholly unsuitable to the mode
of operation of these enterprises, At the same time, their eristence
conveys an aura of clandestinity and illegitimacy to the entire
indigence. sector, We found this aura of "illegitimacy” questionably
founded, observed, for example, that the exchange rates in the
informal .. "or were more accurate than those enforced by central
banks, dnd in most cases the operators were very much abreast of
internatinonal  currency trends.  Nonetheless, false assumptions
cuncerning  the informal sector's “illegitimate" market methods
persist, We estimate that this problem can be overcome only through
generalized dereguiation and liberalisation,

4. The Appropriate Environment for foreign Lnterprises in Africa

4.1 Since independence, the following trends have been generally observed:

4.1.1 The withdrawal of large enterprises from branch operations in the
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4.3.
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4,3.3

sector organisations in the same fields. The principal examples of
discrimination related to the allocation of scarce foreign exchange:
the private sector esteemed that state-owned enterprises had larger
allocations than their productivity justified, and greater access to
local bank credits (loan applications from expatriate companies in
certain countries had to be sanctioned by the central bank and were
often judged on non-commercial criteria). Limitations on the sale of
equity in expatriate enterprises and on the transfer of funds between
them were alsu resented. We observed an example in which the
authorities in one country had refused to permit a local parent
company Lo rescue a subsidiary which was in financial difficulty. The
authorities in the country concerned insisted that assistance be
provided in foreign exchange by the foreign owners of the company in
the form of capital enrichment,

Expatriate private enterprises nave qenerally been condemned to a
lower deqgree of involvement in policy discussions and formulation. In
Some “countricy TthisTCan The seen as a reaction to the levels of
involvement and authority wielded by expatriate businesses in the
pre-independence gavernments, This has indeed been seen as a loss of
privileqe, but more importantly, many expatriate enterprises feel
that their contritution to policy dialogues could improve economic
management. It was also felt that indigenous senior staff were too
few at the top levels in expatriate enterprises, and advice and
opinion are wusually sought on an individual rather than on  an
institutjonal  basis,  We  observed  that governments were little
inclined to invite expatriates to serve on public policy committees
but were very enthusiastic about using the expertise of Africans in
senior positions in expatriate companies. In a nunber of cases we
noticed that senior punlic servants and politicians actually had
great respect tor the views of such Africans.

Anotner  formoof disornmination concerns the limitations placed in
st counteres on espatriate enmployment. The system of imnigration
Guotas seims to be quite widespread, and is based on ideas which, we
observed,  are often no o longer  cogent.,  In the  immediate
post-independence period this policy had two principal objectives,
First, 2t aimed to encourage {or compel) the training of indigenous
Statt and Lo save fureign excnange otherwise apent on capatriate
statt [hige walaries,  overseas  allowances,  leave ard  Lravel
Copertien, persenal remittance quotas, etc.). In one country it had
been estimated thal one capatriate costs approximately four times his
AMrican counterpart in noninal terms. In another country it was
estimated that eapatriates were able to remil overseas 50, of their
gross incanes before tas! As the primary objective, in the early days
of independence, way to create a larger indigenous business sector
{private and pustic), an eipanding expatriate sector was not a factor
that  watn  serously  considered  in immigration regulations.
Furthermore,  the arguments of cost were quite valid. There was
therefore o general tendency in most countries to reduce expatriate
staf £ without  regard  to the probable expansion of expatriate
businesses  to 11l future  production needs.  The problem was
exacerbated by the fact that the guverment agency responsible for
fmmigration quotas was not often related to that responsible for
econuiic developnent, burthermore, in many countries Africans have
not  bieen trated to  fill the wide gaps left by departing
expatriates, cspecially in the more technical (non-trade) sectors. We

o





http:concerhng.th

4.7

citizenship". This new spirit would go beyond limited, paternalistic forms
of public invoivment like donations, grants, and charities, and would imply
the local involvement of expatriate companies in socially desirable
objectives that help tou ensure long term legitimacy 1n the host country. In
return, operational structures and practices that conform with the dictates
of the market and thereby mas i se profits would permit expatriate companies
to protect thei sharcholders. Defined in this way the oblijations of
"citicenship" ref'lect a very broad definition of corporate responsibility
wnich includes ethical, social and good business objectives, as well as
economic development godls,

The concept of “"corporate citizenship" adopted in this paper varies somewhat
from cammon usage by placing greater emphasis on an appropriate balance
between corporate responsibility and corporate rights. Our definition aims
to attatn masimum productivity within any given environment. This definition
provides qovernments and expatriate enterprises with the framework for
maxiuum  contributions to both business prosperity and national economic
developent. Corporate citizenship therefore becomes a two-way concept. On
the one hard, it anvolves the recognition of the rightful claim of
Eapatriate businesses upon available resources and facilities in the host
countries and the necessuity of their integration into develupment processes
and policies, Un the other hand, 31t alsoe sets down the obligation of
expatriate businesses  to contribute to  economic development  through @
greaters commtment than has hitherto been the Case,

4.7.1 The rafical revistun ot certain concepty  of expatriate business
nvelsonent will be necessary  1f o the necessary balance is to be
actiievel, Ihe folluoiing are a few examples: (1) Inappropriate import
suvstitution programies, especially those burtlding upon an inadequate
agricultural base, will have to be drastically revised if they are to
conform ta wore portinent strategies of econumic rehabilitation and
develomient. (2) The well organised transportation and distribution
facilnties of copatriate firms should become involved in the handling
of inctigenouy production outside Lhe primary products. In our survey,
wWeoouserved o general Tack of concern on the part of cxpatriate
trading by cesses about indigenous production; the principal reasons
Clted were cost-ineffectiveneys, contrary business objectives, and
traition. In one country o multinational supermarket had decided to
place prasant products on its shelves. Our investigations showed that
d shortuqe ot fureign eschange did not enable the importation of
tinned fonds and apples, ete. It may be remembered that the expansion
of prawary production to optimum levels in the first half of thisg
century  was  made possible by the greater  involvement  of  well
organized  buying  companies. (3) Expatriate companies in Africa,
particularly  these  branches  and subsidiaries  of multi-national
corporations,  will have to develop strategies suited to local
conditions, A typical example of inadaptation can be found in the
banking sector where structures have remained unchanged since the
turn of thie century and have failed to respond to requirements of
non-urban arcas o for sualler local  alternatives, {(4) The
bucanveer -adventurer  dmage  of  the foreign entrepreneur in Africa
should give way to the image of an honest and concerned businessman
Capable of being integrated into African society,

4.7.2 The change in the altitude of the expatriate entreprenear must be

achivved 1n tandem with Changes in the hust country < perceptions and
sutpraaons  concerning  foreign businesses. The f ilowing are some
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examples of the changes in host-country perceptions that must be
envisaced: (1) The foreign entrepreneur should be accepted as a
trustworthy partner in development. This is not an easy matter, and
the degree of confidence will vary considerably from the individual
entrepreneur to the multirational, and 1n accordance with
nationality. A great deal wiil devend upon the business ethics and
traditions of the entrepreneur, Froum the opinions that have been
expressed to ‘1s, Africans are <cre likely to accept and integrate the
mediun-size foreign operator than the faceless multinationai. (2)
Limitations on the wuse of resources, such as land for agricilture,
must be significantiy relaxed. £xisting limitetions preclude the
optimum use of the experience and financial resources of the foreign
entreprencur, (3) Limitations on the scope of involvement must also
be significantly relaxed. In the framewrrk of corporate citizenship,
restrictions on expatriate crop maricting and export would be
invalid. {4) A corollary to the removal of merket restrictions is the
reduction in excessive ianvestment allowances that are accorded to
expatriate entrepren2urs, The concept of symmetry in rights and
obiigations implies a new concept of investnent concessions that does
not discriminate between indigenous and expstriate entrepreneurs, {(5)
The most difficult aspect of equal treatment is how to judge
competitiveness,  The generally qgreater experience, financial
resources, and external contacts of expatriate entrepreneurs imply
that an equitable basis for equal treatment would be difficult to
determine. What would also be socially and politically difficult tu
Justify is the greater initia®ive which foreign enterprises would
probably acquire in the business sector's contribution to ectaomic
growtn. To clarify these r.atters, we investigated the experiences ant
apinions in the Cote d'lvoire, Kenya and Zimbabwe. Ca the basis of
our experionce in Xenya and the Cote d'Ivoire, we formed tne view
that as  indiernous enterprises climb the ladder of progress,
expatriate entearpeises will be better integrated and less resented.

Administrative Contrcols

In sections 2 to 4 of this study we have repo-ted on some of the fuaidamental
problems  affecting  private sector agriculture, the indigenous business
sector and the espatriate business sector. Ia this section we will discuss
administrative contrels, which in varying degrees affact all forms of
private business in a nunber of African countries. Theso controls relate
principally to foreign eschange allocatior and domestic prices.

Expansionary fiscal policies and limited productive respcnses have deen
associated with the moderenisation strategies in e large number of African
Countries in  the post-independence period. With the failure of these
development strategies, administrative controls have frequently been seen as
one of the soussible nstruments ot econcmic correction. [n the more liberal
econoumies it was assumed that without acministrative control, imports would
grow heyond acceptable bounds. [n those countries in which adherence to the
periphery and socialist theories was strong, administrative controls were
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accepted as a key instrument of economic policy and resource allocation 29.
A wide spectrum of economic and exchange restrictions in Africa has
consequently evolved 30.

5.3 Whatever benefit controls can bring to economic maragement, they do have
certaiwn constraining effects on  business management and economic
development, including hijher management costs, production losses, crises of
confidence and declining investment.

5.3.1 The increase in managemert and productior costs associated with
administrative centrols is considered to be the result of the denial
of the market meci anism, which 1is central to the maximisation of
business volumes and profits. To avoid some of this loss, private
entrepreneurs have resorted to several ingenious, sometimes even
devious means to raise their business volumes. One businesswoman very
aptly put it this way: "the best environment that they can give to us
is to enable us net to live in <in" 31. By "living in sin', she meant
the resort by businesses to procedur=s and practices that are known
to be illegal in the eyes of t'¢ autiorities but which must be
overlooked 1if businesses are to survive. Administrative pricing is
often the result of inadequate output, and has the terdency to keep
official prices of domestic output and imported goods at sub-cptimal
levels. Businesses are also very concerned with the disruption of
their production plans, because of delays in receiving import
licences and by delays in placing urders by mandatory letters of
credit, Lo give two exanples. To overcome some of these problems most
businesses have developed the expensive habit of keeping higher
stocks of essential imported inputs and spare parts than would have
been necessary otnerwise. ine most reliabple sources suggest that
stocks of essential materials are 50 higher than in a more liberal
enviroment. Related costs from delayed payments, and for some
Councries the auditional cost of establishing letters of credit, were
put at appreximately 6 of total imports. Large costs are represcnted
in these estimates both for businesces and for governments.

5.3.2 We also came across several examples of const-aints deriving from
loss of confidence in exchange restriction regimes. For the purposes
of our study, the most significant of these stems from the
instinctive desire of many businesses {and entrepreneurs) to keep as
much of their surpliuses as possible in convertible currencies in
oiuher countries. The arguments were often legitimate, e.g., to make
urgent purchdses of essential material. Bu. 1in many couniries this
practice has needlessly put rational external reserves in separate
small pocrecs. Thic practice has been especially “requent among small
and middle size companies whose accounting and auditing practices

29. When controis were introduced in Ghana it was not because the econumy was in
decline, or bocerse market methods would not have resolved the difficulties.

30. The varicus forms of restriction are listes in the IMF's Annual Reports on
Excnange and Trade Restrictions.

31. We came across this theme and variants of it in Nigeria, Ghana, Sierra Leone,
Tanzania and Zombia.
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are less rigid than those of the bigger companies. The tendency to
keep savings abroad appeared to be quite widespread in most countries
and among most businesses.

Methods to overcome these constraints

5.4

o
w

5.6

The sharp contrast in economic performance in Africa between the countries
with widespread controls and those with minimal controls provides a
frameworn for the discussion of methods that may improve the climate for
private sector business in Africa inscfar as exchange liberalisation 1s
concerned, for this purpose comparisons from West Africa, where more
restrictive Anglophone countries and more liberal Francophone countries are
evenly distributed, and where both groups are members of the Econcnic
Comiunity of West African States (ECOWAS), are useful. A recent ECOWAS study
has indicated the following 32: (1) that in those West African countries in
which exchange restrictions were instituted, controls succeeded only ir the
short term, and failed in the mediun to long term to curtail the use of
foreign cxchange; (2) that intra-regional trade expansion has been faster
among the countries with liberel exchange systems; (3) that a key factcr in
the mure successful economic management in the francophone courtries is the
convertibility of the common currency; (4) that when two adjacent countries
have unharmonious exchange practices, exaggerated adverse effects befall the
econcely with the maro restrictive system; and (5} that the francophone
countries on the whole since 1960 have achieved lower rates of inflation,
greater econunic stability, and higher levels of domestic business activity.

Evidence from the West African study and evidence discussed in this section
indicate that eschange rate convertibility and harmonization in Africa are
bey factors in the promotion of stable and expanding economic activity. The
strength of this argument s three-fold: first, exchange convertibility,
implying eschange and price liberalisation, would help to eliminate most of
Lthe constraints on private initiatives listed in this section. Second, an
econcnic management system based, 1:ke the francophune system, on exchange
rate  convertibility and hermonization, has built-in safequards against
unsteble fiscal and monetary expansion. Third, the greater use of the price
and "market" mechanisms inoa liberalised system takes recent reservations
concerning the appropriateness of the unbalanceed theory of development in
the initial stages of economic development 33 into account.

A brief comparison of the "liberal” Cote d'lvoire and “restrictive" Ghana,
neighbours in the Cconomic Community of West African States (ECOWAS), may
help to illustrate the above points., First, within the framework of the
liberal currency exchange system of the kest African Monetary Union {UMOA),
the Cote d'Ivoire government has permitted almost unlimited and unrestrainerd
facilities for investments in the private sector. The Ivorian

32. A conprehensive analynic of the differences in performances may be found in a

33.

recent work commiciioned by ECOWAS: J. H. Frimpong-Ansah, et al “Creation of
a Single LCOWAS Monetary Zone" [COWAS, Lagos, 1986. T

These argunents have parcicularly been articulated in Deepak Lal "The Poverty
of Development Economics”, TEA, London 1982, and by Paul Streeton in Seer and
Yeier {edo,) "Pioneers in Uevelopment”, Oxford 1985.
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Investment code, unlike several others in Africa, does not reserve specific
enterprises for indigenous entrepreneurs. The redistribution of equity in
businesses between Ivorians and non-lvorians s achieved through
transactions in the local Stock Exchange at a pace that preserves stability
in the private sector.

5.6.1

5.6.3

5.6.4

Second, the Cote d'Ivoire Government has instituted a
non-discriminatory system of encouraging agricultural production and
processing, with unlimited facilities for production extended to
indigenous and expatriate enterprises alike. As it has developed,
expatriate enterprises have tended to be more involved in
agricultural processing - such as pineapple, palm oil, cocoa, coffee,
etc., while indigenous entrepreneurs, either individually or
co-operatives, have concentrated on primary production at peasant and
large scale levels. The demand generated by these enterprises and
their modest financial resources have decided the government to
uncertake the third and the most important function of all, the
develcopment and maintenance of a wide network of roads and storage
facilities linking the agricultural heart-lands to the urban markets.
The rural-urban fragmentation in the Cote d'Ivoire has therefore been
very substantially reduced, compared to many other zountries in
Africa.

This strategy is behind the notion of an Ivorian "econumic miracle"
and in the period up to the early 1980's it enabled large foreign
capital investments, mostly “rom Lurope and America, to flow into the
country. Some of these inflows were strongly supported and financed
by international banks, including the IFC which financed projects
Fike the GUVFREVILE Textile plant, the SIVENG Fertilizer plant, and
the Investment Benk BIDI. SIFIDA, the Geneva based African investment
company also helped to finance hotels, agro-industries and a
flour-mill.

The failure of the international commodity markets in the early 1980s
serivusly undermined the Cote d'lvoire's "Economic Miracle", but it
could not undo the sound fiscal and monetary discipline which derives
from tne wider regional UMOA framework, nor could it desiroy the
secure foundations of primary agriculture., Instead the government
continued to push forward its programmes of liberalisation and
private sector encouragement. First, the government dissolved a
nunber of unviable state enterprises and sold off others to private
entreprencurs. Second, it encouraged more Ivorians to engage in small
to mediun size ventures. The Chambers of Commerce, Industry and
Agriculture were involved in the provision of training and advisory
services to indigeneus entrepreneurs. Third, the government has
recently made renewed efforts to link foreign investors and
indigenous entrepreneurs in small to medium size enterprises. This
strategy of strengthening its liberal posture, made possible by the
framework of the West African Monetary Union's common convertible
Currency system, is what distinguishes the Cote d'lIvoire's approach
to the "enabling environment” from some of its near neighbours.

In an investigation into certain sensitive aspects of the Cote
d'lvoire's strategies, we observed Lhat the pattern of specialisation
n agriculture is not perceived as a problem. However, the hegemony
of the large and sophisticated expatriate wholesale/retail chains in
trade and moenufacturing, and the Lebanese or Mauritanian businesses
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which overshadow smaller indigenous petty traders were a source of
disaffection. The governmert has identified major stumbling blocks
for indigenous business expansion as inadequate capital and
entrepreneurship. It should be mentioned, however, that large
indigenous enterprises are beginning to emerge, such as COSMIVOIPE
whose  soap products are providing strong competition for
Unilever-Blohorn products. Other enterprises like CIFEL and ERNO in
construction and GITP in transportation are also emerging as strong
competitors of expatriate enterprises.

5.7 By contrast, the enviromment in Ghana for private buriness is provided by
the framework of a restrictive legal system which dates back to 1961, and
has essentially remained intact, except for a very brief attempt at
liberalisation from 1966 to 1971. Within the restrictive framework little
has been accomplished toward an enabling environment for private sector
expansion and contribution to development, despite a few il1-fated attempts.
An initial attempt at privatisation in the late 1960s was nipped in the bud
by ethical arguments and political ideology. The 1970 Business Promotion Act
was essentially one sided, and unlive the Ivorian Investment Code, it sought
to increase the participation c¢f indigenous businesses in the eccnomic
activities of the country by reserving certain sectors of the economy for
Ghanaians. Before this Act, the 1969 Aliens Compliance Order had excluded
aliens from almost all small scale enterprises.

5.7.1 Within the restrictive framework, periodically reinforced by radical
ideolugy, governments in Ghana have often pursued contradictory
policies on the promotion of private entrepreneurship., For example,
in the 1975-80 Development Plan, the government expected the private
sector "to increase at a much faster pace so that its contribution to
both national output and employment (would) be greater". It also
sought to “strengthen the facilities offered by the various
institutions set up to aid private investors in the economy...... the
National Investment Bank, the Agricultural Development Bank, the
Capital Investment Board and the Office of Business Promotion".
Contrary to this policy, the government pursued a strategy of
“capturing the commanding heights of the econory", and proceeded to
expropriate 55 of all major expatriate businesses in the
manufacturing and timber sectors during the recession. The acquired
percentages were paid for out of the profits of the enterprises,
under govermment-imposed management. Most of the enterprises that
were affected, particularly in the timber sector, have since
collapsed,

5.7.2 The present government in Ghana has pursued very radical policies of
monetary reform thet have reduced the external value of the Ghana
currency by approximately 97 in three years. Despite this quantum
adjustment the Government has been unable to effect any significant
exchange and payments liberalisation. It has also promulgated an
Investment Code, 1985 (PNDC Law 116), and set up a new Investment
Centre to identify appropriate areas of investment and to offer
necessary tax incentives., However political suspicions of expatriate
companies, particularly multinationals, still exist, and wage and
price policies do not provide a viable base for optimum operations
unless they are accompanied by large tax incentives,

5.8 For a closer lou at the restrictive system we undertook a detailed survey
of business opinion in Ghana. The results are summarised below.
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5.8.1 International businesses still want to work in the present
environment and hope to expand if the economic climate continues to
improve along present lines. Some businesses believe that a suitable
indigenous partner can imorove their public relations, and a new
breed of businesses, such as A B Sandvik of Sweden, and Vollmer
Dornhan of Germany, is making a gradual entry. A number of older
businesses whose output and employment fell dramatically in 1983, are
making a gradual recovery. But we noticed that the large
multinationals and cxporters are able to operate largely because of
fresh external aid.

5.8.2 In the categury of the so-called alien enterprises run by Lebanese,
Indians, Chinese and Koreans, we observed a somewhat lethargic
atmosphere which was summed up by a local observer: "those classes of
businessmen do not regard themselves as being permanently established
in  Ghana. They are always alert, the slightest unfavcurable
development and they pull out, as a result they refuse to develop o
expand to their full limit". These alien entreprencurs see the
emergence of a greater degree of politica! stability and economic
stability as preconditions for a positive "enabling envircnment”.

5.8.3 Significant advances have been made by indigenous bucinesses
particularly in industry. We saw commendable examples in textiles,
fishing, tobaccu, transportation, chemicals, distilleries and timber,
to name a few. The Ghanaian entrepreneur is perhaps more independent
than his counterpart in the Cote d'lvoire, not because of an enabling
environment, but because of an ~dverse environment dating back to the
Rkrumah period. One businessman who commented on this said "we have
had to fight both the estaplishment and the multinational in order to
get here”.  One explanation is  that the Ghanaien indigenous
businessman or businesswoman has always been well organised. In the
colonial  period  farmers  initiated the revolt in 1937 against
produce-huying interests, and the businesses, action against British
rule {1934) began the process of independence. They then financed the
earty politicrans, and have since financed all political groups
including the i litery governments. It has not been possible for us
to estimate the contribution that the Ghanaian businesses could have
madge to developeent if g better environment had existed,

5.8.4 The crucial contrast betwesn indigenous entrepreneurs in Ghane and
Cote d'ivoire concerns  performance  in o the agricultural  sector.
Ghanaian farmer. din the post-independence period have failed to
organise themselves into a pressure group against state-centred
radical puhlic policies ard hayve therefore been victims of government
repression anc ruvel-urban fragmentation, This has resulted in rural
underdeveloprent (Paragraph 20103, Surh bhas not been the case for the
Ivorian farmer,

L8.5 To summarise, Ghana ace the Chte 4'lvoire illustrate the contrasting
environments that esist in Africa for the private sector. The factors
which emerge as important are @ liveral, non-discriminatory economic
environment, emphasising agricultural production and processing and
their recognition by the Governwent, and appropriate policies for the
provision of suitable transportation, storage and marketing.
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6. Improving Efficiency of Produclion

6.1

€.2

fa
o

34.
35,
36.

37.

Recent political discussions on deregulation and the liberation of market
forces have focused on appropriate methods of increasing productivity in
Africa. People today discuss freely the disciplines of risk and reward,
compare the productivity of stata-owned enterprises and private companies,
and suggest policy recanmendations for the privatisation of certain areas in
the state enterprise sector in Africa. Though such ideas are not new in
Africa, they have usually been isolated and have surfaced at times of
political change from radical to liberal In Ghana in 1966, several state
enterprises including farms, bakeries, laundries and textile mills were sold
to the private sector. Today's discussions are general in nature and have
been ziven credibility by the decision of the OAU fast year to review the
reletive roles of the state and private sectors in Africa's development.

To ne able to plee new diccussions on privetisation in a historical context
a brief reminder of the factors leading o the crection of state enterprises
in Africa may Do usetu), To o quote Nbiuman in 1957, "it would be many years
before the Guld Coast {Ghana) would be in a position to find from its own
rescurces people who could combine capital with the experience required in
the developmont and managenent of new industries” 34, The solutien was to
use state capital and 1nternational expertise to develop thouse strategic
enterprices  which could not be left in foreign hands and the economic
infrastructure whinch private initiatives did not consider to be commercially
viable.

The farlure ot ctate enterprises has taken place for different reasons in
different countries amd soTations o the problem cannot be gensralised,
State interference hes been identified as one reason. It dates bachk to the
early days, a9 an observation made by W, Arthur Lewis in 1952 illustrates:

“Tne (00 has greatly suffered from outside interference, in the shape
ot Members of  Parbiament and other influential persons expecting
staf f appointments to be made irrespective of merit, redundant staff
to be kept on the payroll, disciplinary measures to be relaxed in
favour  of constituents, businesses to be purchased at inflated
prices, Todans to be made drrespective of security, etc” 35.

Evidence of ditticu't management and comparatively poor results, despite
state patronage, has been well documented for mary countries 36. In onc
erample, the output ot large-scale modern state owned farms only represented
22 of peasant agriculture, and worker productivity was only 18 of that of
the peasant farmer 37. Tnirdly, in the more ideological examples of state
intervention, neither comparative advantage, management efficiency nor
productivity was the primary objective. As HNkrumah, a pioneer of state
econemic inmitiatives in Africa, described one examplie:

FooBbrumah, "Autobiograpny” PANAY 1973, P. 128,

Arthur Lewis, cited in Yillick 1978, page 245 (Ghana).

E. J. Wilson 111, "Public-Private Sector Reforms in Africa: What prospects
for privatization?” Michigan, undated and unpublished,

Fallick (1978) Fage 193,

- 29 -

A



6.4

38.

"It may be true in some instances that our local products cost
more....But even if it were substantially the fact, it is not an
argument we can accept. It is precisely because we were, under
colonialism, made the dumping ground of other countries' manufactures
and providers of primarv materials, that we remained backward; and if
we were to refrain, for example, from building a soap factory simply
because we may have to raise the price of soap to the community, we
should be doing a disservice to the country.......

In connection with the founding of Ghana AlrwayS........naturally, it
increases our self-confidence to observe our own people helping to
control the intricate mechanisms involved 1n the functioning of our
own airway services, and we certainly experience a glow of pride in
seeing our flag flying on planes and ships travelling to other
countries” 38.

Generally, in thi. type of state involvement, the losses are legitimated by
long temm political vision and other less immediate and less economic
factors. Ine pioneers did accept the possibility of higher appropriate
prices, but for political reasons they were not able to implement them,

In the present attempt to find solutions to the problems of the state sector
two appruaches are being followed. One distinguishes between ownership and
management in o those enterprises that should no longer benefit from the
non-economic  effect. In this category are those enterprises that were
originally dosigned to be economically and cormercially viable, but which no
lenger are <o, chiefly for manajement  reasons, as well as those, like
airlines, that were never conceived as profitable ventures., It hes been
argued  that  the former group of enterprises could come under private
managenent wiile remaining under state ownership, In some cases it has been
suggested that this process of semi-privatisation be limited to technical
partnerships which enable the private partner to contrivute equity, mobilise
resources for rehabilitation and undertake the managenment. Examples of this
approach dre found in orebanilitation programes in the Cote d'lvoire, Mali
and Higer. A omore recent attempt is being made ia the rehabilitation of the
State Gole Minee an Ghana by a Canadian firm. The latter group, largely the
non-viable projects, powe greater problems, The proposals that have been
heard are to wirap toem altogether or to undertabe radical rationalisation
to make the coarerorally disposable.
The other, and more dramatic, appreoach to privatisation is the complete
withdrawal of the state from those productive forms of economic avtivity
which can be more soccessfully undertaben in the private sector. The
oblectives are two: to reduce inefficiency in these otherwise nrofitable and
productive ventures, and to use the process of privetisation as a source of
eqternal resources in prosent conditions in which large external debt
burdens tent to Hsat direct bank borrowing. The assumption of inefficiency
hes net beern aifficult to prove 39; there is evidence also to show that in a
numoer of  anctances, the  esternal debt situation can be  eased by the
b Merumah, "Af vca Must iUnite”, International Publishers, New York, 1970.
Pages 112-113,
. Jd Wilson 150, Opus Cit.

39.
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sale of certain large scale state enterprises to their previous owners 40.
This process amounts to denationalisation, It woula appear from our
investigations of this subject 41 that the response to this idza is somewhat
cool. In the course of our study we posed the problem to policy-makers,
politicians and expatriate and indigenous businessmen in those countries in
our sample that appeared to be most affected, cnd received the folluwing
responses:

6.5.) Most policy-makers are of the firm view that proposals to improve the
management and productivity of state enterprises will be very
difficult to achieve if such projects remain ir the state sector.
Policy-makers are generally not interested in selling off viable
state enterprises. Their greater concern is with those enterprises
that are a drain on national resources (Para 6.4). Some of these
enterprises were initially not well structured, feasibility studies
were not properly carried out, some enterprises were not designed to
operate in the most nrofitable sector, etc. Mcst of them cannot,
the-efore, be sold without considerable post-sale subsidisation. The
question that most policy-makers face in such situations is whether
some of the current subsidy could be saved by denationalisation, and
whether the trade-off in the assumed higher level of productivity
against the probable loss of employment would, in the medium term, be
socially justified. faced with such questions, and despite the
current liberal wave f deregulation and denationalisation, most
policy-makers prefer to consider the denationalisation of state
enterprises, whatever the economic Jjustifications, as a political
problem to be decided at the highest political levels.

6.5.2 At the political level the question of selling to previous owners was
seen as distasteful. One politician put the argument against it this
way: "if we have not done as well as we could in the initial
post-independence period, it does not simply imply that we should
suggest a return to colonialism". Politicians who think this way are
more radical: they believe tnat present problems are a necessary
phase that must be experienced and overcome. Other, more moderate
politicians would have no objection to the sale of non-controversial
enterprises to joint indigenous/foreign investors, but they were
cautious with regard to other enterprises. The implicit recognition
of failure seems to be one which African politicians are not yet
prepared to face. But more importantly the idea of handing vital
areas of the econony back to former colonialists is simply repugnant.
Most politicians would prefer another solution, and some believe that
the political will and ability exist in Africa to take radical
decisions and actions without selling out.

6.5.3 The viaws of busiressmen, both indigenous and expatriate were very
pragmatic. They drew a clear distinction between enterprises that
should be scrapped and those that should be restructured. In the case
of unecnnomic state-enterprises, particularly those with a history of
industrial  disputes, private interests would be difficult

40. There is evidence in Zambia that the previous owners of some copper mines
would be interested in a repurchase.

41. The negative responses are more generalised than was previously imagined.
Even moderate politicians are hesitant on this subject.
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6.6

to mobilise. It was generally felt by indigenous businesses that an
attempt to save such enterprises was, from a national economic point
of view, a needless waste of scarce resources. Expatriate enterprises
were Of the same view. At the same time, they felt that the
atmosphere for new direct investment would be improved if the state
decided to denationalise those enterprises that could be salvaged
alongside the less wviable enterprises, and provided adequate
poct-sale subsidies to meet the cost of restructuring and
rationalisation. It was clear from our studies that for some
multinationals, there were other factors involved, such as their
international marketing capability and other trade-offs that were not
available to the indigenous entrepreneurs.

We can conclude as follows regarding privatisation as a factor improving the
‘enabling environment” for the private sector in Africa. First, the private
sector in Africa considers the present debate on denationalisation a
vindication of its superior role in business and in that sense it sees it as
a favourable trend, Secondly, the debate on privatisation is seen by many
people as an indication that qovernments now want to ceme to grips with some
of the fundamental protlems of economic development that have been ignored
for several wears. In this sense also privatisation helps to improve the
envirgment. But the real value of this debate depends on some major steps
being taken in those countries that have been leaders in Africa in the
ideology of state initiatives. That has yet to happen and it is our view
that a strong act of political will wiil be required for such steps to be
taken.

7. Economic Conditions and Prospects

7.1

1.2

We began our analysis with the primary conditions for economic development
frome the  pre-industrial  state and  emphasised the importance of the
agricultural foundations which a number of African states have apparently
neglected. It would be appropriate to conclude this discussion with a
general @ lessment of the future of the African econuny and the relevance of
an enabling enviromment  for private business contributions to African
econuiic  recovery  and  growth. We can examine this via trends in
macro-economic policies, policies towards the principal growth sectors, and
the way these aftect the sectors that are judged to be productive.

There 1s evidence to show that most African governments are now, more than
ever before, prepared to undertabe economic reforms that would place Africa
on ¢ viable econunic growth path, The recent decisions at the OAU and the
several IME stabilisation programmes testify to this desire. In the ECOWAS
study 42 on sisteen West African countries, it was concludad that in all the
member countries, except one, monetdry trends were on a path away from
disequilibiriu.; at the beginning of this year, in only two of the member
states,  were the real effective exchange rates outside their 1960
equilibriun, These factors indicate that if the will exists, a very large
majority of the countries in West Africa will have little difficulty in
liberalising their exchange rates and harmonising them. The picture in

42. ECOWAS: J. H, Trimpong-Ansah, et al, opus cit.



East and Southern Africa shows similar trends with only three countries
currently in serious misalignment,

7.3 In most current discussions with African policy-makers and politicians one
cannot fail to notice the strong emphasis that they now place on
agriculture. This is a moSU Favourable development. Two decades ago the

ebate “centred around massive industrialisation. As an African scholar put
it in 1976 “only two decades ago anyone advocating more vigorous development
of agriculture than was the case under the outgoing colonial authorities
risked the danger of being ranted with neo-colonialists. Industrialisation

was seen as the answer to the African economic problem” 43.

7.4 Thirdly, current experiences of stagnation and decline will inevitably sow
their own secds wa7klbkminﬁT753;—bﬁUUThRTWKTFTEE'“ﬁf—QFGW out of "these
difficalt " Times.” Uefl-wing Fadical govermments are now seeking IMF
stabilisation programses, testifying not only for a change in faith, but
alsu to an overwhelming desire for economic improvement that now appears to
prevail over ddeology. There were times when exchange rate adjustments were
regarded as the surest way for a govermment to get itself overthrown. That
is no longer the case in Africa. Today most countries have elevated their
blackmari ts to parallel markets and even Lo second windows in their central
banks. The trend towards acceptance ot the "market" concept and economic
prices 1o clearly vboervanle,

7.5 It would appear from the general evidence that Africa is moving, in this
period, toward. dmproved and more pragmatic policy formulation. The next
step will be the ddentification of the suitable framework within which to
tmplerent the appropriagte policies. [he objective of this paper has been to
Tnvestigate the enviroiment within which the private sector could play an
increasing and productive role. We have shown in our analysis that there are
d nuber of constraints that have to be removed to enable the private sector
Lo mabe Aty optimus contribution in the current context. These nave been
sutmrdrised in recoenendat ions et the beginning of this report. We have also
Shown thast the qreater problem that faces Loth govermnents and the private
seclor an o the eftert to proncte developnent is the sub-optimal state of
agricultural produs Ui and Herbeting,

43. H. A, Oluwasanni "African Institutions and Rural Development” Land Tenure
Centre, Madison, Newsletter No. 53, July-Sept., 1976. Page 15.
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RECOMMENDATIONS

Institutionalise a business code of ethics by creating an international
association of African businessmen and businesswomen.

Identify and foster geographic relationships that promote trade and
production, including regional markets and trade zones, as well as strong city
to hinterlend and city to ¢ity trade links.

Improve or rehabilitate intrastructure essential to business, especially
transportation and telecommunications; use radio and television to increase
and  broaden education at all levels; cuncentrate secondary and higher
education on techmical and business management skills,

Reduce state-owniel curporate monopolivs through encouragement of competition,
including privatisation,

Offer depenaable legal protections equal to the best available in other parts
of the wirld,

Face and overcome the population predicament, primarily through planning and
coordination of pulicies o create social services, employment, and purchasing
power for the increasing population,

Relax  guvernvent  dintervention in smallholder  farming, informal sector
business, and modern manufacturing by reducing or eliminating price controls,
marketng boards, foreign eschange deposit requirements, etc. Permit exporters
to retain foreign eschange earnings for investment in productive capacity.

Estavlvsh  realistic  exchange  rates to  protect and stimulate domestic
production,

Promote the developnent of African capital markets.
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Having said this, we feel obliged to point out, in the context of seeking to
create the enabling environment, that the nations of the world most successful in
achieving economic development have been, thus far at least, those which
emphasized a free economy and rewarded entrepreneurial initiative. This has been
true in societies otherwise as different, say, as the Japanese and the British or
French. Certainly for business to succeed 1n contributing to economic
development, the social contract must allow free people to make their own
informed decisions, nevertheless binding them together through shared loyalties
and mutual benefits,

The reader will note that this discussion does not lead to a specific

recommendation for our list at the beginning of the paper. This is a matter
requiring initiatives from Africans, not outsiders.

POLITICAL OBJECTIVES AND GOVERNMENTAL RESPONSIBILITIES

Qur recommendations with regard to politics have to do with the scope of
government, in two senses: first, what sort of territory, and second, what range
of social activities, guvernment should control,

The existence of nunerous concrete exceptions notwithstanding, the abstract idea
of the nation-state invelves a unified, independent people, occupying a
contiguous territory, cortrolled by a government., The independence is both
political and economic, although in exceptional circumstances the people may
depend tespararily upon cutsiders either for protection or livelihood. However,
the essence of statehood includes at least potential self sufficiency in both
categories,

As everyune bnows, Africa’s natioenal borders are products of colonialism, As
everyone also Fnows, Airica's leaders wisely recognised, at the founding of the
Organisation of African Unmity, thot unless existing borders werc declared
sacrosanctl, attempls to change them might lead to unimagined disaster. As a
result, an enormously destructive force has been kept in check for mere than a
generation, Yot the cost has been high, because the existing boundaries are
inefficient both politically and economically,

The Africon reader will, we hope, forgive us for drawing an example from the
Anerican histurical esperience. In 1781, during the fifth year of a seven-year
war Lo wrest independence from England, the leaders of the thirteen former
colonies created  political  institutions  intended to  promote successful
prosecution of  the war, win their independence, and promote their economic
developrent, They adopted a document, known as the Articles of Confederation,
which was intended to cnable the thirten independent states to requlate economic
and social dntercourve among themselves, [ach state was free to choose its own
form of governeent, raise o militia, regulate commerce, issue money, and collect
taxes, including impurt and export duties--in short, to conduct its affairs as an
independent nation. The national Congress wds intended mainly to coordinate
defense, diploacy, coinage, and postal service,

Despite the talients of a brilliant generation of pulitical leaders, as well as a
natural resource base and industrial investment that were respectably substantial
for the times, the system soon showed fatal weaknesses, The rebellious armies
emerged victorious and a treaty of peace was signed with England, but great
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ECONOMIC POLICIES

In order to contribute to econanic development, the private sector in Africa
needs resources, knowledge, finance, labor, and markets. The resources are ample
and knowledge is growing. As Africa pursues policies that reveal opportunities,
funds will seek them out.

Labor and markets have to do with twin attributes of population. As the questions
of population and its rate of growth are sensitive ones in Africa, touching on
social values and political choices, to menticn it here under the rubric of
economic policies may seem out of place. Yet we are not advocating population
policy here; rather, we seek to deal with the economic consequences  of
uncontrolled population growth.

Africa's population is growing at a high rate, and the arguments about
constraining it are too well known to recount. Certainly, were population growth
to slow or stabilise, the task of econopic development would be much easier.
However, population growth is a social phenomenon that operates in Africa, today
at least, with the force of nature. Thus we may take it as given that population
will double and perhaps double again in the decades to come. As a result, the
economic consequences of thet growth require urgent attention,

Recommendation No. 6:

Africa must face and overcome the population predicament, primarily through
planning and coordination of policies to create social services, employment, and
purchiasing power for the increasing population. The continent must generate real
growth well in ercess of the three to four percent annual increase in the
population if the quality of life per capita is to improve. Moreover, the high
birth rate querantees that children and young adults will constitute a majority
inovirtaally every country, requaring  expensive  social services-especially
educetion--wihtle their profuctive contributions to society still lie in the
future,

Africaen goserneents must bend  every ef fort to making thesc young people
productive, tor 1t iy only through their labor that Africa =11 develop
econumically, Atrica’s economies must put the fruit of Lhat labor into the hands
that earn 1t, beiause the purchasing power of the working masses wil( he the
Magnet that calls forth ever greater production. Most critical to this outcome
are edu aticr ang treedon of economic opportunity.

Theondy o coonnac system that will meet the needs of future Africans is one that
produces o steanrly dncreasing wealth, It will not do to redistribute existing
wealth by tabang 3t awey frow others. After a generation of concentrating on
leveling through redistribution -- which underlies, after all, African socialism
and the African arqument in the Horth-South dialogue -- the emphasis is shifting
now Lo production, Give Lhe people work, give them incomes, and they wili buy the
resulting increase in production. From the perspective of the working masses,
tnis is the heart of o successful economy based on private initiatives. Do a few
become rich? ves. Do the many prosper? Yes. How else would you have it?

Given the dynamicy of population growth, creating wealth by means of steady
output of gqoods and services 15 not enough. Economic development goes well beyond

1V
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INVESTHENT IN ZIMBABWE

The delegates to this conference have come together to consider the question of
establishing and maintaining an Enabling Economic Environment in Africa. It may
be useful to make known some of the features connected with an investment which
H. J. Heinz made in Zimbabwe in 1982, 1in order to see how the investment was
made, and to consider briefly whether it has borne the fruit hoped for by the
parties concerned.

The background to the proposed investment was this:

H. J. Heinz Company began in 1980 to r~eview investment potential in the entire
Sub-Saharan region, an exercise prompted by a World Bank Study that showed that
while the YS share of the World GNP was declining, that of developing countries
was dramatically on the increase, Although a company with annual sales of over US
$4 billion, it w~as realised that Heinz had no production or distribution in the
countries that contained 85  of the world's population, Their Third World
interests wore confined to Mexico and Venezuela, and it was agreed that if Heinz
wanted to grow as a company, then increased involvement in the Third World,
including Africa, has to be a vital part of that strategy.

Heinz drew up o list of criteria by which they would assess a preject's
desiralality.  The factors considered took inte account both a prospective
acquisition's performance and the performance of the country in which it was
located.
Looking at the company's requirements first, they were seeting a concern:

- in a field similar to their own, preferably in the food business.

- staffed by natiwonals of the country and not reliant on expatriates,

- of a sufficient size to give then a "critical mass” and a continental

base from which they would be able tn spearhead their expansion within

the country and the region,

- that was not dependent on dmported raw materials since foreign currency
is a severely limiting factor in most Third World countries,

- that hat ready marbets for its products within the country and was not
dependent upon esnorts,

- that hat good profit potential to Justify the greater risk of investment
in the Third wWorld. Only investments with significantly superior

financial ratics wuuld be considered,

On the national level, they assessed the country's investment potential taking
the following factors into account

- the mineral and metal resources of the country,
- the country's balance of payments and growth potential.

- the population size and growth rate.



- average income and growth prospects, with particular attention to actual
income distribution.

- agricultural potential, water table, irrigation availability and rainfall
level.

- govermment policy on foreign investment in food processing and attitudes
to free enterprise generally,

- reguiations affecting the importation of machinery and esscntial raw
materials.

- corporate taxation and debt regulations for foreign controlled entities.

- regulations relating to the repatriation of capital and the remission of
dividends.

- the level of economic and govermient infrastructure, in particular,
roads, railways, telecomnunications and the civil service.

- the Tikelihood cf expropriation, inconvertibility and civil unrest/war
risk.

- the outlook for political stability.

- the availability of insurance of the investaent, for example, is the
country a member of 0.P.1.C.

These exacting conditions called for exhaustive research that went on for some
considerable time. Eventually they narrowed the field down to Zimbabwe, and
within Zimbabwe to a family-owned company called Olivine Industries that
manufactured soaps and candles, edible oils, fats and wargarine,

The edibtle oil business in Africa is a crucial onc, as, after maize, oil is the
secon¢ mst important element in the diet and accordingly ranks high on the 1list
of essential commoudities, Olivine Industries wes the marke: leader in edible
oils, and the largest producer of soap in Zimbabwe. Their plant was extremely
sophisticated, using the most up-to-date technology; their main raw materiais -
soya beans and cottonseed - were locally grown; and the finished products were of
a very high quality, resdily acceptable not only everywhere within Africa but
also in Europe, the Middle and Far East. The owners were wanting to sell for
private reasons, and both 0livine Industries as & company, and Zimbabwe as a
nation, satisfied enough of Heinz's requirements to make the project Tlook
attractive.

The sale of a Zimbabw:an company to an external concern, however, had to receive
the blessing of the Goverament of Zimpabwe. Their position was 2 difficult one.
As a newly fledged independent nation. they were endeavouring to rehabilitate the
economy after eight years of civil war, and werc in addition confronted with the
pressing need tu redress the social and political imbalances of the past. While
keenly aware of the need for industirial expansion and overseas investment, they
were most anxious not to become the victims of unscrupulous speculators, They had
@ wary mistrust of the hard-nnsed entrcprencur, and they dreaded the commercial
carpet-bagger whose ambition it was to cut into the country's economic blood
stream, make a quick profit and get out again. In order to protect themselves
from these hazards, they in turn nad drawn up a code, on the basis of which they
could assess the wortn and the sincerity of a potential dinvestor. Most
significant among these were the following principles:
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An investor should introduce new foreign capital to the enterprise.
Preference would be given to investments made in the rural areas. An
investor should bring with him meaningful expertise, managerial or
technical, to the net economic benefit of Zimbabwe. He should incorporate a
training programme for Zimbabwe nationals. Local participation should in no
instance be Jless than 20%, and shares in *the venture should be made
available to Govermment on request. All private enterprise must be
conscious of and dedicated to the economic and social advancement of
Zimbabwe and her people.

While the Government of Zimbabwe were not signatories to an 0.P.I.C. agreement,
they maintained that the country's constitution provided sufficient sefequards
for the foreign investor, in that property ran only be expropriated in terms of a
law and adequate compensation in foreign currency must be paid in such an event.
Although there are no tax incentives for the foreign investor, the standard rate
of corporate tax 1is 51,75. and there are generous allowances for capital
expenditure.

Here then, were the stated priorities of two of the parties concerned, Heinz and
the Governnent of Zimbabwe. On either side there were grey areas where the needs
were not satisfactorily accounted for, but substantially the two sides keyed in
together. The third party to the deal, the Margclis family, which was selling
O0livine, had conly one major stipulation, and that was that a portion of the
purchase prize should be paid in external currency.

Negntiations commenced in Octuber, 1980. During the following two years there
were nunerous ups and downs, hopes were raised on one issue only to be dashed on
another. One month would see expectations soar, the next would plunge the entire
issue into confusion. There were several disappointments and set-backs time and
again, As the weeks and months went by, however, it became increasingly apparent
that although there were misgivings on both sides, there was also emerging the
basis for & frank and forthright understanding, and a strong desire for the
venture to go through.

The major stunbling block to the agreement was that the Government of Zimbabwe
had declaered in May, 1981 that it would not, except in exceptional circumstances,
permit a locally controlled corpany to be externalised. This obstacle was finally
respved in January, 1982 foliowing a meeling between the Hon. Robert Mugabe,
Prime Minister of Zimbabwe, and Or. Tony O0'Reilly, the President and Chief
Executive Officer of Heinz, As a quid pro quo, Government stated that it wished
to participate in the venture.

“his was not the end, however, for a further stumbling block a:l but derailed the
whole project. In May, 1982 the Government of Zimbabwe withdrew a subsidy it had
previously granted to the edible oil industry and at the same time would not
permit an increase in the retail price of oil.

Negotiations continued for a further five months until on QOctober 8th, 1882, the
Government gave its approval for an increase in the price of edible oil. Five
Cays later the agreement was signed between all the parties concerned, and it is
not too much to say that there was an air of euphoria in Harare that day. It had
been a long hard road. The final agreement granted co the Goveriment of Zimbabwe
a 49° shareholding and 51° to Heinz. Contrary to popular belief, no other
concessions were given to Heinz.

It would be presumptuous for the parties to this agreement to speculate as to why
their negutiations succeeded where others have failed, since within the African



context there are many variables, and no twC companies, no two nations, have the
same priorities. Nevertheless there were certain striking aspects of the
negotiating process which could be of interest to others who are involved in
similar exercises. To borrow an image from the Arabian Nights, 1 would suggest
that the lock to Investment in Africa can be sprung by a kind of "open sesame”,
and the key-words which activate the mechanism all begin, conveniently, with the
letter “"P". They are: preparation, perseverance, partnership, pragmatism and
patience.

I would like, briefly, to elaborate a little on each of them. Firstly, then:

PREPARATION

In this regard the onus is on the potential investor, and it i< very much in his
interests to prepare his case thoroughly before submitting a formal application.
By the detailed and specific nature of his proposals, the investor has the
opportunity to demonstrate the scope and extent of his commitment. Airy promises
are not enough. Thorough research and preparation will show the investor fields
in which his own particular skills will be of greatest value to the host country,
and it is very encouraging when the people who evaluate an application can see a
serious intention to make a contribution to the overall welfare of the economy.
An investor who 1s grudging witn his expertise does not present a friendly face,
and his chances of success are accordingly diminished, And it should be
emphasised that promises made initially need to be practical and appropriate and
must be fulfilled,

Heinz promised Zimbabwe assistance 1in the fields of agriculture and food
production, in the training of personnel, in the expansion of new product lines.
Within weebts of making the acquisition, Heinz personnel were in Zimbabwe
preparing a feasibility study for the growing of the Michigan Pea Bean. Since
1982 Heinz agronamists have assisted with and promoted the crop from an
experimental five hectares to three hundred hectares in 1986. These beans are
exported to the United Kingdom and are already a valuable earner of foreign
currency. Recertly this project was further expanded by the launching of Heinz
Baxed Beans in Zimbabwe, the forerunner of other Heinz products. Heinz
agronomists are also involved in the production of new strains of tomatoes.
Zimbabwe has been given access to valuable tomato hybrids which havc been bred
and developed by Heinz in Canada, the U.S. and Australia.

Since its acquisition of Olivine, Heinz has established a training school at the
factory, and many members of O0Olivine's staff have benefited from attending
courses run by Heinz affiliates in other parts of the world, The fields covered
include management, accounting, Ccomputer technigues, personnel managemert and a
wide range of technical sub jects.

Over and ahove these fundamental benefits, Heinz's presence in Zimbabwe has
exerted a fasourable ripple effect both at home and ebroad. For example, the
Heinz Foundation together with five U.S. companies have donated over US $200 000
for the building and running of a clinic near the Mozambique border, and recently
Heinz made a donation of US $50 000 towards the building of a hospital at Kutama
Mission.

As an unofficial ambassador for Zimbabtwe, Heinz is active in promoting Zimbabwe's
interests abroad, pdrticularly in the U.5, It maintains pressure on the news
media to adupt realistic attitudes towards Africa in general and 7imbabwe 1in
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particular, wurging on them the merits of fair reporting as opposed to
sensationalism. In 1984, Prime Minister Mugabe was invited to present the H, J,
Heinz Distinguished Lecture 1in Pittsburgh, a useful platform for publicising
Zimbabwe's position in the United States.

If 1 have seemed to belabour this point, it is because there is a need to
emphasize the fact that an investor's initial preparation must incorporate this
type of proposal.

PERSEVERANCE

During those two years of negotiations there were many occasions on which either
side could peardonably have said, "This is the end. Let us withdraw". The vital
ingredient here was perseverance. From Heinz's point of view, it was necessary to
maintain the momentum, to argue their case with Ministry after Ministry and
department after department. A rebuff was never treated as final, it was followed
by a new 1mitiative, a new approach,

There are certain differences between doing business in Africa and doing business
in New Yorh. Preparedness for risks, however, is as necessary in New York as it
js in Harare. The fact remains that business can ind does prcsper in Africa, even
though the conventions and isstruments are wunfamiliar. Perservance is an
essential ingredient to success.

PARTHERSHIP

In any joint venture there is a need for give-and-take by the parties concerned.
The concept of partnership, of joint-participation, was vital in the negotiations
between YHeinz and the Government of Zimbabwe.

To the capitalist-oriented investor, the notion of State participation 1is
customarily viewed with abhorrence. The mere mention of socialist principles will
wither the timid investor's aspirations. By the same token, many African States
view with profound mistrust any business concern that insists on total control.
Both the investur and the State have to demon: ate a measure of trust in one
another. What 15 needed initially by both sides is an act of faith.

The rewards are considerable. A joint venture has the great advantage that both
parties rapidly come to a practical understanding of what they can and cannot do.
It's like a three-legged-race; if one is not to tumble in disarray, one has to
resnect the other partyv's needs, A partnership of this kind opens up a clear
channel of communicaticn between the public and the private sectors, a useful
facility in the Third World environment.

FRAGMAT I SM

If the onus of preparation is on the investor, then the need to be pragmatic
rests with the state,

Most newly indeperndent nations are understandably preoccupied with redressing the
errors of the past. In striving to uplift the conditions of their people they



have on occasions resorted to measures that brought short-term benefits, but
long-term poverty. There is at present a renewed awareness in Africa that the
Enterprise Tree, if treated well, will yield good fruit to those around it. This
awareness, this pragmatic approach was demonstrated by the Zimbabwe Government in
its negotiations with Heingz,

The Govermment of Zimbabwe's stated policy of "Growth with Equity” is a
masterpiece of coammonsense. Worthy goals and necessary ideals are tempered with
realism, As Zimbabwe's Minister of Finance, Dr. Bernard Chidzero, observed at the
time: "We cannot have 100. equity with 1005 growth".

This bold and dynamic pragmatism was a vital factor in the negotiation process,
and a nation which has the courage to implement such a policy deserves all the
prosperity which its foresight made possible.

It is interesting in this connection to glance at the advantages which the joint
venture has brought to the Government. In the outflow of money from Olivine, 78.
of every pre-tax dollar of profit is paid to the Government, while the remaining
22% goes to Heinz. This does not take into account the additional benefits which
accrue to the Govermment in the form of taxation, both direct and indirect, from
the 1460 odd employees of the company. The significent factor here is that all
dividends remitted come irom profits, It is, ] think, a useful illustration of
the fact that a vitel and flourishing private sector provides the most lucrative
source of Govermment revenues.

PATIENCE

The fifth, and possivbly the most mmportant key to success in the Heinz/Government
negotiations was patience. Africe places upon time a different velue from that
found 1n ELurope or the Uniter States. A hasty decision is not necessarily a good
decision, ant a weighty matter deserves serious deliberation. The African method
of solving prodlems may seem irksome to the potential investor, but it would be

s well for him to adjust his pace to accommodate it, bearing in mind that many
of hiy detandy  and reservations will be equally irksome to the other party.
Patience 19 the oil in the lock's mechanism, without it, the other four
Compunents o1 the "open sesame” are less likely to be allowed to function.
Patience, after all, i< the grain of truth at the heart of the foble of the hare
and the tortoise, and it is perhaps worth bearing in mind that Aesop wisdom was
rootec in the su1l of Africa,

So mucn, then, for the process of neqotiation, It is natural to ask at this
point, huw has the marriage worked out? Has the venture been a success?

The answers to both question must be an unqualified "yes”, The partnership is a
happy one that 1s wurbing well for both parties. Since the Joint acquisition of
OTwvine Incustries by the Government of Zimbabwe and Heinz, the company has
increased its share of the edible o1l market, the soap and margarine markets, and
has doutlea the capacity of its oil and soap manufacturing plants. local demand
for Olivine products has risen so steeply that despite our increased capacity,
the market is <t11) unsatisfied. Since the acquisition in 1982, the company's
sales have soared by a spectacular 124.. The return on capital invested not only
brings Olivine into the blue chip categary, but also enables it to compare
favourahly with other com-anies in the Heinz group. It would be appropriate here
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to quote from a recent article' written by Or. A. J. F. 0'Reilly, the President
and Chief Executive Officer of H. J. Heinz Company:

"Today, we have a superb, profitable and dynamic partnership in Zimbabwe
that has exceeded our mutual expectations and even more importantly, one
which has prompied plans for further investment in that country and indeed,
in all of the surrounding territorijes",

I trust that this case study of Heinz's investment in Zimbabwe will serve to

illustrate that the envirornment for investment is alive and well and exists in
Africa loday.

1. Africa Report. May/June 1986. Page 39.
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ENABLING ENABLERS TO ENABLE:

RELATIONS OF AFRICAN GOVERNMENTS AND PRIVATE NON-PROFIT

DEVELOPMENT AGENCIES*

Private non-profit developnent agencies (PDAs) have in one form or another long
been a part of the African scene, whether one thinks of their incipient forms as
in traditional labowr exchange groups or their more modern varieties exemplified
by church groups or wamen's savings associations. Yet it is only in recent years
that govermments have begun taking a serious and positive lock at PDAs as
suitable partners in the development process. Until recently -- and for many this
is still the case -- goverrments merely tolerated PUAs, considering them to be
nuisances, competitors or outright trouble-makers. At best they viewed them as
minor entitier which, while occasionally helpful to :small groups of people
appeared insignificant when measured against large-scale government programmes.

THE NEW INTEREST IN PDAs

What explains the growing interest among govermments in PDAs and their potential?
What is new in the African situation that appears to be ercouraging a new respect
for PDAS on the part of governments?

A key factor is the widespreal recognition that the pramise of post-colonial
independence with its enticipated benefits to the populace has not in fact been
realised. The dream of self-reliant communities producing enough to feed
themselves while generating sufficient surplus to support their wurban
Counterparts and the esxport trade -- all that has faded. Structural and
aopereticral  constraeints have hampered government efforts to reach peasant
pupulatrorns as widely and effectively as earlier hoped. Yet many PDAs have proven
their cap22ity to do just that, although on a much smaller scale commencurate
wWitro trear own $1ze. Fror largely emergency-disaster and welfare-oriented groups
foru.ir; or orphans, the sick, the disabled and the like, PDAs have shifted into
meigr and longer-term  developnental!  programmes that  find  them working
intensively with poor communities and local groups. Conscious now of their
coveraze limitations, they are taking further steps to foster linkages and new
elliances with other PDAs and with govermments. If successful these could bring
about a guantur leap in the people's well-being.

* Paper prepares for 2 (onference on "The Ernabling Enviromment for [ffective
Private Sector (ontrabution to Develupment in Sub-Saharan Africa", Nairobi,
21-24 Outoter 1936, sponisored by The Aga Khan Foundation, the World Bank and
the Guvernnernt of Yenya. The author of this paper is the United Nations
Children's Fund (UNITLF) Regionsl Director for Eastern and Southern Africae,
Nairobi. The views she states here, however, arc made in her personal and
profescionel capazity as a sociologist and rot as a representative of UNICEF.
The author wishes to erpress her gratitude to the many colleagues in various
UKICEF  noffices in  Africa who either themselves completed the survey
quzstionnaires or igentified other knowledgeable persons and requested them to
do so. The contributions of all have enriched the presentation.



COXTRASTING DEVELOPMENT STYLES: GOVERNMINTS AND PDAs

Why have goverments proven less capable of releasing the energies of people for
development at the grassroots level than PDAs? Public administration expert
Korten advances eight reasons 1. He does so ir a provocative manner, so as to
challenge government officials tn re-examine their assumptions and approaches to
people's dovelopment. Although the contrasts between govermments and PDAs may
appear overdrawn and even biased -- thece generalisations are derived from
numerous observations worldwide and therefore merit careful attention.

1. Centralised control and standardisation versus flexible community-generated
initiatives

Govermments have generally espoused centralised contro: as their means of
reaching the rural poor. Decisions about proposed proegrammes in distant
villages are taben in the capital city by officials wiro choose to ignore
the enormous variety of situations in existence. They develop their
nation-wide blueprint, consulting little if at all witn the prospective
beneficiaries, and unifornly superimpose that dosign on hundreds of peasant
communities. The latter in turn are expected te respond as programmed,

One has only to look at the enormous expenditures entailed, with their
questionable results, to Judge the appropriateness of this standardised
approach, A former Feacral Minister of Health from Nigeria put for his
assessment:

[ appeal to those who are not trying to reconcile requirements with
resources and produce the fifth plan to stop assuming from tne
distance of lagus, tuey can guess the needs of the rural areas. They
must open a dialogue with the village people so that the plan they
are av¢ " to produce ma, retiect the needs and social organisation of
rural higeria. The greatest failings of previous plans in the country
was the ausernce cf arny active dialogue between the planners and the
people 2.

PUAS, on the otner hand, located as they ere at the district or village
tevel, encourage local residents to identify their own problems, needs and
prigrities, and aelid: on the kinds of actiors they wish to uncertane,
Peuple learn to devise ways of achieving their aims and of assessing the
results in light of treir own criteria for success. In the entire process
the forus of decrsion-maving rests with people living in the district or
the comrunity, rather than in a far-removed capital. To be sure, many PDAS
have nat yet reached trnis level of seophistication in their relations with
Tocal resyarnts, being more presceiptive than catalytic, But in time they
are S0on draet intu more egaliterian or collegial interaction by the very

1. This discutsion draws heavily on David C. Korten's "Social Developnent and the
New Profezsionalise”. A coaamentary for the Sczial Development Alternatives
Conforente, Najoga, Japan, U.t. Centre for Regional Planning, October 1985,
Marnuscript.

2. J. A Lvpere, "Ihe Role of Non-Government Agencies in National Development
Planning ane Pural [eevelomment,” quoting The Punch, 30 November 1985, page 16.
Paper precented at the International Workshop on Designing Rural Development
Strategres, University of lbadan, 2-7 December 1985. Manuscript,
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nature of their involvement at the grassroots level. The centralised
decision-making of govermmente likewise emerges in the aliocation of
resources by capital «city technocrats through centrally-controlled
bureaucrats. PDAs look rather upon people as resources; they search for
ways of stremjthening the capacity of the poor to control and mobilise
assets largely for the latter's own needs.

Communication flow: "top-down" versus "bottom-up"

Consistent with its centralised mode of operation, govermment channels of
comunication move from the top down through layers of bureaucracy,
skimning of f resources at each level until they reach traditional elites st
the conmunity base. Contrast this with PDAs which make direct contact with
the poor, and which believe govermient's role should be that of an enabler.
Govermment, however, ascumes that it, and not the people, must be the lead
force in all aspects of develgpment, Its involvement in grassroots activity
1s organised by technucrats, politicians and bureaucrats in ways that more
often than not serve to increase their own powwer rather than the people’s.
In contrast PUAs espouse direct conscientisation and organisation of the
poor while simultanecusly working with local govermments to enharce their
avility to support self-reliance and empowerment of the poor. In this
manner the poor no longer remain a faceless mt2s but through PDA
"bottom-up" efforts becwne visible to planners and resource allocators.

Criteria for success

In establishing their criteria for success govermaents take a macro-view of
development that concentrates on the highest rates of return on capital,
with peeople seen as an anonymous mass of recipients. Capital transfers
serve as Lhe pricary instruments of action, while efficiency is measured by
the amount of money moved per staff person. PDAs also seek the highest
returns, but to people's labour and investments. Allocation decisions
eddress the neels of the poor. Small amcunts of funds made available to
people guicnly and fle.iuly characterise their operation,

Liffering date bases

Govermuents rely on g deta base that measures wealth and the productive
gutput  of the national economy: in so doing they ignore the informal
econut,; thereby leaving out the majority of the citizenry. The problems
identified therefore reflect the concerns of those in the modern sector,
ard channsl benefits toward the already privileged. To the more progressive
PUA"s, esteblishing a dote base rejuires first and foremost identifying who
the poor are, sub-groups that are particularly vulnerable like women-headed
househn1ds or outcast ethnic minorities, where they live, the assets they
control, their survival strategies, the overall determinants of their
poverty anit how the modern formal economy biocks their access to and
control over reswpces. Government emphasis on macro-planning to cover a
wide rarnge  of  locel  situations fosters a drive for quantitative
measurements Lo the detriment of the more qualitative judgments and values
on whach PLAS prefer to rely.

Macro versus micro folus

The outlord s of goverments and PDA's diverge in that goverrments favour

largo-scale undertar ings as necessary for quick results encompassing many
people: the domestic arena of family and household is seen as yielding
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little if anything useful for development. For PDAs the domestic arena is
the scene of action,

Definitions of social development

For govermments, social developnent means increasing social service budgets
and strengthening the service-delivery capacities of bureaucracy in, for
example, health, educatior, nutrition, water and sanitation, housing and
the Yike. To more and more PDAs, the true meaning of social development
rests in the empowerment of people through their raised consciousness to
serk greater c¢ontrol over resources -- including health, education,
nutrition, etc. -- and a voice in the affairs of the community and nation,

Hnrkiqgﬂprgcedures

Being physically remte from the community, govermment officials cannot
match the level of knowledge PDAs have of location-specific conditicns and
solutions owing to their actu3l residence in communities and empathy with
the residents. Hig'ly motivated and frequently altruistic, PDAs derive
their dynamisn fron the largely voluntary character of the membership. The
pard stacf, if ar,, receive low wages but willingly mave sacrifices and
enawr ¢ hercinips to achieve the group's objectives. Their frequent contact
with Comwnity mestors instills a sense of trust that promotes effective
working  relations, Contrast  this with goverrment officials who are
frequently transferre: from oae duty stetion to another anc rarely have the
cpportunit, of getting to bnow people persenally for mutually reinforcing
working relattonstops, Demeralised by the intrigues and comple»ities of the
bureascras,, otticials lack tnat kind of commitment to people an1 the
corresponding satisfections ite brings.

Use of funds

In goverment programmes funde are taben for granted and often wasted, with
atiourtaii ity a mnor concern, FUAs, on the other hand, must necassarily
az.ut o repive of ecorery, even frugality. The chronic shortage of funding
derands  tanenzial  disoapline  antt allows for only modest salaries or
allovareu. The seall arunt makes it feasible to monitor financial
atrountalibity, Voluntoers pursue @ labour-intensive approach interaliing
WItn Corrnrat, residgents 50 as to tap their shills and energy. For it s
the participation of the comranity in matters affecting their lives that
turns  plars anto reality  and seures  monitoring, maintenance, and
contingity, Tne flesamility of PLA operations further enables then to learn
from thearr mictaos and mare mid-course corrections thereby profiting from
feed . s ant dezentraliszation, Government, which is bound by centralised
rules ant tne constraeinte of civil service mechanisms, adopts a more rigid
stance that mares mistares dafficult to correct and discourages feedvack.
Because it must imnose o legal syutem upon an entire population and defend
atlonatinn, alreat, mate, governnent reacts negatively to criticist, (ne
may Interpeet tau in Africa elso as a carryover of the traditionel
grpoitation of an uncoe . tioning attitude toward persons in authority.

BLAL by corpariosn aol being part of govermment take as one of their
function the deseloprent of demand for public resources and service.
Beyanst that they often see thesselves as facilitating people's ability to
reviee eoosting grvernment allocation, and argue for a shift that takes the
commur ity 'n wr owithes anto contideration. While this process may indeed
develop o confrontational situation as often occurs in Latin America or






husbands or from the sale of their cwn garden produce. These together with the
religious associations fostered by the missionaries formed the basis of
judigenous PDAs,

With the end of colonialism, independent African govermments had to address the
jesue of clan politics now transformed to encompass the national arena. The state
set new conditions for food and agricultural production, pricing, and marketing,
thereby reducing private local initiative. Although governments aspired to
democratic fourms, the continuing deference to authority ingrained in African
tradition counterbalanced this ideology. Concepts of constructive criticism or
loyal opposition found Tittle support in the continuing econamy of affection in
which kin or clan relationships pursued harmony for tieir effective functioning.
To be in opposition was tantamount to a confrontation, possibly even a
declaration of war.

It is in this context of shifting values that PUAs have played an important
role 4. They serve as an intermediate structure to bridge the gap between
universalistic (democratic modern gevernment) and particularistic ({economy of
affection) norms. By coming together to pursue a common set of objectives,
members learn to handle a commwr fund, gain experience in management and
gradually internalise the novm of accountability to a largely non-kin cluster.

Moreover, although local and national PDA's operate in close personal groups,
they have a broat interest in the institutional setting that influences their
operation. Hence, the, 1ok outward as well as inward. It is to their advantage
to link, families or cians with local and national authorities. In this process
they will be maring a neefoed input anto the reform of the state structure by
facilitating looser contral from the centre and fostering ihe feedback necessary
for effective action by all parties concerned.

orking out the monalities of co-operation with PDAs in real-life situations will
develop new institutional capoetities ana norms in the government bureaucracy,
redefine institutiorst ant leoad government groups and promote self-reliant
pesnle’s ornanisatian:, Tniy arena of micro-policy reform may find government
of ficials enjaged in new behaviour, like holding more consultative meetings in
villages to Tisten to people’s views and ensuring that women participate in these
meetings, assigring guvernment estension agents to longer stints in one place, or
relasing stringent formal education reguirements for local facilitators like
communitly heaith workers or nutrition assistants.

As each party learns to cperate effectively under this new dispensation and
recognite ity strengthi, the seguence by which institutional values and
structures move awey fron a centrally dominated one will become more familiar and
therefore lessy threateriing. The role - of PUAs as the enablers in coalition
building and institutional Jleerning 1is crucial to the evolution of this
participatory mode,

4. David C. Forten, “Micro Policy Reform: The Role of Private Voluntary
Development  Agencies",  Comrunity — Management: — Asian _ Experience and
Perspectives. U, C. FKorten, ad ., Tonnecticut, Kumarian Press, 1986.



http:gverrw'.et

THE THIRD GENERATION OF PDAs

Not all PDAs exhibit the capacity for working out viable relationships between
government and local cummunity. This task represents a relatively new departure
for some progressive PDAs, identified by Korten as being in the Third
Generation 5. The category emerges from PDA actions in forging sustainable
systems' development through mutual govermment-PDA linkages as weli as deliberate
complementarity among PDAs.

To start at the beginning, the First Generation encompasses PDAs focused on the
marginalised fringes of society, 1like wictims of disaster or family
tragedies -- orphans, widows, disabled and the like. Curative health care and
educational approaches provided immediate solutions. As time passed, these PDAs
and others entering the scene realised that their piecemeal efforts were not
touching the heart of the matter -- the poverty, disease or mass illiteracy that
spawned the symptrms they had been treating. And so they shifted into small-scale
developmental Second Generation approaches that focused on whole communities
rather than on individuals or families as in the past. Increasing the capotity of
the poor to meet their own needs in a self-reliant community development style
led in turn to the concept of empowering people. Raising community awareness of
the social, economic and political situations in which they lived and which
rendared them poor, triggered a process of transformation more decisively than
did visivle projects like chicken-raising, school building or well-digging.

So long a¢ the early commnity development mode flourishes, whereby people
basically accept the power status quo and carry out programmes and projects
designea for them by others, they see little need for reformulating government
institutional arrangesents. But once people recognise, on the one hand, the
importance of they themselves deciding what is needed and how to accomplish this
and, on the other hand, that tie power to allocate resources, services and
information still lies oulside their community in a centralised government
structure or in private elites supported by the social system, they begin to
deman cranse in the form of power-sharing.

Nor are Foos themselves immane from this rethinking. More of them now acknowledge
that if the,y retain their traditionally independent, mistrustful stance of
avolding  collaboration with other PDAs  -- or the government for that
matter -- thoy will seriously undermine their own enabling function. We thus
notice cualitions of PDAs evolving. Sectarian and other differences are being
subrerged for the time being in favour of collaborative action and a united front
to support PLAS and to influence government toward elaborating an enabling role
of its own instead of its more customary constraining one vis-a-vis PDAs. In
summary, sustaining the results of self-reliant village develomment and
initiatives relies on the creation of effectively linked local and private
organisations bolstered in turn by larger systems of regional and national
institutions and policies which integrate local initiatives into a national
developrent systen.

The sensc of urgency felt by PDAs to bring poor people into the mainstream of
developrint and facilitate their gaining access to resources on their own terms
also forces PUAL to reflect on their own limitations. Although they will
necessarily continue First and Second Generation activities, the addition of



Third Generation responsibilities requires greater expertise in strategic
management, policy anc institutional analysis, networking and coalition building.
It calls for motivated professional managers, disciplined nrganisation and good
leadership in the private sector.

PDAs IN SUB-SAHARAN AFRICA: SURVEY RESULTS

African governments have adopted a range of attitudes toward PDAs, Trom
supportive or "laissez-faire" through merely tolerant or neutral to the other
extreme of unsupportive or control-oriented and occasionally even hostile. These
vary also according to whether the PDA itz an international one, a national body
affiliated with an umbrella interneticnal organisation, a second type of national
body that is completely independent, or a local, indigenous, grassroots
association.

In an attempt to locate more precise patterns characteristic of government-PDA
relations in africa, a survey questionnaire on the subject was circulated to
knowledgeable persons in several African countries seeking their views on: (1)
govermment attitudes to PDAs; (2) PDA attitudes to government; (3) PDA relations
with the business community, (4) ways for governments to strengthen PDA's; and
{5} ways for PDA's to develop better relations with governments. The results of
the tabulated returns from eleven countries reveal some interesting trends 6.

Government attitudes to PDA's

Supportive attitudes generally characterise government perspectives on all four
types of POAs. This 1s either in the sense of outright positive support or a
laissez-faire attitude in that government lacks the means and organisational
capacity to exert any significant control over PDAs. In some cases governments
give neither support nor non-support but merely tolerate PDAs, ascribing little
significance to them in daily governance. One country reported unsupportive
control-oriented attitudes toward groups at the community level.

Specific exarples of government support to PDAs lies for most countries in the
participation or attendance of officials in PDA events, and even in some cases in
their serving as PDAs comrittee menbers. Provision of budgetary support is
mentioned for seven coutries but this can serve, adds one observer, as "a most
useful weapon to impose control while appearing supportive." International PDAs
in six countries get tax exemptions or are allowed to import items like drugs and
vehicles duty-free. In four cases, govermments facilitate access by PDAs,
especially wamen's groups, to foreign and local funds., Different countries
described as supportive such measures as govermment-sponsored training of PDAS
staff, secondwent of civil servants to PDAs, giving recognition to a permanent
secretariat for all PDAs operating in the country, and a political stance
espousing the empowerment of people and by extension their PDA initiatives. The
degree of government support in all the actions mentioned above ranges widely
from strong to mild, with emphasis on the latter since many of the linkages are
of a sporadic ac¢ hoc nature.

6. The countries are Botswana, Burkina Faso, Congo, Ghana, Lesotho, Madagascar,
Mali, Somalia, Tanzania, Uganda and Zambia.



Where governments are unsupportive, or have tried to assert their control over
PDAs, they make it difficult for the latter to obtain permits for their
activities or, in the case of international PDAs, work permits for their foreign
members. Stringent registration requirements are applied along with foreign
exchange restrictions and import/export constraints, so that PDAs find themselves
hard-pressed tz implement programmes in a timely and efficient manner. Emergency
situations, oxem:iified in the drought/famine crisis of 1983-85, exacerbate the
tensions, In one country, for example, PDAs involved in rapidly and successfully
deploycd health programmes for severly affected populations came into conflict
with Ministry of Health officials, who resented the lack of consultation and
by-passing. At the same time emergency dassistance needs had surpassed the
government's capacity to respund (and officials knew it), forcing the latter to
allow PDA field activities to go unchecked at the height of the crisis. The
resentment persists.

Mozt of our correspondents, however, see a trend toward more favourable
gevernment attitudes to PUAs in the last five years. Others detect no shift,
while the emergency country mentioned above reflects a less favourable outlook.

The positive attitudes emerge in the following ways: (1) greater government
financial or hudgetary assistance to PDAs; (2) the creation of an office attached
to the Presioency which monitors POA activities throughout the country and
provides a co-orainating, 1nformation-generating facility; (3) greater public
appresration of inia efforts owing largely to the personal interest exhibited by a
nead of state (who has re-eaerged into a position of power); and (4) the holding
of rejional workshops that have brought govermment officials and PLA members
togiiner specifically to explore avenues of closer collaboretion. (5) PUAs
themselves have also contributed to improving government attitudes as they are
Low better managed, msre supportive of government priorities, more willing to
work  with and tnreouyh government  agencies, open to providing training for
governient personnel and generally eahibiting more responsibility than in the
past, leasing the govermient tu accept them as serious develcpment partners.

PUS attitudes to governmont

International an? naticnal POAs in half of the countries in question relate to
governcznt in a harmonicus, open and co-operative manner; in the other half they
adopt @ more neatrel stance, keeping a respectful distance while they undertake
their projects. Lucal community groups, however, generally maintain co-operative
links  with the qouvermment. No country mentions hostile, suspicious or

unco-operative attitudes.

The reas-ns cited by individe:? countries for the harmenious, open  and
co-ofpfrativie attitudes of PUAs toward government are the following: (1) the
govermrent meinteine an open duur policy with all groups, encouraging PDAs to
call on the gowverment for support, which they receive where possible; (2)
goverm ent-PLA comnittecs have been formed which meet to discuss matters of
mutual interest; (3) PDAZ accept the validity of govermment directives guiding
their activities in terms of the national intercst and ensuring an integrated
approach that av.ids wastage and unnccessary duplication of efforts; (4) PDAs
neetds guvermnent’'s moral support or "blessing” to gain access to communities and
obtain the co-operation of local government authorities; and (5) the equitable
orientation of & new goverment's social service policies mekes it attractive, or
at least acceptable, to PUAL to work collaboratively with the government than had
been the case under a former regime.
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PDA relations with the private business community

Interaction between PDAs and the business community appears to be extremly
iimited except for occasional fund raising drives and donations in cash or kind.
This is due in part to the small size of the formal business community in many
countries, Some initiatives are underway, however, In one country the town
councils now grant PDAs unrestricted permission to contact local business groups
for fund-raising purposes. Formerly this was illegal without the express
permission of the authorities on each occasion. In another country,
tax-deductible contributions to PDAs encourage businesses to make donations.
Still others report that goverment officials have been publicly exhorting the
business sector to Jjoin government and POA efforts to bring the fruits of
develogment to the less advantaged citizenry. This posture creates a favourable
climate for establishing positive PDA-business linkages.

Ways for governments to stengthen PUAS

Several measures will enatle governments to encourage the growth and development
of PlLag, es;=1ully national and local groups. Recommendations fall into three
categortes:  (l; o policy and outlook; (2) rescurces and funding, and (3)
procedures.

Polycy and cutloot

First 1t siould be recojnised that for some countries with a Socialist
perspeitive, PuAs are regarded with suspicion. Hence there are relatively few of
thes thero, Even with this political climate goverments would do well at least
to tarz PUA contrizations antoe account in overall sectoral planning. Governments
migrt alss an fulure creste a more positive enviromment for those private groups

thy while ot orge duel by the government, nonetheless undertake activities
that fall wysrsn g verirent progranse priorities.

The sare princi;le of givermants incorporating PDA accarplishuents into sectoral
plarning dats bases ap;:lies to non-Socialist countries as well. Mechanisns for
involvisg FLAs arn the process will strengthen the govermment's search for
effective recnonses to prople's necds, especially at the grassroots level. In
acditisn, by participating in grnverment planning efforts, PLAs will feel more
caratted to carrying out poiicies and programmes they helped formulate and at
the savv tine will discard the negative sentiment that these are being imposec on
thes with Iittle it ar, consultation. AL the very least, POAS welcome clear
pelicy guidelines ant consistenZy in their implementation,

Resourcec andg funding

Because PUAS wsually face a chronie shortage of funds and other resources,
relyirg an they do on voluntary contritbutions and public goodwill, this area
deserves special ettention. Governments can assist by allocating funds for PDA



administration and also for projects. A fixed annual budgetary allocation would
help greatly as long as it does not result in undue government control over the
recipent PDA or the undermining of PDA 1{ndependence and flexibility. If
govermments are not prepared to render direct financial support, they can still
help by creating favourable conditions for PDAs to gain access tc credit
facilities and other sources of project financing. Tax-free imports of items
essential to PDA operations further expand the resource base.

Procedures

Since PDAs recognise only too well their weakness in financial administration and
project management, they would welcome government assistance in the form of
training programmes. Organising simpler registration procedures and workable
systems with government for channeling funds from external agencies to national
and local PDAs would also represent a significant breakthrough, as would
government designation of a single Ministry as the focal point for PDA matters.
This Ministry would not only serve PDA needs but also defend their interests
before other government ministries and units.

For example, in some countries Ministries of Health apparently feel threatened by
PDAs engaged in primary health care activities, often because FDA successes put
the government's less laudatory efforts in 4 poor light by comparison. The focal
Ministry charged with PDA matters could dissuade the health ministry from taking
the counter-preductive position of defending its turf and restricting the
activities of the “offending" PDAs. Instead the focal Ministry would try to
convince cclleajues in the health ministry to teke a broader view that
encompasses PDAS as positive extensions of government in that they expand the
total population reached by health services. In the long run, this kind of
coverage brings credit to the government as a whole.

Ways for POAs to develop better relations with governments

Many of the probless PDAs encounter with goverrnment stem from the latter's
knowing little about what the former s doing. Better communication and
information will go far toward dissipating the suspicion and mistrust that
goverments sometimes feel toward PUAs. Regular meetings and joint committees
help, but mure than that PDAs must show by word and deed that their activities
fall within established government policies and objectives. In additicn, by
maintaining regular and closer contact with govermment personnel in the field,
PDAs can project an image of collaborator rather than competitor. This centact
will also tend to link their local level actions with national plans, a subject
of concern tu government. In the case of PDAs which focus their activities on a
narrow constituency, as in the case of some churches for example, a broadening of
their prograrmres to cover non-believers 1is appreciated by a resource-poor
government health service. Cpenness among PDAs about the resources and technical
assistance available to tiw will similarly build a sense of trust. Of key
importance are friendly inter-personal relationships between PDA and government
personnel. PUAS should, as one respondent urges:

Be more convival' The largest problem is an attitudinal one. Govermment
workers so often feel PDA personnel, whether local or expatriate, look down
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at them as corrupt and inefficient. This is perceived by govermment workers
as unfair as PDA staff get much higher salaries or allowances or in-kind
assistance. They also get overseas support for their programmes (through
church groups in donor countries, etc.)., Al too often the government
vorker has to walk to the village when the PCA staff will get there in a
donated vehicle!

CONCLUSIONS AND POLICY OPTIONS

Because the greatest resource of any nation is its people, the challenge facing
African govermments today rests on finding more effective ways for the citizenry
to emerge out of poverty and contribute to as well as benefit from development
efforts, Significant changes will necessarily take place at the local level,
calling for new institutional capacities, norms and roles, power sharing between
the national and local levels and self-reliant beneficiary organisations. #hat
happens in the next decade in what Korten terms the micro-policy arena may well
make the difference between development or decline.

The process of reform at the grassroots level will require conscious re-thinking
of structures and institutions by community members and entail corresponzing
behaviour changes on their part, even as higher level officials engage in a
similar exercise. The active involvement of PDAs can facilitate the entire
process. Given their long experience at the grassroots level -- whether as
outside entities or local groups -- they can help identify appropriate strategies
for this transfcrmation, By offering community residents the opportunity to
diverge from kin-based tracitional group norms to more universalistic behavioural
Criteria for dealing with friends, neighbours and kin around a common interest,
POAs set the stage for changes which are acceptable to the people because the
latter work therm out thessclves. From there it will not be such a quantum leap to
building coalitions with other groups and forming wider networks linked by
collectrve concerns. This more sophisticated level of larger-scale organisation
will allow groupings of the poor and voiceless to make themselves heard by those
in the seats of power., This in turn can lead to the kinds of policy and
institutional changes at the nationzl level that makes an equitable society a
reality,

Governments that wisely recognise the strengths and potential of PDAs, especially
as they move from First to Second to Third Generation entities, will take
definitive steps to create Lhe kinds of enviromment these groups need. They can
start with four policy options:

1. Undertabe structural and institutional reorganisation of the
gzverrment which aims at strengthening local communities, as in
decentralisation of authority from national to local levels and
developing a participatery planning mode spanning all levels;

2. Emphasize the government’'s explicit recognition of PDAs as partners in
develomment by incorporating the message into policy statements, legal
provisions and administrative circulars, and by giving concrete
evidence of collaborative ventures,

3. Actnowledge that in  Africa women's PDAs make the dominant
contributions to social development and economic  production
activities, especially at the community level, and support women's
ability to continue and expand their involvement; and
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4. Facilitate better communication and active collaboration between
govermments and PDAs through such institutional mechanisms as:

4.1 an effective focal point in the govermment for linking with
PDA's;

4,2. facilitated PDA access to funds and other resources; and

4.3. simplified operational procedures like registration and
permits to work, hold activities, solicit funds, import
essential items and the like.

Govermments and PDAs need each other for the collective attack on poverty,
hunger, disease and mal-development. As the larger and more powerful entity of
the two, govermments must take the initiative to assure PDAs that they are
welcome partners in the struggle for a brighter future in Africa.

- 13 -
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BACKGROUND TO THL PAPER

This document atteapts to describe the current status of indigenous Private
Development Agencies (PDAs) in Sub-Sahara Africa and emerging issucs within
the context of the proposed conference on "The Enabling Environment for
Effective Private Sector Contribution to Development 1n Sub-Sahara Africa".

The fnformation for this paper was gathered through an initial search for
relevant documentation and useful contacts for a brief survey of indigenous
PDAs. The surve, area covered Nigeria and Cameroon in West Africa, Zimbabwe
and Malawi in Southern Africa and Kenya in the East African sub-region.
The initial information search was followed by interviews with
knowledgeable individuals, who provided essential information and in some
instances, supplementary documentation on operations of PDAs and their
areas of involvement. Information from the interviews provided the basis
for mabing broad generalisations which were thereafter verified in personal
contacts with representatives of the different ‘types' of PDAs, and
goverment of ficials.

The purpose of undertabing this exercise was to gather information about
the operations of indigenous PDAs, with particular reference to their
current thrusts and the significance of their contribution to
cocio-economic development, their strengths and weaknesses, constraints ang
concerns. The information provides a basis for analysing the environment
that sm-afically affects POA operations and their potential relative to
the thewe of the proposed conference.

Besinning with a ageneral introductory statement, this paper attempts to
arrive at a working definition that is acceptable to indigencus PUARs. The
next section reviews the contribution of PDAs ¢nd provides some
illustratians, drawn from the survey area, of PDA work in different
sectors, This is followss by a brief look at the weaknesses and constraints
that are generic to PUAs. The final section analyses the strengths anc some
poscinle oppartunities which could be esnloited by PDAs. These factors give
st ctance to the conclusionsg and recomendations of the paper which, in
pvcence, are posited as challenges for collaborative efforts between the
trree sectors - government, the private sector and PUAS.

CONCLUSTONS AND RECOMMENDATIONS

frersing  independent  African nations, who in spite of their limited
rescurces are erpected to provide expanded economic and social services to

ra;1dly growing populations, are sonetimes uneasy atout the growing role of
PLLy At Surplerenting these services,

To improve the effectiveness of indigenous PDAs, therc is a major need to
resclve the constraints they face and promote greater cooperation asing the
three sectors - goverment, private business and PDAs - to eccelerate
netional developent,
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3.1

3.2

The contribution of indige~ous PDAs, particularly ¢ a useful vehicle in
strenguhening self-reliance 1in the development process, has been
insufficiently documented. There 1is an wurgent need for accurate and
comprehensive docurentation and effective publicity of such information.
The strong and important community traditions of self-help in Africa
constitute the essential aspect of PDA work. PDAs should be encouraged and
supported in their efrforts to nurture these unigue traditions.

Most African PDAs, with the exception of indigenous and traditional rural
associations, are largely foreign-funded. It 1is necessary to develop
innovative and aggressive strategies for domestic fund-raising. Such a
strategy w11l need to aim at creating mechanisms which both increase and
foster the private sector's awareness of its social responsibility, in a
manner which stisulates the release of resources to PDAs. There is also a
need tu encow age govermments to grant tax deductions to the private sector
for any resources allocated to PDAs for development work, as a means of
motivating such resource flows from the private sector.

In Africa, institutional infrastructures like the civil service are
relatively well developed and facilitate the work of PDAs. However,
encouraging localised institutions such as developnent committees requires
more effort in creating relationships and building their management
capacity through PDAs. Existing channels for meaningful and productive
aialogue, linting government, private businesses and PDAs particularly in
the policy and planning areas, should be urgently exploited through
exchange of information. This will enhance mutual trust for greater
collaboration,

Increasing public dewand has led to the quantitative rather than
qualitative growth of FUAs. There is now an urgent need to strengthen these
institutions through training and similar capacity-building programmes,
Such programmes should seek the support and collaboration of the private
and p. ic sectors and should form the basis for the establishment of
advance. institutes of management and development where all three sectors
can collectively train professional staff of high calibre. Existing
institutions of higher learning should also be involved in this process.

INTRODUCTION

A: Mavina The Best of What We Have
Most  colonised African  countries experienced unequal development
characterised by rural-urban and regional disparities. Post-independence
develoment has therefore been highly sensitive both politically and
sozially as evidenced in the tendency of state and central governmerts to
m.nopolise developrnent management despite decentralisation programmes.

The tendency towards highly centralised bureaucracies has been especially
noticeatle in Francophunc African states and to a slightly lesser extent in
Anglophone states. This has resulted in over-extended central governmaent
bureaucracies, which have tended to stifle development. Sometimes this has
led to loss of faith in the state as an agent of development.


http:noticeat.le



http:establ**.sh
http:such.,.an

4.3

4.4
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o having managerial and educational skills needed by local communities and
their leaders;

o playing an advocacy role in the developrent sector;
o being flexible in their operations;

0 demonstrating achievements and correcting failures over a relatively
short period of time;

o being able to deliver goods and services faster than conventional public
institutions;

o being able to go beyond emergency activities like relief work and
engaging in actual development work.

While one would like to agree with the universal nature of PDAs as
described above, one cannot help asking whether:

o the local/fureign distinction is impurtant in terms of availability of
funds, personnel and patterns of influence,

o the distinction is dmportant in the organisationai distribution of power
as reflecter in management positions;

o the guestion of who dinitrates the PDAs is also important as is the
question of whether or not the PUA is limited in its operations to cne or
several courtries,

o the declared  objective  of  strengthening  local  institutions s
demnstrated sufficientiy in internaticnal PDA operations.

The above gquections call for some sort of detinition, whatever the
disagreements about tne cheracteristics of inaigenous PDAs,

Ore way of trying to ¢ fine indigorous FDAS is to base it on:

0 Manazarent - the PUA should be largely maneged by lcral people;

o Incepticr - the PDA should have been initiated by local people;
o Territory - the POA should operate mainly in one country;
o Recources - the PUA should generate most of its resources locally.

When the above criteria were tested against PDAs in a number of African
countries, it was pointed out that flexibility was needed in defining
indigenngs PiAs. 1f the abeve criteria were applied strictly, many PDAs
would b escluded froer among indigenous PDAs even where their management
felt trat tney were indigenous.

Givern thiy contern for flexitnlity, one could define an indigencu: PDA as
initiates by local citizens in response to local development problens, and
managed in teres of decision-mabing by local citizens. It could furtter be
defined as a private tax-esempt non-profit agency, managed in a particular
territor, by c1tizens of that territory and perhaps originally initiated by
citizens tu solve development problems that continue to guide the
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objectives of the agency. Such a definition would exclude branches of
multinational PDAs wusually managed by non-citizens, but would include
organisations which function wunder the umbrella of ‘international
movements and orga:isations such as Boy Scouts, YMCA and various churches,
but are autonasou, in management.

Strictly speaing, however, the only groups that qualify as indigenous are

local development groups such as the market women's organisations in West
Africa and the tnousands of Harambee groups in Kenya.

THE STATUS OF PDAs IN AFRICA

A: Their Role and Contribution

what do we know about PDAs in Africa? Part of this question is answered
later in this section where PDA activities are briefly reviewed. In sum, we
could safely say that we know a lot about their activities, of which we
have little systematic evidence. This fdgnorance applies largely to
indigenous PDAs, except in Kenya, where activities of Harambee groups are
fairly well-documented. But even in Kenya, little is documented on the
activities of other types of PDAs.

The extent of our igrorance about PDAs is seen in the fact that few African
countries can accurstely say how many PDAs work in their countries. In
Kenya, for instance, it is commonly estimated that there are about 400 PDAs
ercluling Haramuee groups.

Lack of basic data on PDAs makes it difficult to answer funcamental
questions abcut government policies towards PDAs in Africa and the extent
of their indigerisetion. Nigerian PDAs, for instance, may be said to be
fully indigerised, but the same cannot be said of other African countries.
In terms cf polic,, it appears that few African governments are clear on
PUts, Thnis agxin is mainly because of absence of basic data.

In Kiger, the governmment views international PDAs purely as funding
agencies, which should not be involved in  project initiation and
imolen2ntation, In most other African countries, the relationship between
POAs and guvernment is much less clear although the former are generally
welcane,

In spite of little knowledge of PDAs in Africa, there is enough information
to give a fairly gnod idea of their status on the continent. One review of
PULL- in Venya has concluded that:

o Wrile PUAS are active in every district, they are mostly concentrated in
arees of greatest poverty and need such as remote rural areas, where they
complement goverment ef fort in reaching the poorest of the poor.

o PDAs feel they have manajed to reach the poorest members of society,
including small-scale farmers and pastoralists

0 PDA benefits to the community include material and technical assistance
as well as provision of education and training and health care. They are
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active 1in agriculture and rural development, business enterprise
development, population activities, health and nutrition, energy and the
enviroment, water and sanitation,

o The assistance strategy of PDAs in all sectoral activities tends to focus
on community participation and decision-making. Comnunity involvement
works either through groups or established management committees composed
of community leaders, PDAs are therefore highly conscious of the need to
strengthen local institutional capacities for long term community growth
and suctainabie development,

o PDAs generally tend to have a remarkable capacity for mobilising
significant amounts of human and material resources. However, indigenous
Kenyan PDAs have not been successful in raising sufficient resources from
the country's private secto-.

o While the combined financial and management resources of PDAs may be
high, they are outstripped by the existing demand for projects and
services. PDAs often rely on fragile technical expertise, a thin staff
and constrained financial management. They need varying levels of
assistance in training and advisory services. They also reed to be helpec
in all aspects of project development including identification, proposal
writing, implementation, monitoring and evaluation.

The country-specific nature of both local and international PDAs in Africa
needs emphasis. In a country like Malawi where PDAs were banned soon after
independence, one neither expects nor finds many of them in spite of the
recent lifting of the ban, In fact, Malawian PDAs would be called
parastatels in other African countries.

Types of POAs in Africe largely depend on the history and institutional
arrangements of the various countries. In Zimbabwe, whose recent history
has been one of liberation struggle, the guestion of when and by whom the
PLA was started is crucial to its category. Because of this, Zimbabwean
PLAS which were started by whites and designed to meet their minority
interests had tu chenge at independence.

One such PUA is the Voluntary Organisations in Community Enterprise
(VOICD), formerly the Scothern Rhodesia Council for Social Services.
Zirbauwe alse has a categiry of PDAs which were started by indigenous
pesple during the struggle for independence, for example Christian Care.
Others were started by indigenous people after independence while others
still were initiated by white people and began to change before
independence. The Zinbabwe Christian Council - one of the country's biggest
indigencus PUAe - belongs to this category.

Wrile esitting knowledge about the role of PDAs in Africa would seem
insufficient for rabing generalisations, it is safe to say that PDAs play a
unigque and infiupenseble role in the realm of socio-economic development.
PUAL arc often able to effectively mobilise grassroots groups, and are
brnuan  to catalye innovative development approaches. In addition, PDAs
often function as estrencly cost effective entities. Following are brief
illustrative descriptions of some of the sectors within which PDAs, through
their activities, have made a substantial contribution:
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B: Education

Missionary activity in colonial days was the earliest form of PDA
involvement In education in Africa. This involvement continued into the
1960s after independence. Church affiliated PDAs in particular showed
special concern for the plight of African youth, particularly the
underprivileged, whose achievements in formal education were minimal. They
have mostly tried to meet the non-formal education needs of this group of
youth. Such education can be divided into several types, two of which -
follow-up programmes and alternatives to formel education - are relevant to
this discussion.

Follow-up could be one of the most important areas of educational
involvement by indigenous PDAs. Indigencus PDAs try through their
programmes to provide school leavers and drop-outs with practical skills
for self-employment., The Christian Industrial Training Centres (Ci1Cs) and
the youth polytechnics movement in Kenya as well as the Zimbabwe Foundation
for Education with Production (ZIMFEP) are examples of this type of
programse. The collaborative spirit between the governrent and PDAs in
Kenya is illustrated by the adoption of youth polytechnic mecvement into e
national youth training strategy following the pioneering work in this ares
by the National Christian Council of Kenya.

National literacy carpaigns and education for the physically hanZicapped
deserve special menticn as regards alternatives to formal ecucztion. Meny
African gcovermrents have stepped up acult literacy campaigns. Tnis has
resulted in a stea?y increase in the demand for adult literacy teachers. In
Zwrsabes, the Adult  Literacy (Organisation of Zinbabee (ALII) has
successfully responded to this challerge by training an average 80 teachers
a yeer, Irn 1933, there were about 35G ALOZ traoined teachers for 23,000
studernts.

In ¥er,a, a 1969 surve, revealed that nearly 70 percent of adult literacy
students in the country had been enrulled in classes run by indigercuc PUAs
or self-help groups in 19£5. Similar work is going on in other Africen
courtries ibe higeria, Cameroon and Malawi underlining the corplemzriary
role of FLAY to governrent literaly campaigns.

Tre pr,eicelly handicapred are obviously disadvantaged in eZucetion
facilities. Normal schools are not equipped to cater for the needs of the
prysically handicapped. Equipping schools for the latter grcups 1%
expercive and the drpartant contribution of PDAs towards education for the
hardicapj<d cannot be over-emphasised.

Kerya is a guod eravyle in this regard. A 1981 survey shows that there were
atout 65 institutions in Kenya engaged in education for the physically
hardicasmd, Twnty of them were vocational rehabilitation centres (VR(s),
an? the reot were special schools. Nine (45 per cent) of the VR(s were
grvermrent-run, eight (47 per cent) were run by missionaries and three {15
per cent) were run by PDAS. Of the 45 special schools, 40 percent were run
by local authorities and a similar number by missionaries, while the rest
were run uy PDRS, notatly the Association for the Physically Cisebled in
¥erya (APDY), the National Leajue of the Disabled and the Lions Cludbs of
V.er._ya.

The Malawi Courcil for the Handicapped (MACOHA)} and the National
Aveoriation of Societies of the [isabled (NASCOM) in Zimbabwe are good

erarples of PDA work an the training anc rehabilitation of the handicapped,

-7 -
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C: Health

The work of church missions in health care goes back to early colonial
days, when mission hospitals were the only health delivery institutions in
many places. Today, religious 1indigenous FDAs continue to make a vital
contribution to health care through the maintenance of extensive networks
of health care and health training facilities. Collaboration between PDAs
and the public sector in this area is extensive and includes the provision
of govermment subventions to PDA health facilities and creative initiatives
such as applying the primary health care concept.

Health services are an important component of the Christian Service
Committee {CSC) of the churches of Malawi., The committee has been working
in health for the last 15 years. Is has built clinics in rural areas and
provided medical personnel. C(SC works alongside the Private Hospitals
Association of Malawi. Other aspects of health services include primary
health care and nutrition, and CSC and its member organisations provide 40
per cent of medical and health care in Malawi.

Private Hospital Associations exist in many African countries. Among them
are international PDAs like the Red Cross, St. John's Ambulance, African
Medical and Research Foundation (AMREF) and church-oriented indigenous PDAs
already mentioned. AMELF is providing a wide range of health services to
the less privileged. Its work includes curative and preventive health
services, family planning and carrying out of medical examinations in
schools, In 1981, AMREF visited at least 4,171 patients through its Flying
Doctor service and immunised 10,846 people.

Family FPlanning Aceociations (FPAs) are also active in health care
throughout Africa. In ¥enya field educators are currently reaching some 2.5
million pecple through home visits, group discussions, film shows and
serinars, FPA work estends beyond mere recruitment of members, and
educators are mainly woren recruited from women's groups.

D: Dnvirgneent ang fnergy

The African environtent has seriously deteriorated in the last decade. The
alarm has been raiced, mabing the problem a public issue in many countries.
Cameroon, Malawi, Zimbabwe and Kenya have witnessed tremendous public
response to the problem. Public response in Kenya has been translated by
the grosth of indigenous PDAs with environment conservation as the primary
objective. They are involved 1in  tree-planting, aad research into
alternative and more ef ficient forms of energy.

Enviromental PUAs work  closely with the Ministries of Energy anc
Cnvirorment and hatural Resources of the government. But 1in Kenya for
examle, they have alse found it useful to work under KENGO - an umbrella
orgarisation whose main objective is ‘to link government research and
effort with community resources and international resources'. KEWGD was
estanlished 1n 1979 - 1980 in response to the energy crisis and currently
has 130 registered members. Two-thirds of the members are based in the
rural areas and range from very small informal groups to big organisations
such as Maendelen Ya Wanawake.

KENGO's  main  activities include giving technical assistance in
agro-forestry to local communities, training through seminars, development
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of educational materials and research particularly ir. improved charcoal
stoves. It also provides seeds to rural communities and illustrations on
their planting and care. The organisation has successfully supplemented
govermment efforts {n energy and the environment. Its activities and
relevance to the African situation call for closer ties with other African
organisations.

E: General Rural Development

Indigenous PDAs in many parts of Africa are beroming increasingly
interested and involved 1in rural development, and women's groups and
organisations have made worthy contributions in this area.

The National Council of Women's Societies in Nigeria is an umbrella
organisation which mobilises women particularly in poor rural areas and
establishes idncentives and concrete programmes for their increased
participation in development and decision-making.

In Kenya, the Harambes movement has mobilised thousands of groups in active
work involving building of schools, health centres, water projects, cattle
dips, among others. It represents indigenous efforts to organise at the
community level for rural development. Kenya's Women's Bureau has about
15,000 women's groups with over 572,000 members, Group sizes range between
40 and 1,000 and are found in every corner of the country, although the
econanically better-off provinces like Eastern, Central and Rift Valley
have greater numbers.

Similar groups are active in Zimbabwe, where their main activity is food
proiuction., A 1981 survey shows that 64.5 per cent of the women's
pupulation was in agriculture as opposed to 0.75 per cent ia public
administration, “We carry a Heavy Locd” is the Zimbabwe Women's Burezu's
summary of the status of African rurzl women.

The impact of women's groups in rural development has not been
systeraticall, assessed. but it constitutes a critical entry point to rural
arzes by grvermment development agents and Dy international and local PoAs,

anc their dmpact is provebly more than most estimates have shown.,

THE WORKING ENVIRONMINT: Constraining Factors/Weaknesses

The working environment of indigenous PDAs has bnth constraining and
¢nabling factors. A nunber of faztors hinder the progress of indigenous
POLs. Sume factors are common to all or most of the indigenous PDAs while
others are specific to rural situations or particular economic sectors.

Traditional PUAs are largely invelved in social development work, while new
PULs have entered rural and urban development with a specific technical
mancate.

The fast rate of growth of technically oriented PDAs outpaced the rate of
training of staff to man them. Lack of technical staff is therefore a
commun constraint amung indigenous PDAs. A lot of indigenous PDAs have to
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make do with ili-trained and incompetent technical staff due to great
demand for technicaily qualified and competent staff by government, private
business and PDAs.

There 1is also a shortage of personnel to facilitate organisational
expansion. In most cases, indigenous PDAs are understaffed, overworked and
overstretched. Where there is poor pay and lack of incentives, dedication
and commitment - both essential for effective running of PDAs - are
lacking.

At project operation level, it is common to find field workers
insufficiently trained in proposal writing even though they could identify
areas of need and appropriate projects, This is a serious shortcoming when
local implementing comuittees have little sense of direction. Technical
projects are sometimes the brainchild of powerful politicians or a
spillover from grassroots enthusiasm and demand. Pressure rather than
developmental merit become the determining criteria.

Lack of funding - frequently mentioned as a major constraint - is sometimes
related to lack of competent personnel. Due to tae prevailing positive
attitude to POA work, it is very likely that a well formulated project will
be funded. Many donor agencies find PDAs to be more cost effective, more
innovative, better at reaching the poor, more participatory in their
approach and able to disperse morey faster than bureaucracies, These 'POA
advantages' have created a rapid desire to fund their work, resulting in a
situation of surplus funding and difficulty in sponding. Still many
indigenous POAsS have serious shortage of funds. Some of them are trapned in
the chicken-and-eqgq syndrome whereby they will only get funds if tney have
competent personngl, which they cannot obtain without sutficient funds.

The erratic nature of PDA funding makes long term planning difficult. Most
incigenous PDAS arce funded on a one-to-three year basis by exterrs?! donors
whose contribution accounts for an unacceptable 98 per cent of total
funding. Rezult: maragement time is spent on fund-raising instead of
instytution-busilding,

Ansther probler relates to lack of PDA co-ordination and co-operation. They
have a tendency to mind oniy their own programmes. There is definite need
for more informetion eschange anung PDAS to avoid duplication.

Similar coordination with government projects is needed. Information
erchange belween PUAS and government will remove mutual distrust between
them, At the noment, neither of the two fully grasps the role of the other,
herice lack of government policy on PDAs in African countries.

Transport and cowmunications are major rural problems. Lack of the two
hinders PUA wore in rural areas, which also need postal services and
Ltelephones.

Commendable ef forts have been made to overcome some of these prollems, but

a lot mare needs to be done. Some of the favourehle measures which have so
far been implemented are discussed below.

- 10 -

WL



vil:

7.1

7.2

1.3

7.4

7.6

7.7

7.8

7.9

7.10

THE WORKING ENVIRONMENT: Enabling Factors/Strengths

Economic developnent PDAs are newcomers on the African scene, unlike
health, education and social welfare PDAs. But their contribution within
the short period of their existence has already made a major impact. What
factors in the environment have enabled and facilitated their work?

Governments have played a major enablirg role in the work of indigenous
PDAs. The latter gererally feel that African governments on the whole
appreciate their work, evidenced, for instance, by the quick registration
of apolitical PDAs.

Tax exemption is routine for all genuine cases. PDAs usually depend on
material donations fram abroad, and when it is clearly shown that donations
are for voluntary work, customs duty is waived. Indigenous PDAs in Zimbabwe
would appear to be an exception. They complained about difficulties in
getting ta» exemption - 2 privilege which is automatically ertended to
internaticnal PDAS.

Moot countries have joint projects between guvernment and PDAs. Mzlawi's
(ST and Save the Children Fund run joint projects with their government, as
d-  PhAs  in  Zint 3tes and Fenya. In Francophone countries, however,
gueerirarts hiave besr unvasy about the role of PLAs and apparently have not
recosnises PUAST comy lementary role in their develoupment efforts,

Serior civil servants are regjular guests at PDA fora, where they have
pratzes trne role of the latter. At the recent Yaunching of the Voluntary
hgencies Develorent Assistance (VADA) in Nairobi the head of the Civil
Seryice praised the rele of POAs. And while opering a primary health care
ce~1rar 1n limbabwo, the Health Minister tcld the organiser, VGICE, that
the Grvernront recogrised the historical rele of churches and PDAs in

pro.icing health care.

Trasitaigrall, gernersus rural cormunities have also played their part. Apart
fro- attenting PLA megtings, they have freely interacted with them. At the
gaw. tire, il stoulc be printed out that rural cormunities tend to de-znc a
Ve froe P0hg, at the espense of projects.

Pural institutions including women's groups, Harambee groups and henya and
Malawi dictrict developrent comrittees (DDCs) provide an essential network
for FLA efforts.,

The urren coreunities are more complex than rural ones. But there is good
conperation between PUAS  and urban communities especially in the poor
sertinrg, where the latter's work 1S concentrated.

Private businesy, ig generell, sympathetic to PDAY in such areas as energy
g velorert whoere there are corercial interests. In many countries, 1ncal
furd rareing anvelves visiting and appealing tu both private anc pubiiinc
sectars, ant privete businesses are known to contribute to such efforts.
But this stall leaves a Jot to be desired. Whle private businesses might
be interested in su;porting research, for instance, many indigenous POAS
are not keen on ot

Fur the business cormiraty to increase its support for indigenous PDAS, it
needs to be etucated on the latter's role in developnent. Business circles,

=11 -
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for instance, see PDAs as competing with the government - a misconception
that can only be corrected through more information and education.

Political and economic ideologies play a big part in enabling or
constraining PDA work. The latter generally agree that an economic ideology
which emphasises a mixture of entrepreneurship and state participation is
conducive to their efforts in partnership with the government.

There could be exceptions to this generalisation. Until recently in Malawi,
it was very difficult for PDAs to operate freely although the country
upholds a mixed economy ideology. In fact, many Malavian PDAs had to stop
their work because the political environment was hostile to their
existence. But the situation is cnanging, and is likely to lead to growth
of PDAS in the country in the near future.

In Kenya, the Harambee ideology is particularly favourable to PDAs' work in
rural areas. Harambee is for self-reliance and involvement in development
efforts with minimal government interference. Many PDAs find it easy to
link up with different types of Harambee groups. A strong co-uvperative
movement ideclogy - in many ways similar to the Harambee movement - is also
compatible with FDA partnership.

Institutional infrastructure is necessary to the success of PDA work. In
mest rural areas where institutions are few and scattered, development
slows down. Sufficient and efficient institutions result from development,
and areas lacking such institutions are those that have not been given
priority by govermment and the business community. This in turn reflects
lack of political and economic power in such a community - a phenomenon
that poses a sericus challenge to PDAs, whose objective is to reach the
poorest secticns of the society.

Wnile goverrment concern for sone cural communities comes late, it always
leads to the establishment of badly needed institutions, in arid and
semi-arid areas, for instance.

In Fenyas, the Listrict Focus for Rural Development, which emphasises local
participation, should help PDA work in arid and semi-arid areas. The
approach should decentralise government machinery, bringing in a bottom-top
as opposes tooa top-bouttor norm.

If district planning in Kenya and Malawi, where it is alreacy government
policy, 1s implemented, there will be a significant improvement of
infrastructure in the rural areas. But it is equally worth noting that some
Puks feel threatensd bty [strict Development Committees (DDCs). This fear
i based on the fact that DOCs are expected to review and approve all
development prijects in their districts. Previously, PDAs have not had to
be vetted,

A well-estatlished civil service, particularly in the rural areas, where
resiect abuunds, maves it easier for PDAs to work in an atmosphere of
security. Where the civyl service has broken down and security is
urcertain, the work  of PUAs is greatly hampered. The work of ORAP
(Orgarisation of Fural Associations for Progress) in Matabeleland,
Zinhobwe, suffered a 1ot at the height of insecurity in 1984 and 1985. It
is estameted that 1t will tate a long time to recover from this setback.
The same situstion prevails in other areas of military conflict,

Ve


http:pruif-.ts




7.29

formulation and evaluation, mostly on a consultancy basis. Some members of
the academic community support indigenous PDAs' work by serving on the
latter's committees &nd boards of management.

It should be emphasised in conclusion that without those enabling factors
in the envircmment, PDA work in most African countries would be greatly
impeded, 1f not actually terminated,
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SUMMARY OF RECOMMENDATION

International PDAs

should emphasize their role as a catalyst and partner to other institutions,
particularly African PDAs;

should work to ensure that their projects fit into a country's overall
development program;

should strengthen their own management systems, particularly in evaluation and
communications;

should continue to strengthen their role as development educators in their home
countries.

African Governments:

should consider more systematically making use of the resources and experience
of IFUAs,

should strengthen the administrative framework under which 1PDAs operate in
their countries.

Business:

should  encourage  1PLA' role as resources for small and micro business
developrent, anclutng the 1nformal sector;

should provide finencial support to IPDAs, as an expression of corporate
recoonoitility; including grants of blocked assets to IPDAs, for economic and
secial develorent within the respe tive country,

should provide le dership in major colluuorative ventures involving 1PDAs and
government s,

should work closely with IPDAs to seek ways to improve business’ image in
individual countries.

African PDAs:

should sees mure, new ways to collaborate with and take advantage of the
resources and experience of IPDAs.



THE ENABLING EXYIRONMLNT
FOR
INTERNATIONAL PRIVATE DEVELOPMENT AGENCIES (IPDAs)

There are at least 300 international private development agencies (IPDAs) which
are trying to pronnte developuent in Sub-Saharan Africa. They qo by such names as
NGVIB (Netherlands), CUSO (Canada), Community Aid Abroad (Australia) and AFRjCARE
(USA). They provide about $1 billion dollars in development and relief assistance
to Africa each year. They are, therefore, a significant -- though in some circles
under-recoynized -- resource for economic and social development in Africa.

This paper describes these organizations; makes a nuber of generalizations about
their effectiveness and role in Africa; describes their relationships with each
other, with African governments, and with the business sector; and mabes several
recormiendations to strengthen the enabling environment which would improve thear
contributions to Africd's econunic and social developnent,

First, however, an aaportant working definiticn: Economic and Sccie) Developnent
in Africe means that jobs, capital and the resources to acquire desired goods and
services are ancreossingly available to all elements of African society,
promingntly including those men and wounen not now benefiting from the formal
econut, -- and the basic needs like education, health and shelter, and the
qualaty of Dife for all elements of African society are increasingly enhanced.
Essenticl to ecununic and sacial developrent in Africa is the increasing strength
of African anstitutions - governments, businesses, and private developrent
organizations.

IPDA CHARACTERISTICS

internaticnal  private  development  agencies (IPDAs) are sometimes called
nor-guverrmental organizations (KGCs), private and voluntary organizations (Pv0s)
or volurtar, agencies (VOUAGS). IPDAs are international by virtue of operating
trarcretiznally, by having a multinational composition, or by having an
ecuzatione]l  or adiocaly  prougram which  significantly addresses dissues  of
internatiies] Gooelopent, IF0As are headguartered outside Africa, mainly in the
Worth Attartic and Carvwealth countries. They are private in the sense of being
nor-g.verntentaly  and they are not-for-profit  organizations. As voluntary
agencies, thoe, are established and directed by uncompensated private individuals.
Anc they hevr a demlared purpnse of serving the public wellbeing in sorme way - in
the contest of this paper, by suppourting social and econowmic development in
Africa. They usually heve professional staffs. Their funding comes primarily from
voluntar, contritutions fror their own countries, though many also adrinister
fainarcrel resourcen provided by their respective governments,

Such  orgerazetaon, ediot oan pang societies, usually as the product of some
ingivicu:i's or grou'o perteption of a need, and their subsequent organization
of a structure Lo meet that nest. Moreover, there is ample evidence in some
countries trat the PLA play a very important role locally, particularly where
governrent prograny ant the noreal workangs of the econamy do not or can not meet
commonly felt necdi. In the Wnated States, for example, this sector plays a
powerful rule an providing private education and health care, and mares up five
percent of that cuuntry’s (850 Thoush dess structured in Africa, African PDAS
ke the Harastee groups an berya aloo play a significant role in the economic
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Clearly, IPDAs are often very influential in the international development
process, by mobilizing their constituencies, pooling their resources, concerting
their action as a canmunity, as well as by their direct program work.

THE ROLE OF IPDAs

Though dangerous to make generalizations about this very diverse group of over
300 organizations, they share a number of characteristics.

First, though there is no overwhelming consensus of IPDA performance, external
evaluators and development professionals tend to agree that [IPDA project
assistance has been reasonably successful. [ndividual evaluations note
particularly useful, quantifia.le achievements 1in primary health projects,
community develommrent, credit programs, and micro and small business enterprises,
There is also considerable literature suggesting that IPDAs have a "comparative
advantage" over other developuent organizations in the broad area of human
resource development - the training of Africans for a wide variety of development
programs. This comparative advantage comes, in part, from the relatively low cost
and people-to-peonle orientation of 1PDAs compared to the larger infrastructures
of international and bilateral assistance programs. Other areas of IPDA strength
include their capacity to reach undcr-served rural populations and the informal
sector in many urban centers, to promote pa-ticipation in development projects,
to adapt technologies to local conditions, and to be innovative.

On the other side of the ledger, the most frequently cited weaknesses of IPDA
contributions in developing countries are the difficulty of extending or
replicating tneir snall-scale projects to a larger context; their inianagement and
technical capacity; the sustainability of their projects, since they are often so
deperdent on esternal resources and/or operate so incependently of other
organizations, and their often incomplete internal systems for date collection,
planning an< evaluation.

Second, it muct be stressed that IPDAs are @ form of extension of the good will
of individuzls and groups in so-called developed countries tn bring needed
resources to Africa. Their private character, therefore, stems from the varying
motivations of those whu created and continue to sponsor IPDA activity in Africa.
Moverover, because of their relationship with publics in their own countries,
IPDAs are perhaps the most important source of information and insights about
Africa that exists in the industrialized nations. This “development education”
capability represents an enormous resource for economic and social development in
Africa, since !PDAs clearly help shape attitudes in the North about opportunities
and challenges in the South,

Because [POA. as private organizations are not directly accountable to their own
governments - though many wse resources from their governments to complement
their privetr funding - and btecauce 1FDAs do not need to turn a profit on behalf
of their shareholders, 1PDAs have a certain freedom that many institutions in
societies dur't heve, This freedom enables them to focus singlemindedly on
~helping to device and implement strategies to enhance the wellbeing of people. It
2also allows them to tare risks and to innovate. The freedom also, however, places
somz tension beiween [PUAs' operations and local authorities who appropriately
expect some coordination and accountability. Indeed, as noted earlier, IPDAs
sometinme orientation to bypass local governments and to “empower" the poor is
occasicnally challenging and threatening to govermments in developing nations -
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as indeed it often challenges their home governments which must be mindful of
diplomatic considerations.

IPDAs most typically seek to work with low-income people in Sub-Saharan Africas
and thus hive a grass-roots orientation not normally found in larger projects
sponsored by governmerts and international organizations. Their "bottom-up”
orientation in itself represents a rescurce for economic and social development
in Africa. (There are, of course, other IPDAs which deliberately seek to work
directly with local govermments and business operations in the more established,
formal economic sector, but they are in a minority.)

Finally, and most importantly in terms of this paper and conference, IPDAs are
most effective when they are cooperating and serving as a catalyst or a bridge
between other institutions, whether they are African PDAs, African governments,
other IPDAs, or the business sector, In other words, IPDAs' greatest potential
value comes in their partnerships with other institutions. Their relative freedom
and private character enable them to bring resources together and to stimulate
other institutions in a rich variety of relationships. This characteristic - and
strength - can not be overstated, though there are numerous examples of IPDAs’
failure to promote this partnership role.

ENABLING ENYIRONMENT FOR 1PDAs

In general, I1PDAs flourish and make their most effective contribution in an
environment that gives maximum opportunity for IPDAs to carry out their linkage
and bridge-building role. In other words, IPDAs work most effectively when they
are encouraged to seeh collaborative relationships with African governments, with
local African PDAs and communities, with other [PDAs, with international and
Africarn businesses, and with bilateral and international assistance programs.

with African govermments, experienced IPDAs like Save the Children, AMREF and
AFRICARE work effectively when their contribution is acknowledged by the African
government and when their resources are integrated into the development planning
of the African govermient. Moreover, African governments can offer a range of
incentives to strengthen IPDA contributions, such as the provision of tax-exempt
status, the freedon to make contacts throughout the country, and the invitation
to 1PDAS to participate in policy discussions within their areas of expertise and
expericrice. Such collaboration, of course, implies that the IPDAs are themselves
prepared to accept the responsibilities of a guest in a host country, including
consultation, respect for local regulaticns and priorities, and adherence to
political and¢ cultural requirements and standards.

It is with African PDAs that mary observers feel international PDAs make their
most effective contribution. International PDAs are most helpful when they are
transferring their resources and expertisc to indigerous institutions in a way
that strengthens the capacity of thuse Jocal institutions to carry out their own
development and social programs. Many church organizations, the YMCA, OYFAM and
other 1PUAs are rightfully proua of their emphasis on such institution
strengthening. The YMCA, for example, has helped to sponsor the independent
establishmen® and growth of local YMCAs; and it has fostered Pan-Africanism by
helping to create and now supporting the African Alliance, with 21 autonomous
YMCA members. Christian Aid in the United Kingdom works almost exclusively
through “partner” African organizations, like the Ethiopian Coptic Church.
Similarly, many European and Canadian NGOs and several of the larger American
private foundations have this institution-building priority in their

funding/grantmak ing programs.



Since 1PDAs have nc inherent role or right to work in Africa, their transference
of resources and capabilities to lasting indigenous structures is their hallmark,
in the best of circumstances. Clearly the I1PDAs which make the most lasting
contribution to Africa are those which seek to strengthen local institutions,

In strengthening the private sector, IPDAs' role is an increasingly active one.
First, many IPDAs work to strengthen or to create small and micro businesses in
Africa which themselves create jobs and develop a functioning economy,
particularly in rural areas and the urban informal sector. Thus, as advisors and
as sources of credit for otherwise un-bankable projects, IPDAs do much to
strengthen African business, particularly in the informal sector, but some in the
more formal business sector - like the International Executive Service Corp:z from
the USA.

With international business interests, IPDAs are also increasingly active,
particularly US-based IPDAs. Organizations 1like AFRICARE ¢~ Technoserve accept
grant funds from businesses to carry out programs in countries in Africa where
the international business seeks to make a positive contribution to Africa beyond
its business operations. Few European PDAs work closeiy with multinational
businesses, partly because there is little tax incentive and partly becausc the
two groups have not yet sought each other out as much as in the us.

Particularly noteworthy is the increasing practice of American IPDAs' using local
currencies earned by the international business but blocked from repatriation by
African governments because of international economic or foreign exchange
considerations. The IPDAs, tabing advantage of their capacity to receive tax
deductible contribations from US corporations, represent a way to free these
blocked ressurces for productive economic and social development purposes,
adrinistered by the [POAS, in individual host countries. The new Fund for Private
Assistance in international Development is a particularly good example of an
institution working with US corporations to take advantage of US teax law and free
important financial resources for economic and social development purposes. It
has, for inctance, brought impartant new resources from blockod funds held by US
corporeticns to the Interncticaal Institute for Tropical Agriculture in Nigeria.

Finally, there are nwerous esemples of IPDAS using international business
resources in Joint projects whach serve both the 1PDAs' mandate and the long-term
or indire-t interest of the buciness. AFRICARL's work in The Gambia with the
Pharrace.tical Merufacturers' Association and related companies provides an
excellent exa~ple of such collaboration. AFRICARE, with grant support from PHA,
provige! direct managerent assistance to  facilitate the distribution of
pharmazestical drugn  in rural areas, a project so successful that PMA
cubsequerntly extendec the model to Sierra Leone.

Many - though not all - 1PDAs also work closely with their own government
development assistance programs or with programs of international organizations.
Normally, these relaticnchips work best when an IPDA Yike VITA, ITDG or PACT is
extencing the resvurces of the big donor program to local areas and to local
conmunitics which are cifficult for official programs to reach effectively. In
such cooperative relationstips, however, the PDA's Fflexibility and autonomy is
imporeant Lo meintain if the international PDA's private character is to be
precerved and remain crecible with African peoples and governments.


http:block.ld

RECOMMENDAT 1ONS

To facilitate and enhance IPDA contribution to Africa's economic and social
development and to focus 1PDAs' activities where they are most welcome and
effective, a number of recommendations about the optimal enabling environment for
1PDAs are in urder,

Recommendations for 1PDAs

1. Though most IPDAs are increasingly sensitive to this need and priority,
IPDAs must continue to strengthen their role as a catalyst and as a
bridge to strengthen African institutions - particularly African PDAs -
rather than overly protect their own autonomy and independence. There
are a nunber of examples of IPDAs which appear to operate deliberately
at a distance from local institutions and governments to give themselves
the greatest freedom of action. While such a strategy might be effective
in the short term, it ultimately erodes the principal strength of 1PDAs
and does little to promote lasting long-term institutional development
in Africa. Moreover, there are increasing indications that African
governments will not tolerate such aloofness. This tension between
independence and collaboration with local entities is probably the
toughest strategic decision most 1PDAs working in Africa must mak.e.

2. 1PDAs need to view their contributions as a part of a development system
within the country, not simply as individual projects with no
relationship to the whole. This recommendation implies that 1PDAs need
to work carefully with African governments and private structures to
ensure that their programs are fully compatible with African needs and
priorities. It also implies that IPDAs need to be sure that their
experiences are adeguately documented and evaluated, and that their
policy implications are carefully and regularly communicated to African
governments and other local organizations.

3. Almost all informed observers of IPDAs agree that IPDAs need to
evaluate, document, and publicize their role and their contributicns in
Africa far more systematically than they typically do today. Their
bridging role and their success in many of their activities throughout
Sub-Saharan Africae need to be understood better, particularly by Africar
governments, businesses and African PDAs. IPDAs must improve their
effective and professional communication with governments and
businesses.

4. 1PDAs should continually <trengthen their role as development educators,
informing and vducating their home constituents about need and resources
in Africa. No institutions in the northern nations are as well placed to
serve this role, given the relative trust they enjoy in their home
courtries, Europio2an and Canadian IPDAs, and some US groups, are already
seized with this priority; but much more needs to be done.

African Government Activity

5. Most important, African governments would be well advised to learn about
and make efforts to integrate the capacities of IPDAs into their
planning and development activities. In Sudan, for instance, Save the
Children/UK is working with the Government to develop a hospital system
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in Khartoun. SAVE/UK as a matter of policy works with governments,
rather than African PDAs or alone, in an effort to enable the
governments %o extend their program. Another example is its relationship
with the Ministry of Health in Zimbabwe, where SAVE 1is training
personnel in a nationwide imnunization program.

African governments might consider developing or supporting coordinating
councils whereby comnunication among IPDAs and with the government can
be encouraged and facilitated, (Examples already exist in countries like
Kenya, Burkina Faso, Togo and Zambia.)} And, where appropriate, IPDAS
should be encouraged to participate in relevant policy discussions about
economic and social development in the individual countries.

There are certain common measures {hat African governments can take to
improve the administrative structure which supports and formy the
framework for IPDA activity in their countries. Minimizing internal red
tape in dealing with IPDAs is one such step -- and a most important one,
There are some ]PDAs which won't consider working in those African
countries where the governments are excessively "bureaucratic” and
unresponsive, cor in some cases indifferent to corruption by their
officials. One PDA reported that one sophisticated project agreement
involving interdepartmental coordination required three years to be
signed.

Creating a single liaison department or focal point for IPDA activities
is anuther step African Governments might take. (The Community
Developrent  Trust Fund in Tanzania successfully plays this role.)
Granting [PUAs tar-exempt status for their activities and duty-free
entry for their imports of equipment and material is another such step,
Reduting the restrictions on JPUA personnel's entrance to the country
and travel within the country is a third such step. And, finally,
individual Africen governments should consider establishing a basic
agreesent with [PUAL that carefully defines the parameters of their
work, the African government's espectations of the [PDA, the [F0A's
erpectations of the respective African governnent, and an appropriate
reporting structure.

As  noted abtove, many IPDAs are effective in providing technical
assistance, menagement assistance, and credit to encourage the growth
of small-scale enterprise in Africa. Such activity should be encouraged
by appropriate local structures. Individual African countries might
also do well to create intermediary business-oriented structures like
chambers of cowirce to encourage small enterprise, as one way of
coorcinating and channeling the resources of the IPDAs invelved in this
sector,

The range of cosprrative possibilities between IPDAs and international
buzinesses ¢ dmpressive, particularly for IPDAs and businesses from
the same country in the Korth. Many [PDAs, for instance, already
beret1t from finarncial assistance from multinational co-porations. Such
granrts are a consendent way for multinational corporations to erpress
their own social responsibility and to support economic and social
developrent  activities within the country. In this way, If0As -
perticularly from the US - offer the corporations a tax deduction from
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US taxes as well as a vehicle for the corporation to express its
corporate citizenship within the host country.

There are many examples of pr’.ate firms working with IPDAs in what
amount to joint ventures. A typical format might be an internstional
PDA working with local producers of a cash crop which ultimately is
processed by the company. Benefiting from financial assistance from the
corporation, the IPDA is carrying out an activity true to its own focus
on low-incom: producers; end a product is produced which is directly
beneficial to the business' production goals. Again an example from
Kenya: a local trading firm is trying simultaneously to secure a steady
mango supply for export and to serve national concerns to involve
Kenyan wasen in enterprises, in this case, assisted by the Kenyan YWCA.

Businessec which have assets in local currency or property blocked and
unable to be repatriated to the home office in the originating
industrialized country will find 1PDAs capable of accepting these
resources as a grant to carry cut a program serving econoric or social
developnent in the country, to the credit of the corporation and the
benofit  of  the country. (Host governments can  encourage  such
transactions througr fiscal policies as well, as exemplified by the
previously mentioned F-PAID's success in Turkey.)

Businesses can also tabe the lead in large-scale partnerships between
multinational corporations, naticnal governments, and IPDAs. fFor
esam.le, the Industry Ccuncil for Development (I1CD) representing some
41 multinational corporations, has recently initiated an African
sevelaprent  consortium with IPUAS to establish joint coordinating
services for agro-forestry projects throughout the Sahelian region of
Africa. Tris artiticus scheme, though still unproven, could well serve
as a model for other melns collaborative relationships between the
three seltors.,

IPPfy ¢ar alun o much to brest down the freguent iocal suspicion of
miltirationsl corporations' motives and benefits. Such a role implies
that [PlAL  thercelves should seeh opportunities to dialogue with
busirece leadrs and to invilve them in [PDA programs as board memuers
or otner resource volunteers, Many [PLAS now resist relationships with
butaresos s, Gn the assumntion that their interests and motivations are
too divergent,

cies

There is no more natural and needed alliance than that between IPDAs
and African PUio. The tws groups generally share goals and methods and
have a coaroen fious on the less privileged elements in the society.
Airvcarn, Ploe, should seek new ways and stiuctures to take advantage of
the resources and ovpertice of (vDAs, They can do much to assist 1PDAS
1o Integrate  appropriately into  individual countries. It is no
coincidence, for eranple, that  IPDAS are particularly active in
2 wmhabwe, where there are numerous African PDAs to guide then and
collaburate with thes. And, by their insistence on their uwn lead role
within development activities in the country, local PDAs can encourage
IPDAS to play their appropriate role as catalyst and bridge.



CONCLUSION

IPDAs are by definition hridges, poised between their home countries, whevre they
generate their resources and have access to influence, and Africa, where they
promote and support development activities. This positioning hés implications for
their impacts on both enviromments. The recent outpouring of private
international aid to victims of famine in Africa reflects the potential role of
IPDAs as educators of publics outside of Africa, since IPDAs played the lead role
in England, the US and other countries in alerting the media and then the public
to the crisis in Africa. As a result, African decisionmakers and [PDAs themselves
should not focus entirely on the IPDAs as sources of funds or expertise, given
this potential role as a shaper of public opinion in the affluent Nurth. Indeed,
impressive as their contributions in direct assistance to Africa may be, history
may wzll prove that their more lasting contributions are in this
conscivusness-raising and educational role in the industrialized nations of the
North.

$1 billion dollars each year and millions of corstituents ... the.e are the
resources that IPUAs bring to Africa. This impressive statistic and the role o°
IPDAs as a bridge and a partner with African governments, businesses and African
PDAs - as wcll as their own home constituencies - bode well for a continuing and
increasing contribution by international private development agencies to economic
and soc1al developrent n Africa.
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A responsible society is a joint venture between the govermment and the people
for achieving development and enhancing the quality of life through humane and
ef ficacious means.

In this joint venture the responsibility of the govermment s to provide the
enabling environment which necessarily postulates a humane and efficacious
policy; and the responsibility of business is to participate in development and
enhancement of the quality of life.

One uvi the few eternal verities of economics is that growth takes piace fastest
under conditions of economic freedom. West Germany and East Germany, South Korea
and North Korea, are classic examples of how two segments of a single people,
alike in every respect, reach vastly different levels of development when one
operates under conditions of freedom and the other has a state-controlled
economy .

Indian socialism

India serves as perhaps the most telling example of what lack of economic freedom
can do to a country. India is a singularly gifted nation, endowed with
intelligence and skills, the natural resources and the spirit of enterprise
neede¢ to makte it one of the powerful economies of the world. An Indian can buy
from a Jew, and sell to a Scot, and vet make a profit! But see how different the
reality is from the potential.

Inzva is tne fifteenth poorest nation in the world, the annual per capita income
being no mure than $260. 1t became a republic in 1950, and during the 36 years of
self-ruie its per capita incame in real terms has risen no more than 58 per cent.
Hong ¥ong has twice the trade of India. If Hong Xong with 0.7 per cent of Incia's
population ans less thar (.03 per cent of India's land area (without even weter
as a natural rescurce) can be so far ahead of India, it is clear that India
serves as a werning in the art of econumic management.

How does Incia manage to remein poor? The credit for that accomplishment goes to
the politicians who were wedied to dottrinaire socialism and practised it &s the
national policy tiil 19248, When Mahatma Gandhi was asked whether he believed in
sociailiss, his anser was, "ho. Bul | believe in social justice.”

Socialisr is tro sncial justice what ritual is to religion and dogma is to truth,
State Ownersrin an: stats cartrcl are the shells of socialism which were really
intended to protect and promute the growth of the kernel; but rigid shells merely
stunt 1ts growih. The fanstical devoticn to nationalisation as an end in itself
and the con®lwence of al) controls in the hands of the government made Professor
J. K. Galuraith observe that in the old days the principal enemies of public
enterprises were thooe who disapproved of socialism; while now it is the
socialisty tnemselves,

Fundamerntalisn 15 the triuph of the letter over the spirit, It spurns the Jesson
taught tw, thousand years ago that the letter killeth but the spirit giveth life.

Secular fundarertalism is as dangerous as religious fundamentalism. Many
socialist countries of the South today practise economic fundamertalism. The
govermient respects the letter of socialism -- state control and state ownership

-- while the spirit of social justice is left no chence of coming to life. This
archaic style of socialise has become the currency in which politicians play
their unending game. They have made socialism the opiate of the people. Where



such socfalism becames the national policy, people may continue to dream of a
higher standard of living but will never manage te underwrite their dream 1in
terms of output. No amount of slogan-mongering or munificent promises can get
over the basic law of eronanics, -- you cannot divide more than you produce.

The State is too much with the people of the South. Socialism heavily subsidises
an 1inefficient public sector, imposes laoyrinthine controls over private
enterprise, and politicises the labour market. Corruptiun is the inevitable
consequence of a system which leaves every decision to the arbitrament of
bureaucrats. Further, economic freedom is inter-linked with political freedom. If
profit is a dirty word today, liberty will become a dirty word tomorrow.

while it 1is possible to have economic growth without social justice, it is
impossible to have social justice without economic growth. Economic growth
withcut social justice is inhuman, but social justice without economic growth is
impossible. And economic growth is equally impossible unless we combine the
humanism of true socialism with the dynamism of private initiative which is
loosely called ‘capitaiism’,

How many countries of the South have perpetuated poverty by their mindless belief
in state ownership and state control? They have set up the public sector which
can boast of a large herd of white elephants; while they have failed to tap the
boundless reservoir of the peoples' response and initiative, energy and
endeavour, prosaically termed “the private sector”, The vital point to remember
is thal the public sector does not necessarily spell public guod, and the private
sector does not merely spell private gain,

The new Government's policy
A sea of change has taken place in the Indian national policy under the new
Government of Mr. Rajiv Gandhi since the beginning of 1985. Direct taxes have
been drastically lowered and the Byzantine controls have been liberalised.

We have now moved from econamc theology to economic rationalism. In the words of
J. M. Feynes, “Man will du the rational thing, but only after exploring all other
alternatives.” Today India believes in fruitful egalitarianism in place of
sterile socialism. However, this is not openly admitted, because many politicians
find sometring indecent about the nahed truth,

Responsibilities of business

To Cancide's optimistic dictum “This is the best of all possible worlds", the
pessimist's reply was "I av afraid so". Even in 1986 India is certainly not the
best of all possivle indias. Gccasionally we have the triumph of hope over
experience, but those are short-lived moments of Pollyanna optimism, and even the
cheer-mongers are driven to rejoin the ranks of "despairing optimists".

Among the best business huuses in India there is a growing consciousness of the
social responsitalities of business. Gone are the days when it was held to be
sufficient if a company pard reasonable wages to workers, gave quality goods to
consuners, paid fair dividends to shareholders, and bore its due share of taxes.

It is increasingly realised that business is pre-eminently suited to play a vital
role in the develoment of & nation because it can supply the four elements, the
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combination of which can lead to development. First, leadership -- the
incalculably important factor. Secondly, organisation. Dr. Schumacher rightly
said that the underdeveloped worTd needs three things -- education, organisation,
discipline. Thirdly, human resources. Human energy and human software are
indispensable. Fourthly, financial resources.

It is futile to expect everything from the govermment. A perceptive thinker
observed that there arc two categories of persons -- those who expect the
political system to produce humanity and care, and those who practice humanity
and care in the faith that it would produce the system.

What 1s required is not merely involvement but total commitment on the part of
business to natioral development. The distinction between development and growth
is crucial. In our obsession with the Gross National Product, we have forgutten
Gross National Happiness. Growth is concerned with the former; development with
the latter. Gromth is quantitative; development is qualitative. Quantitative
growth counts; but qualitative development matters. A standard of living is
import, but standard of life is vital

6andhi's doctrine of Trusteeship

The one person whu presented to the business commanity the Vision of Voluntericm
most elogaently was Mahatma Gandhi. He taught the timeless lesson of "Ghecience
to o the Unenforleable”. According to him, the seven deadly sins were the
folloning:

"Commerce without ethics;
Pleasure withuut conscience;
Politice without principle;
Foowledge without character;
Scaenze without humanity,
wedlth without work
worship without sacrifice.”®

Matatme Gardi belicvs! that while there is the unacceptable face of capitelise
there s also the attractive fale of captalion, (ynician corrupts, and atorlyte
Cymrcis corru, vy atiolutdly. The one ailnent which businessien have to Guir
against is folty degeneration of conscience.

(98

Single-winded pur st of mone, improverishes the mind, shrivels the imazinztion,
and desiccates the heart. "The golden age only comes to men", saic G. K.
Chesterton, "whon they have, if only for a moment, forgotten gold." Mahatma
Ganchi taujnt businessmen thet yo. ca be engeged it commerce but without having
a conmercralioe’ outlon . He exhurted young men to cultivate their mind, but not
merely witr, o view to offering it as a comwdity for sale in the marbet place.

Businesomen sroule o ants buvinens to ¢ well, but stay there to do qooc.

It was Mutalie Gondi w'o coolved the doctrine of Trusteeship. Your wealth, your
talent, your tir. and encryy, are all held in trust for society at large. As he
observed, unie the doctrine of Trusteeship is accepted, philanthrony would
disappear. A pan why is only a trustee of a public charitable trust does not get
kudus four merely discharging his trust and dishursing the funds for pudblic
benefit. Dr. Pajhavan lyer surs up Mebatma Gandhi's doctrine of Trusteeship in
the following words:



wp  trustee is one who self-consciously assumes responsibility for
uphoTding, protecfing, putting to good use whatever he possesses, acquires
or earns. For an individual to be a trustee 1n any meaningful sense mplies
That he is self-governing and morally sensitive. He js acutely aware of the
unmet needs of others and, simultaneously, i capable of controlling and
transmuting his own appropriating tendencies. He is deeply committed to
cultivating his most generous feelings and altruistic hopes for others,
while consciously and patiently freeing himself from all recognised
exploitative attitudes and relationships. He tries to become
self-regulating, reliable and sacrificial.”

Corporate philanthropy

Corporate philanthropy can be such a potent force that at a conference held in
Britain in August 1985 it was called the Fifth Estate.

The social responsibilities of business can be discharged in one of three ways:
(a) The very undertaking of the enterprise may involve public service,
e.g., supplying essential goods 1o the community at little or no
profit.

(v) The manner of running the undertaking may itself result in public
benefit, e.q., giving employment to the handicapped.

(c) Evtra philanthropic activities, involving men, materials or money.

The quqli}y of life

Shorn of old cliches and eshausted slogans, the quintessence of an improvement in
the quality of 1ife can be surmed up under four headings:

(a) Puulic health and nutrition,
(L) Fawily planning,

{¢) Educatron, and

{d} Ecology.

Year after year India persisted in its cardinal blunder of taking no effective
steps to mabe investment in family planning, education, public health and
nutrition, ignoring the truisn that investment in human development is far more
importaent than physical investment.

One thing is clear. Aid from the rich countries is no substitute for self-help.
The under-development of a natien has never been cured by a massive transfer of
wealth. No country, howsver rich, can develop another country merely through
finance. In fact, official aid accounts for only 13 per cent of the total
investment in developing countries. Dr. Drucker uttered a profound truth when he
said, “There are no under-developed countries. There are only under-managed
ones.”
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Between two and three people out of four in India have no proper sanitation and
no clean drinking water. Thomas Hood's words are still true:

“Oh! God! that bread should be so dear, And flesh and blood so cheap!”

India can never make significant progress so long as the population keeps on
increasing at the present rate. Every half an hour, the Indian population
increases by over 1000.

It has been said that development is the best contraceptive. But devalopment
ftself would not be possible if the present increase in number continues.

The rich get richer, and the poor get children which helps to keep them poor.
More children does not mean more workers but more people without work. The World
Bank's latest World Developnent Report rightly suggests that population control
is one of the first imperatives of development, since economic advance is so
severely diluted by rapid population growth. It is not suggested that human
beings should be treated like cattle and compulsorily sterilised. But there is no
alternative to family planning at a human level without introducing an element of
physical coercion. The choice s really between control of population and
perpetuation of poverty. Anyone familiar with Indian conditions would have no
doubt that the hope of our pesple would die in their hungry hutments unless
population control is given the topmost priority.

Article 4% of our Constitution enacts, “The State shall endeavour to provide,
within a period of ten years from the commencement of this Constitution, for free
and com; ulsory education for all children until they complete the age of fourteen
years™, Even 36 years after the Constitution came into force, 66 per cent of our
people are literally illiterate, maving meaningful democracy impossible but
making it easily possible for politicians to have a vested interest in illiteracy
and puhlic ignorance.

Thomas Jefferson, one of the founders of the United States of America, remarked,
“1f a nation espects to be ignorant and free, it expects what never was and never
will be". wWhon a repe lic comes to birth, it is the leaders who produce the
institutions. Later, 1t is the institutions which produce the leaders. The
question -- whore are the lesders of tomorrow? -- can only be answerec by the
other question -- where are the nation-building institutions which can produce
the leaders of tomorrow?

Do we have educational institutions which aim at generating excellence, and which
are equipped to produce "movers of people, mobilisers of opinion" -- integrated
personalities whose minds, hearts and chicacter have been developed in the noble
traditions of our invaluable heritage?

i am using the word “"education” in its profound sense. Animals can be trained;
only human beings can be educated. Education requires personal participation and
transformation. it cannot he giver Lo anyone; it must be imwardly appropriated.

H. G. Wells wisely observed that human history is becoming more and more 3 race
between edutation and catastrophe. This observation indicates what our people
without education are heading for,

More than 27 million acres of tropical forests are disappearing every year, or
almost an acre a second, according to the latest Report of the UK Food and
Agriculture Organisation. Wood s pecoring scarce, because men in their
comercial greed have been causing the death of forest. [n the zoo at Lusaka,



there is a cage where the notice reads, "The world's most dangerous animal”,
Inside the cage there is no animal but a mirror where you sec yourself.

The earth itself is a living organism -- an enormous L.ing, of whom we are parts.
It has its own metabolic needs and vital processes which need to be respected and
preserved.

The least noticed part of the First Brandt Report, which should have met with the
widest measure of agreement, was the one dealing with ecology and environment.
The Report asked the question -- “"Are we to leave our successors a scorched
planet of advancing deserts, impoverished landscapes and ailing environment?"

India, like far too many other countrics of the world, has been guilty of
strident deforestation and shameful damage to ecology.

In all the aforesaid areas which touch upon human development and the quality of
life, the business houses can play a leading role. The House of Tatas affords a
good example of how the social responsibilities of business are being discharged
in India while ensuring a fair return to the shareholders.

(a)

{c)

Afforestation

Forest cover which was 43 per cent of the Tand mass when British rule ended,
has been reduced to 11 per cent in Jndia today.

The Tata Electric Companies and The Tata Engineering and Locomotive Co.
(TELCU) have taben on programmes of afforestation. The Hydro-electric
Com; anies heve considerable catchment areas in their charae which have not
only been protected but enriched over the years, Wild life flourishes. In the
lases, fisheries are cultivated and fishes are flown to different parts of
the country, generating emy loyment in other areas.

Tt 00 presents to each villager in a wide surrounding area, without charge,
two fruit trees, The villasers will protect the fruit trees from cattle, --
whiich the, will not do resdrly for other trees. Wherever forests are created,
the ground water level goes up; and even at the height of summer the weils
Shoe an 1nirease in water level,

Creating rural skalls and e loyment

Tre Tata iron and Steel Co. (TISCU) has the largest social development
prograte of any private cospany in India. It runs a city (Jamshecpur) for
over hglf a millicn people and its five-year rural development programme
reacnes 15,000 peonle over 300 sq. km. Its aim is to develop crop cxtension
and village 1ncusntrien {lke dairy and poultry) around the city. For exanmple,
whisre Cane 1% avarlable, the traditional handicraft of basket-weaving is
revived. The cavpan, provides marketing for the village people.

Farmily Plarring

Farily planming 15 dealt with by mobile health vans of TISCO. In India, as in
Africa, tne faraly umit provides social security, hence sons are valuable for
the old age of parents, 1f parents are assured of medicare for their
ety ldren, family planning s acceptable tc them. So health and family
planning go hand 1n hand.,



(d) Catalysts in the Development Pricess

4 Trust fourded by Tatas started one of the first integrated rural
developnent schemes 33 years ago. Today it acts as 2 catalyst, helping the
villagers to get lvans from the Govermment for 1ift-irrigation and other
programmes. Starting its experiment 1in the early 1950s in & parched area,
today almost every family in a group of 13 villages has a transistor and a
cycle,

(e) Road building

Tata Chemicals has built up a areat reputation for social service. So the
State Government requested the company to undertake road building in its
vicinity, -- the Government meeting half the cost of the roads, the company
bearing the other talf,

(f) Encouraging talent

The Tata Trusts have assisted in training five generations of scientists and
engineers. They spotted and encouraged a young man who came along -- before
the Hiroshima explosion in 1945 -- and said that if India could develop
atomic energy it would meet its power needs of the future. The yourg man was
Dr. Homi Bhabha, and the institution that the Trusts built arcund him became
the cradle of India's impressive atomic energy programme.

One doa=s not have to be necessarily a philanthropist to bestow social benefits.
Comparies in their own self-interest can assist in production of the goods they
want, and therety alleviate the poverty of the people. For example, in India,
Cadburys have pioneered plantations of cocoa; Richardson Hindustan (better known
as 'Vicks') have enccuraged the growth of menthol on the hills of Northern India.
There are countless ways in which industry can create wealth. The fallout is
bound to benefit society at large.

In scverel parts of India the condition ot women has improved greatly by their

taring incustrial jobs to which they are well suited. This way industry helps to
bring about a quiet socia! revolution.

Appropriate technology

Or. Schumacher, the author ot 'Small is beautiful’, related how one day when he
was driving through a countryside in Africi he saw 2 whole lot cf people
besieging the walls of a factory. He though. there was a minor riot. His host
corrected him and esplained that there was a textile mill set up by a European
company with highly sophisticated equipment that absorbed only 300 wcrkers,
fverybody in that nigh-unemployment area was fighting for a joo. This incident
set Dr. Schumacher thinking about the benefits of “appropriate technology"”.

India sets great store by technology appropriate to its stage of development.
Generous fiscal incentives and financial support are given to units in the
small-scale and mediun-scale sectors,



Divisiveness

India became independent on 15th August 1947 and since then we have observed the
15th of August every year as the Day " Independence. ] have suggested that
hereafter we should celebrate the 15th of August as the Day of Inter-dependence
-- the dependence of the 22 States upon one another, the deperdence of the
different communities upcn one another, the dependence of the different castes
upon one another.

It is amnazing how far business can help to eliminate the differences between
different regions, communities and castes and thus help the cause of national
integration.

Civilisation is an act of the spirit. The busines. world has a major role to play
in disseminating the bhenefits of civilisation. in the words of Arnold Toynbee,
“Our age will be well remembered not for its horrifying crimes nor its
astonishing inventions, but because it is the first generation since the dawn nf
history in which mankind dared to believe it practical to make the benefits of
civilisation available to the whole human race."
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RECOMMENDAT 10NS

The key recommendations in this paper are:

1. African Governments should encourage and support the development of the
private sector 1in their countries, and in ways thet contribute to
economic growth, increased self-reliance and wider opportunities for
wealth and income. They should support the efforts of local
entrepreneurs to gain access to adequate financing and work toward the
alleviation of the debt burdens of their countries.

2. African Governments and Buciness, both locally and internationally
owned, should recugnize Lhe enlightened self-interest of both parties.
Government pulicy should create a supportive environment for the pursuit
of business activities. Business should conduct its affairs in a way
that is socially responsible.

3. Business, both locally and internationally owned, should recognize its
obTigation not only to provide goods and services efficiently and
responsibly but to contribute to the wellbeing of society as a wnole.

4. Business, as it considers the means by which it exercises its
résponsibility, should consider each of the following models:

a) the wuse of technical, menagement and financial ra2sources to
facilitate aaditiona) businecs development;

b) cash contributions for charitable purposes;

¢) non-cask contributions -- gifts of company product, land, facilities
and equipment;

¢} corporate assistance activities -- loan of company personnel, use of
facilities, project leadership, etc.;

e) collabaretion with other companies, government and other entities to
promete tocal wellueing,

f) juint ventures with international or indigenous PDAS;

g) direct investment to meet some local need.



INTRODUCTION

The relationship between business cid society in Africa involves a mutuality of
interest. A strong private sector can contribute to economic growth, increased
self-reliance and wider opportunities for the accumulation of wealth and income.
Decisions made in the public sector ce:. contribute to the growth ¢f an indigenous
private sector, attract foreign capital and create nes jobs or they can stifle or
discourage private investmer.ls altogether.

This peper examines the social impact of business in Africa in five major areas
of activity:

1)

2)

the pursuit of daily busines. affairs -- developing desired goods and
services, providing jobs and trairing, investing in technology, using
lycal suppliers and paying lases;

conducting business arfairs in a way that is socially responsivle --
ensuring fair employment practices, job safety, reliavility and cafety
of product, environmental protection and the conservation of natural
resources.

corporate philanthropy -- support of social development thraugh cash
giving that is deductible as a charitable contributicn;

non-cash giving -- gifts of company product, land, facilities and
equipnent that w2, be deducted o5 a charitable contribution: and

Corporate assrstance ectivities -- loan of company personnel, ute of
facilitios or services, loans or investments at below-market yield and
dornations of cash or procducts not deducted as a charitable contribution.
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WHY CORPORATE PUBLIC INVOLVEMENT

A few years ago, the press in the United States anc Europe gave considerable
attention to the development of codes of ethics, corporate responsibility
programs and other forms of public involvement by large transnational
corporations. Both small and large business institutions sought to define
principles, describe practices and develop programs to promote the wellbeing of
socfety. But the notion of a mutual benefit for the company and the comiunity is
not exclusively American or European. Many countries in other parts of the world
are now keenly interested in the social role of business,

Business and governmnent leaders in Japan, for example, want to know why business
leaders in the West are not satisfied with simply producing a product or
previding a service that pleases customers; providing jobs that please employees;
and providing profits that please shareholders? Why, in other words, are they
using a portion of their profits to support and sustain communities?

At least three answers are provided:

1. The idea of civic duty. Some businessmen argue that the Ltuciness
Frstitution 15 a corporate citizen with the rights and responsitilities
of citizenchip., Some even argue that the corporate charter mercs the
business institution a trustee of the public good. It is not simply an
economic institution engayed in the business of making a profit, but a
social institution which alsc impacts on pecple and their comunities.
Corporate phalanthropy, loaned executives and leadership of local
charity drives reflect a larger commitment to being a gond corporate
citizen,

2. The ddoa that coryorate nutlic involvement can provide a corpetitive
edge, POt acTs of "salial responsibility are sometimes aligned in such
3_:3} as te enhanze the company's image or promote the company's product
and guzls. Now called "cause-related” marketing in the United States
this understancing of social responsibility has long historical roots.

3. The ddea of enligitencd self-interest. Some businessmen argus thet
Corporate beneTicénte is part of the cost of doing business. The
corporation, lik¢ individuals, benefits from quality educational,
health, w-lfare, and cultural activities. And, like indivicuals, it is
assured also to have responsibilities to support and develop such
activities. The idea of enlightened self-interest acknowledges that a)
corporate  existence  is  dependent upon the consent of the various
individuals and groups whose lives it affects; b) a corporation is a
social orgamizetion organized to produce goods and services in a
corpetitive enviromment which gets the right to do that from the consent
ot these individuals and groups; c¢) those who have a stake in the
business corporation will mate claims on it; and d) the long-tern,
self-interest of even the shareholder depends on a corporation's ahbility
to satisfy the claims of other “stakeholders" -- employees, customers,
suppliers, creditors, communities and governments,

Each of these rationales for corporate public involvement -- the idea of civic
duty, the use of various forms of corporate contributions to support marketing
objectives and the idon of enlightencd self-interest -- reflects to some degree
the notion of corporate c¢itizenship, Bu:iness corporations have long considered



the responsibility to shareholders a primary obligation. But it 1is increasingly
recognized that there are parallel (sometimes competing) responsibilities to a
wide variety of other groups with a stake in a company's operations.

MODELS OF CORPORATE RESPONSIBILITY

It is useful to look at some examples of how businesses in Africa are responding
1o the needs of these stakeholder groups, helping to solve community problems and
contributing to social develnpmant,

1. The Indigenous Business and Social Development Model

The idea of a free-market approach to African development is now widely promoted.
While those who know Africa best regard enterprise cevelopment as an important
strategy, they are quick to point to the need for other approaches as well, They
worry about the continent's $175 billion debt, one-crop economies at the mercy of
pricing decisions made in New York and London, and the projection that Africa's
population of 432 million will triple by the year 2025.

Yet, while African entrepreneurs are severely restricted by the lack of access to
international financing and the critical debt burden of their countries, the
potential of enterprise development should not be minimized. The work of groups
like the Ghana Business and Professional Women's Association (GBPWA) is
especially worth noting. This organization provides guarantees for bank loans for
women in agriculture and small-scale industries as well as marketing assistance.
The GBPWA also provides technical advice and introduces appropriate techaology to
wanen's groups in the fish-smoking business and dry-season vegetable farming.

The Zonta Club, another association of Ghanaian women entrepreneurs, is involved
in projects to ensure a better living standard in rural ereas. The Club works
with village committees in self-%ielp projects by providing financial and material
{roofing sheets, cement, timber, atc.) support.

Local entreprencurs are not only supporting the development of additional
enterprises, but many are reaching out to help improve the quality of life in
their communities. In Nigeria, local tusinessmen are contributing cash and
materials through their local Rotary Clubs to build day-care centers and youth
sport facilities as well as to provide refuse bins, A wealthy businessman has set
up a successful center for the handicapned and is seeking local and international
cooperation. A commercial bank, The Uniied Bank for Africa Ltd., sponsored a team
of officials from the Pan-Africa Relief Foundation to assess the drought
Situation and the relief needs of Ethiopia.

The entrepreneurial spirit is not only alive and well in many African nations,
but local entrepreneurs are doing their part to promote the general welfare.
However, large-scale private sector development will require increased support
from the international community and wiser allocation of development resources
locally, African businesses need equiiy participation rather than debt. Local
govermments and entrepreneurs need to spend more development funds on agriculture
than on glamorous projects that only ad¢ to the debt burden. With population
increasing faster than food resources, more attention will need to be focused on
farming. The bottom line is that while there is much that indigenous African

&



business can do to contribute to national and local development, the private
sector remains very much at the mercy of factors it cannot control. The need for
greater stability in world commodity markets is only one, but an important,
example.

2. The Host Country Private Foundation Mode)

The idea of formally setting aside some percentage of profits to be used for
charitable purposes in the home country has long been a practice of
multinationals. What is new is the creation of foundations in the host country.

The Coca Cola Company has recently rreated two independent foundations to support
education, housing and business development for black South Africans. The two
foundations, the Fqual Opportunity Stducation Fund and the Equal Opportunity
Development Fund, will be administered by a Board of Trustees composed
predominantly of black South Africans. Members of this board include Bishop
Desmond Tutu, Arthur Chaskalcon (Director of the Legal Resources Centre), Gert
Johnannes Gerwel (Professor at the University of Zululand). The company's initial
commitment to the foundations is $10 million,

The critical feature of this approach to combatting apartheid and supporting
black development in South Africa is the entrustment of all spending decisions to
black and colored South Africans. These trustees wer2 selected from a number of
different constituencies tirough consultation with a cross-section of South
African religious, political and business leaders.

This approach compares in style to the arrangements established by some Japanese

firms, including Hitach? and Panasonic, in the United States, with grantmaking
managed by Anerican trustees,

3. The Home Country Grantmaking Model

Some business corporations based in one country make grants to support
development in otner cocuntries.

In 1978, 171 provided a three-year grant of $600,000 to the Institute of Cultural
Affairs (ICA), a C(hicago-based nonprofit organization, to help fund human
developrent projects in the riral areas of Nigeria and Korea. In addition to
granting funds, 177 personnel v>lunteered to assist villagers in their economic
and social reconstruction pruy s,

The results of the Ijede project in Nigeria alone included the following
accomplishments by 19&2:

* Four industries woere created, including a sewing factory employing 25
tailors, a poultry industry with 80O hens, a motorized fishing fleet, and
a communitty farm;

* Seventeen community buildings were constructed and 123 private
residences. The road wa. paved and 30 mercury vapor lights were
installed,

* Over the three-ycar perioed, 533 people were involved in 26 training

programs, including preventive health care training for 19 health care
workers,

A



Another example of home-country grantmaking is the $60,800 grant made by the
General Electric Foundation to sponsor an innovative project to coordinate
private, public and non-profit aid to Mali. This initiative is a pilot project
which will test the ability of several private voluntary agencies to work
together to aid one country.

The GE Foundation grant covers the cost of the detailed planning to outline the
rcllaborative strategy of the participating agencies. Funds for the initial
nlanning were provided by PACT (Private Agencies Collaborating Together), a New
York City-based consortium of orgarizations engaged in relief and development
efforts around the world. The project will be administered by PACT with the field
work funded by USAID,

The prc,act represents an experimental approach to development aid. It is based
on tie premise that all develapment needs are inter-related. Shared resources and
coordineted planning amo.g development agencies should lessen administrative
costs while increasing the impact of each agency's efforts.

While most grantmabing activities involve cash contributions going from the home

country to the host country, some companies are using blocked currencies in host
countries to meet their charitable commitments.

4. The Industry Collaboration Model

One of the best examples of support for African development is the work of the
Industry Council for Development (ICD) in the 35ahel and Somalia. The ICD is a
non-profit, non-commercral membership corporation which makes expertise from
industry available on a non-cammercial basis, to assist the priority economic
developrent ef forts of developing agencies. Members include 41 companies from 15
countries,

Over the past year, the [Industry Council for Development inaugurated a
collaborative project involving member corperations, interested private voluntary
organizationc, interrational aid agencies, governments and regional organizations
to assist a priocity development sector in Sub-Saharan Africa. Agroforestry in
the Sanel rejion was chosen as the focal point, taking advantage of the
corplemencary shalls and experiences of the partners.

The concept was strongly ~ndorsed by UNDP, the World Bank, the UN Office for
tmergency Operations in Africa, UhiCEF, USAID and the EEC. The choice of
agrcforestry in the Sahel as a priority focal point represents the consensus of a
worting group of representatives, including foresters, PV0s, the Wurld Resources
Institute and 1CU members.,

Tne 1CD will tate the lead 1n establishing a service center to support
agroforestry development efforts in the Sanel, initially on a pilot basis. The
project will be organized around a central information management mechanism. If
the pilot de-mrnstrates that significant value is added to PV0 efforts in
agroforestry throug’ such a support center, establishment of a broader project
will be consigered.

A second example of industry collaboration is a joint venture in The Gambia and
Sierra Leone betworn Africare and the Pharmaceutical Manufacturers Association in
the United States.



Africare, an American PVO, and thirteen member companies of the Pharmaceutical
Manufacturers Association of the United States collaborated successfully in a
twenty-one month venture in The Gambia beginning in 1982 to help improve the
management and distribution of basic pharmaceuticals to allow their broader
availability in rural areas. This project grew out of a meeting in 1981 when
several member companies of the PMA concluded that it would be in the industry's
best interest to improve in-country infrastructures in the developing world, @
perennial block to drug distribution. To do this involved identifying structural
weaknesses within existing LDC distribution systems, a task beyond the resources
and capabilities of the pharmaceutical companies who were not development
specialists. The PMA thus decided to collaborate with a private voluntary
organization with development experience in Africa, choosing Africare.

Africare provided specialist assistance to the Medical and Health Department of
the Government of Gambia tu help strengthen systems and practices for
record-keeping, inventory control, and the distribution of pharmaceuticals.
Africare also supulied the specialized equipment for the new system. Furthermore,
a one-time grant froo Africare of $50,000 for basic pharmaceuticals allowed the
government to use that eguivalent for one-time costs such as training to improve
the systes. The pharnaceustical participants contributed $200,000 in cash and
in-kind suppurt,

A key feature of the project was its placement from the beginning under the
supervision and managetent of the Medical ana Health Department. Evaluation heac
showr. the nes syster, to be worbing well despite the high cost of petrol and a
shortage of Lrained personnel. This project demonstrates what can be accomplished
whin a dedrceted national government wores together with the private sector and a
volurntary organization. The success of the Gambian project has stinulatec o
replication project in Sierra Leone involving the World Bank, Ut CEF, and
fourtees mester companies of the PMA, The former Chief Storekeeper of the M:D in
The Ga~:ig, fom retired, hoo been engaged as a resource person.

5. The Non-Cash Contribution Model

One of the drportant opportunities for contributions to African development s in
the une of Corporate rescurces  in ways that do not involve direct ceth
cortri isnn, It me, include the contribution of equipment, know-how, services
or sper o) talents or it may involve training, the deveiopment or improvement ¢t
local infrastructure r Gther significant contributions that do not include the
direct eszbangs of

Urion Carbide, as an expression of its commitment to improving the quality of
life for Zi=tahweans, built and equipped a technical college in tne municipelity
of Que Que. The college, opened in 1961, is de:iigned to train 240 students per
year in elestrical  ant mechanical engineerizg skills, It was intended to
alleviate a chronic shortags of trained technical personnel in the country anc to
discoureqe o t-migraticn, The cost was $4.5 millicna.

In addition, the corpany has buill and equipped nine other schools in Zimbabwe
and conducts acult literacy education for 400 students at various locations.

One of the largest multinationals operating in Zimbabwe, Unicn Carbide ermploys
4,577 poople. The company is comritted to the welfare of these employees in many
wrys. offering pensions and benefit programs for secure retirement, life and
accidant insurance, medical aid, and subsidized housing.



In the high plateau country of Thika, a city 27 miles northeast of Nairobi,
Kenya, Del Monte Corporation built one of the world's most modern food processing
plants, surrounded by a plantation of 9,500 acres, four years after arquiring a
major interest in Kenya Canners. The company has been diligent in providing
employee and community assistance. It has built housing in eight separate
villages for 12,000 people, a nursery, primary schools, and a top-quality
secondary school well-known throughout Kenya. Del Monte has also been active in
adult education programs and has established a three-year apprentice program in
the company's autanotive shop.

Del Monte has been rewarded with high employee loyalty, experiencing a turnover
rate of only 3.-50 annually., The Del! Monte operation provides employment for
6.500 Kenyans; an additional 5,000 jobs have been created in various supporting
industries.

6. The Joint Venturing with PYO Model

We have already seen how private voluntary organizations like PACT and Africare
are  working with industry councils, but some PVOs also work with single
companies.

In 1955, Liverian-Arerican Mining Company (LAMCO) began construction of an
iron-ore mining venture near the town of Yekepa in Liberia. Under a contract with
the Liberian government, which expires in 2022, LAMCO is to mine iron ore for
export only with revenues accruing to its owners in Liberia (50 ), Sweden, Canada
ang the Unites States.

When LAMIG began construction of its mining operation, Yekepa was a traditioral
rural tow.. Hence, from the beginning, the company provided fully for social ang
infrastructural needs, including housing for its employees and a railroad to the
port. in 1943, mining operations began. By 1969, acting on its own initiative,
LAMID besan to organize subsidiary enterprises, including a supermarket, a
housing  construction firm, a transportation company, a lumber company, a
furriture repair shap, and a movie theater-restaurant-hotel complex,

It soon becams apparent, however, that there was a lack of local skilled manpower
Lo menage these enterprises, Furthermore, with many inhabitants attracted to work
in the wines, the area wes no longer producing adequate food. Thus, in 1973,
LAMIG  sought  the  services of a private development agency to assume
respensito ity for  the company's economic and social development programs,
Part erstap for Productivity (PP)  was identified and in July 1974 the PP
Foundetron Liberic wes set up with the goal of helping the inhabitants of Yelepa
town anc 1ts surrounting villages to become self-supporting by the year 2022.

The Yehepe project illustrates the need for early social development planning: PP
1s still struggling to overcome problems created by its late entry into the area.
The first years of pp activity have indicated the following:

¥ the need to consider development as a slow and long-term process;

* the benefits of including an intermediary development organization from
the earlest stages of planning a multinational project;

Y the desirability of giving the intermediary organization full
resporizability  for  development  activities in cooperation with the
multinational, the local people, and the host govermment ;
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* the 1importance of flexibility on the part of the intermediary in
responding to local initiatives;

* the need of the intermediary organization to act as an ongoing catalyst
between the local people, the multinational and the government.

While an intermediary development organization cannot prevent problems from
developing, it can create a center for constructive cooperative action.

7. The Business Investment to Solve a Local Problem Mode)

Occasionally, & foreign company makes a business-related decision to participate
in a profit-making way in solving local prob.ams.

One example is the involvement of Monsanto in the cevelopment of an energy-saving
peasant farming system in Kenya. The Xenyan farmer uses an area of his land for
grazing livestock and the remainder is planted for food crops. Every few years
the grazing area is rotated to cropping areas. The natural perennial grass
becames an aggressive weed pest.

To combat this, Monsanto has introduced a conservation tillage system using an
environmentally safe, eoasy-to-use weed killer, The system has taken years to
develop, including training, demonstrations, and preparation of support
materiels, The objectives are long-term, the profits lie in the future. But
Monsanto's approach represents real participation in a developing country's basic
problems,

These mudels reflect the wide variety of socially responsible corporate
activities wunderway in Africe. Some are traditional with business, such as
providing housing, social services and education for their employees. In some
cases a corgany, contributes funds to a development agency. In more innovative
approacnes, private enterprises collaborate with others in their incdustry and
with developnent agencies.

ho medels are woong, bul the recent collaborative ventures between non-profit
roups, co-porations and host governments demonstrate the enormous potential that
ie in poohing o variety of resources.

SOCIAL IMPACT OF CORPORATE RLSPONSIBILITY STATEMENTS AND CODES

Given the many wa,t in which businesses contribute directly to social development
in Africa, 1t 1is easy to overlook the social impact of enlightened business
decisions in the straightforward pursuit of daily business affairs, Some
companies have adopted codes of conduct to guide employees in all aspects of
their business activities. The official code of the Caterpillar Tractor Company,
fur example, commits its employees to busine: conduct "at a level well above the
minimum required by law." It begins with ¢ statement of ownership and investment
and end. with a comitment to help improve the quality of life wherever the
comany does businecs. According to Caterpillar, “the principle of mutual benefit
to the investor and the country should prevail in the case of business investment
in any country ... investments must be compatible with social and economic
priorities of host countries, and with local customs, tradition and sovereignty."”

-9 -



The Code of Ethics of Cummins Engine Company, similar in many ways to the
faterpillar code, sets standards for product quality, competitive conduct,
relationship with employees, pricing, corporate facilities, relationship to local
covermments and the observance of local laws., Most such codes confirm the notion
of enlightened self-interest, acknowledging the direct benefit of operating in
accordance with standards of responsibility,

But African nations seeking to foster an appropriate relstionship between the
public and private sectors of their economy must also contributc tc the creation
of an enviromment conducive to responsible business practices. Govermments have a
right to set minimum rules of the game and investors hsve a right to demand that
these be clearly spelled out. Even businesses with strong corporate ideals
dislike being put at a competitive disadvantage for being more responsible than
local custans or laws demand. So, while it is important for govermments to
provide a supportive requlatory climate, tax and other investment incentives that
can lead to increased business activity, they should also provide an enabling
environment that encourages business corporations to be responsible corporate
citizens as well,

Key elements of co-porate responsibility that have been found to be of special
interest to some African ministers and heads of state include the following:

1A structure which permits sorrlg’_]_c_)cal control

Joint ventures which estabiish a partnership between the host country
and the foreign investor ensure joint accountability as well as a
mutuslity of interest. Some host countries opt for majority control
while others integrate local private capital with the resources of the
foreign investor in other arrsngements. In some instances, a license
agreerient where the host country pays a fee for the use of foreign
technology may prove to be the mest useful arrangement, In other cases,
the parent company may insist on full ownership in order to ensure
procuct uniforaity and protect patents and tracemarks. The host country
should neg tiate whatever investment arrangements and corporate forms
best suit 1ts develogrent abjectives,

. Provicione for regiea of agroeenant
Tre initial agreatent serves each party best if it provides for a
review, at the reguest of either side, at sufficient intervals of all
clautes of the countract,

3, An espurt mission

Where practical, depending on the form of econamic activity, an
agresment whach reguires a certain level of exports may contribute
vital foreign escharge,

4. A plant location which entiances local objectives

The decision on where to locate a ptant should not be either arbitrary
or casual. While there are many factors involved, some countries have
successfully  wused  plant  location to facilitate demographic or
em,luyment objectives.
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Technology transfer

Technology may take many forms. It may be embodied in physical assets
such as machinery, services provided by skilled manpower or information
of a technical nature. Regardless of its form, it is usually expensive
and often oi. of the reach of host countries. Yet in order to retain
qQuality and maintain a competitive posture, a local affiliate needs not
only the transfer of the original technology, but acce:s to the
continuing refinement of that technology.

Training requirements

A major contribution of the foreign investor can be in the introduction
of management skills, providing there is a regular program for training
and upgrading members of the local labor force. It is entirely in order
for the host country to write requirements of this sort into the
initial contract.

Pricing an¢ reinvestmernt of earnings
It is often argued that transfer pricing techniques are used in order
for a firm to show lower profits in countries with relatively higrer
rates of ta-ztion. This practice is difficult for host countries to
control. To eliminate suspicion and to place the working agreement on
sound fncting, it may be useful to agree upon standards of disclosure
at the outset, Some company codes specifically require that pricing be
based o« ethical business principles consistently applied throughout
the enterprise,

Muzh of the criticism of transnational corperations and of governments
which cooperate with them stems from the fact that the public is often
ill-inforre:  about  the ectivities of foreign investors. Public
disclosure - nuld begin with the attempts tc communicate the mutual
benefit to tow host country and the foreign investor.

Eriloyment Practices

A host grnvernment shouid ensure fair treatment of its citizens by
specifically resuiring the foreign investor to select and place
exrlogees on the basis of their qualifications for the work to be
performed -- without discrimination in terms of race, religion,
national origin, cclor or sex. The corporation, in turn, should adhere
to wuniversal standards of equity, going farther than the minimum
reguirements of guvernment  when those requirements are either
discriminatary or unnecessarily low.

Ethical practices

Both local caspariies and foreign investors should resent losing a deal
because a competitor pays off an official. It is incumbent on
governments to force business firme to compete solely on the basis of
quality, price and service.



The sum of the matter ic this: there is a growinng commitment to supporting strong
and equitable growth in African nations. But public sector resources are severely
limited. This means that African nations must find new ways to creatively use the
resources of the private sector. The first step is an enabling envircnment which
fosters mutual benefit for the business firm and the society in which it

operates,
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INTRODUCTION

...Africa remains a continent of great...potential, almost all of which has
so far been untapped. African States are now most anxious that these
potentials be realized so that their continent should not continue to be
the weakest link in the network of world economic interdependunce.

Organization of African Unity, Africa's Submission to the Special

Session of the United HNations General Assembly on Africa’s Economic

and Social Crisis, Rpril 23, 1926, p. 13.

More than two decades ago, newly-independent African nations embarked c¢n programs
of modernization intended to accelerate social and economic development, Many of
these goverrments turned away from private enterprise, centralizing development
efforts in the state. However, expectations of rapid success have long since
faded and a new goneration of African leaders has, especially in recent years,
intensively examined the root causes of and possible solutions for prevailing
eccnomic and social problems.

African leaders recogriize that

necessary conditions for growth are the improvement of the management of
the national economies [of Africal, deep reforms in the functioning of the
public sector, as wcll as provision of sufficient incentives to private
initiatives.

ffrican Developrent Bank and Economic Commission on Africa, [conomic

Report on Africa, 198

In their Subission to the May 1926 Special Session of the United Nations General
Assembly on Africa's fconomic and Social Crisis, the Councils of Ministers of
both the Crganization of African Unity and the Economic Commission for Africa
acknowledged that the twin challenges of development and survival, in terms of
education, health, enployvent and other basic needs, cannot be met by state
initiatives alone, The Sudbmission outlines bold strategies calling for
restructuring of key guverntent policies. Among the strategies governments are
eramining is the creation of environments that will enable the private sector to
participate actively in the developent process through well-defined and
supportive national policies. At the same time, businesses and private
developrent agencies are considering their own future roles.

This spirit of receptivity to new approaches presents an opportunity to help
foster in Sub-Saharan Atrice a dialogue between governments and the private
sector. The tnabling Enviromment Conference 1is intended to facilitate that
dialogue by sugyestaing possible ways to promote effective private sector
initiatives for African economic and social development.

The Enabling Enviromment Conference, in focusing on the evolving relationship
between African goverrments and the private sector, does not advocate any one
econanic theory or development cure, It s, instead, an attempt to present new
perspectives on issues yet unresolved, Tts premise is the realization that, while
public enterprises will continue  to play an dmportant role in Africa’s
development, there 1s increasing scope for private initiatives.



The Conference's starting point is the recognition that the private sector
includes both private, for-profit businesses and private, mainly non-profit,
voluntary agencies that we call Private Development Agencies or PDAs. To many
people, the term "private sector” means business. While business 1is key to
Africa's future economic growth, PDAs are also an important, often unrecogniced
and wundervalued, private force for development., Thus, the private sector's
contributions in the spheres of health, education and other social services
should not be overlooked by focusing solely on its potential contributions in the
econamic spheres of manufacturing, mining and trade. Productive capacity and
entivprenaurship are heavily dependent on health, education and other social
services,

In this context, The Enabling Environment Conference is about fostering mutual
responsibilities and trust among governments, businesses and PUAs. An enabling
envircnment is based on policies that encourage the productive release of
energies of many Atrican people, whose initiatives previously may have been
discouraged. As His Highness The Aga Khan stated in Nairobi in 1952:

Both the development of the economy and the success of social institutions
depend on  the creation of the right environment for progress, an
environment which enables both businesses and people to realize their full
potential.

He also noted,

Tne c(reation and extension to all areas of the nation's 1life of this
enaoling envirumment 1s the single most important factor in Third world

development. .. If given the right environment, private enterprise can do a
great  deal mare than simply invest, it can introduce competition and
stinutate growth... Private enterprise can develop the managerial skills

and orgarmizational structures necescary for effective economic grawth.
The ultimate guestion fur trre Conference, then, is:

How can envirumments be created that will supplement importani government
initiatives and public enterprises by permitting the extensive material
resources, energies, imagination and creativity of the private sector --
both people and private institutions -- to participate fully in the
development process?

More specific guostion, to te atdressed by Conference participants are:

1. How can each of the Conference's three main sectors -- government,
business and PDAs -- do more to foster environments that will permit
private initiatives which contribute to economic and cocial development?

2. As governments often have legitimate reasons for mistrusting private
initiatives, .ow can the private sector (both businesses and PDAs)
better articulate contributions thev can make to development?

3. Where one sector requires special initiatives of other sactors, how can
they, singly or together, produce the enabling environment in which
desired contributions might be successfully implemented?

4. Acknowledging that there are many private economic and social
development  dnitiatives in Sub-Saharan African countries with
less-than-enabling enviromments, how might the environment supporting
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such initiatives be .strengthened? How might successful cases be
replicated and failures minimized?

Conference discussions, while not expected to produce consensus, should lead to
reconmended action steps. The Conference organizers hope that, following the
Conference, participants will introduce representatives of govermments,
husinesses and PDAs in their hone countries to Conference ideas, and work to
implement appropriate reforms.

fo provide participants with a framework for debate, the Conference organizers
commissioned a series of papers (sec Appendix A, “Conference Papers"). When
reading these papers, participants should keep in mind that:

1. Conference papers are not intended to provide definitive answers, but
instead to provobe constructive thinking and starting points for debate.
Emphasis is on practical and longer-term solutions,

2. Many past theories of development have not worked in practice as
predicted. Today's prescriptions will benefit from critical examination
and constructive debate.

3. Conference papers are divided into three broad topic areas: (1) The
Relationship of Governments and Business, (2) The Relationship of
Governments and Private Development Agencies, ard (3) Social
Responsibility -- Building Bridges among Governments, Business and PDAs.
Many of the concerns overlap, The viewpoints of international aid
agencies are  also  featured prominently. While increased official
develoment acoistance is a hey to Africa's future development (see
e.g., world Bant Paper), it is not a special focus of this Conference as
it 1s under discussion in many, other fora.

This Overview Paper atterpts to synthesize discussions in Conference papers; it
ie not intentsd as a susstitute for careful reading of each Conference paper. In
addition, this paper often generalizes about “Sub-Saharan Africa”. (learly,
Africa e not oa homoseneous continent and has diverse physical and  human
recour s, geonrapty, ecology and tratitions, For greater specificity cencerning
differon ey an Courtries and regions, readers should refer to Conference peapers.
noatmition to Conference papers, this overview reflects some recent important
events ant a woalth of recent analysis concerning African development prospects
{see hppiniis BY.

1. THE RELATIONSHIP OF AFRICAN GOVLRNMENTS AND BUSINESS

Africa 15 facing ¢ crisis in output. Business has not contributed all it might to
Africa's develojrent. What nas constrainea Africa's growth and the business
initiatives that might 1ncregse that growth? The complex answers to this question
are framed by metoricel background and many current external and internal
constraints on business aclivities,

A. An Historical Perspective

Since independence, the central role of govermment in proanoting development in
many Sub-Saharan African countries has been grounded in historical realities, as

well as in economic and political theories. Many Africans viewed private
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business, particularly expatriate or foreign investment, with suspicion. The
decision of many African nations to turn from private enterprise stemmed in part
from wariness of foreign exploitation. This decision was reinforced by ideologies
beiieved correct at the time, by economic theories then popular in the
international aid conmunity, and by the political will to demonstrate African
capabilities (see, e.g., Frimpong-Ansah discussion of Ghana, Tanzania and
Nigeria).

As the post colonial era began, most Africans were outside the modern economy. In
fact, in 1960, there were probably no more than 10 million African wage earners
{see, The World Bank, Accelerated Development in Sub-Saharan Africa, 1981).
African-owned and operated enterprises wilh more than Len employees were rare,
even in the relatively advanced economies of Kenya and Zimbabwe (Ibid., citing
Shankar N. Achara, "Perspectives and Problems of Development in Low Income
Sub-Saharan Africa", in World Bank Staff Working Paper No. 300, 1978). Nationals
of non-African origin (so-called "indigenous minoricies") ran small-scale
businesses, often trading firms. Africans engaged mostly in household trade and
small-scale agriculture.

At independence, many new Africaon nations required that many non-African private
enterprises be absorbed by state structures. Some businesses were nationalized.
As Mung'Onta and Wangwe state, “The achievement of political independence is
deemed not comp-lete unless the economy is in the hands of indigenous people".

International business interest in Africe gradually diminished. In recent years,
a worldaide recession, Africa's debt problems, and political uncertainties
contributed tu the continued decline in international bLusiness activities in
Africa, particularly in the manufacturing anc banking sectors.

During this period, modest-sized and small businesses -- operated either by
Africans or nztionals of non-Africen origin -- hung on as best they could,
squeezed by chronic  shortages, price  eontrols, currency restrictiing ano
governzent attitudes ranging from indifference to outright hostility. At the
grassroots level, people learned to cope, often with considerable ingeruity. An
informal parket sprang up o c1ties and villages, supplying a wide range of goods
and  services that the g¢overneent was not able to provide (see [quator,
Frimpong-Ancan and IF0 papers),

Some multinationals have, of course, continued to be active in Africa,
particularly in estractive industries. Sore continue to have strong sales staffs,
distribution networks, services, training and consultants, but most are not
making new investments in plants, A few have started up new operations --
including k. J. Heinz Co., a large U.S.-based multinational corporation which
has, in fact, newly come to Zimbabwe and Zambia. (See, Dibh study of Heinz). But
most Internaticnal businesses have other options. If African governments wish
foreryn nvectment | international business must be convinced that Africa is a
place where they con mate o profit, on the understanding that they will mabe a
contribution to social " as well gy economic growth (see below, 111. Social
Responsiuility of Business; see, also, Onitiri, Lquator, IFC papers).

B. Constraints on Business Initiatives
The Organization of African Unity ("0AU"), the Economic Commission for Africa
{"ECA™), the Wuirid Bank and many African governments 1in the 1980s have

acknowledged ana begun to come to terms with factors that have constrained
business imitiatives in Africa. These factors, as the 0AU and ECA's Submission to
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the May 1986 Special Session of the United Nations and many of the Conference
papers indicate, include long and medium-to-shorter term, external and internal
constraints. There is consensus that the principal constraining factors include:

Long-term internal constraints, such as:

high population growth rates (doubling of the population every 20 years);

debasement of the resource base through deforestation, desertification
and overgrazing;

decline of physical infrastructure;
weak institutional infrastructures;
decline of self-sustaining agriculture, weakened by stress on "cash
crops” for export and on rapid expansion of the industrial sector at the

expense of agriculture; and

lack of access to resources (technical assistance, training and credit)
by wanen, especially swall-scale farmers.

Long-term external constraints, such as:

Short -

increased protectionism and tariff barriers in the North;

repayment of large dett burdens, to both official and commercial lenders;
need for increased concessional aid;

exchange rate fluctuations; and

decreased canmercial ftinancial flows.

term internal constraints on business initiatives, including:

econui L policy barriers:

o trade and exchange rate policies;

o price controls;

o dominant role of state-owned enterprises or parastatals;
political, legal and administrative obstacles;
policy discrimnation against smallholder agriculture;
poiicy neglect of informal sector;
small domestic marrets (need to create regional markets)
shortage of o+ illed managers and workers; and

lack of credit,



C. Effect of Constraints on Private Business Activities

Constraints on business activities in Africa are analyzed in depth in the IFC,
Frimpong-Ansah, Equator, Mung'Omba and Wangwe, World Bank and Onitiri papers.
Summary discussion here is intended to tie together some common tnemes.

1. Economic Policy Reforms

The IFC summarizes suggested economic policy reforms:

The main feature of an improved economic enviromment for private investment
is the removal of the distortions brought about by government policy. lhese
include correcting overvalued exchange rates and allowing the market
(demand and supply of foreign exchange) to determine it, removing price
controls so that it reflects the true factor and product scarcities,
rationalizing the public sector with a view to reducing its size, and
improving the government's day-to-day interaction with the business
community.

With respect to overvalued exchange rates, Frimpong-Ansah, Equator and the IFC
recommend policies that would adjust exchange rates to market as a means to:

- reduce balance of payment deficits;
- eliminate parallel markets, cross-border contraband and smuggling;
- remove artificial scarcities;

- reduce or eliminate "rents" received by those favored by administrative
allocation ot foreign exchange; and

- shift terms of trade in favor of those who produce for export and away
trom those who consume imported goods.

To reach these gquals, many African governments have adopted policies designed to
achieve mire realistic exchange rates.

Several Conference papers focus on the importance of removing price controls,
particularly for the agricultural sector. African countries, such as Zaire,
Zamt1a, Ghana, Toyo, Tanzania, Madagascar, Cameroon and Guinea, that have either
deregulated markets or increased official prices, have increased agricultural
output.

Rationelizing the public sector and diminishing the role of parastatals is also

recommended Ly ConTerence papers. The wWorld Bank paper states,

An active public sector iy necessary for development. But most African
govermments could reduce waste and take fuller advantage of existing
Capacity in the private sector by concentrating their scarce administrative
resources on funclions which only the public sector can perform.

Other Conference papers urge diminishing the role of parastatals. They recognize,

however, that while the economic inefficiencies of many state-owned enterprises
are widely recognized in the region, there are important political reasons why
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they are difficult to abandon (see, Equator, World Bank and IFC papers). That is,
while suggested policy reforms are designed for positive long-term impact, on
adoption, they often jolt the economy, causing short-term increased domestic
prices and suffering throughout society. Many African leaders, while painfully
aware of these short-term problems, have boldly instituted reforms.

2. Political, Administrative and Legal Obstacles to Business Activities

Unstable political situations prevent both international and indigenous investors
from making long-term commitments, reducing foreign investment and increasing
flight capital.

Mung ‘Omba and Wangwe, Frimpong-Ansah and the IFC emphasize that cumbersome
bureaucracies and highly centralized decision-making constrain day-to-day
business activities. The IFC states, “The absence of stable, predictable
political and legai environments and the uneven and unpredictable application of
the law constitute major obstacles to private sector development". Two of the
IFC's recommendations to African governments include:

[First)...simplify economic decision-making by increasing the role of
prices and reducing administrative controls in allocating resources. This
would reduce the level of corruption, red tape and bureaucratic lethargy.

[Second]...reducing the scope for arbitrary political decision-making to

increase predictability of the business environment and thus aliay the
fears and insecurities of potential investors,

3. Policy Discrimination Against Smallholder Agriculture

Many African govermments today recognize the need to adjust agricultural policies
to create supportive environments offering liberal pricing policies, credit,
input availability, etc. A key unresolved gquestion is how to mobilize the
millions of peacant farmers, the backbone of virtually every African economy. AS
Equator states in "African Economic Policies and Private Investment", April 15,
1985:

A healthy agricultural sector is the foundation on which to rebuild: it
relieves the foreign exchange shortage to the extent that domestic
faoodstuffs replace imports and agricultural exports increase, and it gives
purchasing power to the largest segment of the population. When farmers buy
locally produced tools and transport services to increase their
productivity, when they buy locally manufactured hoisewares, furniture, and
clothing for themselves and their families, thev create opportunities for
forvignted, energetic loucal businessmen. Private producers will respond to
opportunities.

The Equator paper for this Conference recommends, as do others, relaxation of
governmental controls over the lives of small farmers, "freeing them to use their
own best judgment about whot to grow and where to market it",

4. Policy heglect of Informal fector

The IFC, Equator, Frimpong-Ansah and Onitiri papers recommend that goveraments
provide assistance to the informal sector, a group which shares many of the
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problems -- including lack of access to bank credit -- of the small farmer. As
Equator summarizes:

... the informal sector comprises small craft, trade and service activities
at the edge of the money economy, often family businesses in the villages
and towns -- furniture makers, bicycle repairmen, street hawkers, jitney
drivers and the like.

Forty to fifty percent of the workirg age population in developing countries
derive their livelihood from the informal sector. Many of Africa's most
successful businessmen and women have ..arted in the informal sector. It is "the
incubator of private initiative" (tquator). In most African countries,
entrepreneurs are at the level of family enterprise. A principal problem is how
to encourage them to grow beyond the family level to where they are capable of
"taking off",

In this regard, the IFC, in cooperation with the African Development Bank and the
United Nations Development Programme, has recently established the African
Project Developnent Facility which will assist entrepreneurs, possibly including
those in the informal sector, to obtain loan financing for viable projects.

5. Small Domestic Markets ((reation of Viable Regional Markets)

More than half of the forty-five Sub-Saharan African countries have a total
pupulation of 5 million or less; at least ten have a population of fewer than one
miltion, Small populations combined with low per capita incone mean that the size
of domestic markets in most countries is too small to sustain viable industries.

Mung 'Omba and Wanywe state:

Given the small and easily saturated nature of most domestic markets in
Africa, goverrmments should create the incentives and environment for
investors not to restrict their market horizons tu the national boundaries
only. A cwuination of guod exchange rate policies, less arduous machinery
procurement and  input  sourcing regulations, and good relations with
nelghuouring  countries  (better  still membership of regional trade
groupings) could provide a good foundation for export orientation among
busin-ssmen.

Equator agrens and recommends fostering “geographic relationships that promote
trade and production, including regional markets and trade zones, as well as
Strong city tu hainterland and city to city trade links", The IFC, focusing on the
relationship betwon product specialization and regional markets, recommends:

Lo.considering the disceuraging record of common markets in Africa and the
primscy of pelitical cunsiderations in interstate commerce, an alternative
way of creating larger markets is for states to negotiate some product
specialization along bilateral or multilateral lines. One country could
produce a product...and enter into long-term contracts to sell it to a
member country while agreeing to enter a similar agreement on the purchase
of enuther specific product from the other country....[reducing] the
differentiol pace of industrialization that wrecked many regional markets
in the past....
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- Instituting legal and administrative procedures designed to produce fair,
consistent and predictable guidelines for what is expected of business;

- Streamlining administrative procedures to ease day-tu-day business
activities and discourage corruption;

- Developing policies decigned to integraote the informal sector into the
formal business community;

- Working with other African governments to create viable regional markets
and trade zon2s, possibly through such regional economic communities as
ECOWAS, PTA and SADCC {see, spe-ifics recommended by Mung'Omba and Wangwe
and by Onitiri), or negotiating accords on product specialization among
Atrican countries (see, IFC);

- Encouraging businesses to develop regional markets by, e.g., providing
adequate export incentives and establishing inter-central bank payment
arrangements;

- Recognizing the dominant role of women in African development (e.g.,
women  currently produce most of  Sub-Saharan Africa's food) and
considering ways to enhence their role.

FOR CONFLRENCE CONSINERATION:

Are the policy reforms listed above the right omes? What of importance is
missing?

Some specific guestions for the Conference include:

- What policies should be adopted to correct overvaiued exchange rates,
liberalize imports and promote exports? Devaluation? Second-tier foreign

exchange markets? Foreign excnange auction? Other?

- How can the objectives for which price controls are instituted (to
protect consumers while assuring adequate refurns to producers) be
achieved without resort to price rontrols? What are some problems in
implementing price decontrols? How can they Le avoided?

- What. measures can be taken to nveccome the small size of dowmestic markets
in most African countries? (i) Open boundaries between neighboring states
for free movement of people and goods? (ii) Synchronize the incentive
structure and overall economic policies among neighboring states? (iii)
Promote joint regional efforts on product specialization?

Can businesses or PDAs help governments implement needed reforms?

b. The Specisl Cane of Privetization of Parastatals

Many governrents are forusing on economic costs of an expanding public sector
and are reconsidering the appropriate balance between state-owned enterprises
and private businesses (see, e.g., Equator and 11 (). Policy recommendations in
this regard include:

Imiroving the operations of parastatals by:

- ending their menopoly in particular spheres and allowing private firms to
compete, or



- contracting with private firms to manage parastatals, for increased
efficiency.

Alternatively, transferring parastatals to the private sector by:
- selling them outright to private buyers;

- returning enterprises to former owners under stipulated conditions {e.q.,
Bata Shoe Co. in the Sudan -- see, Mung'Omba and Wangwe);

- entering into a partnership arrangement with a private firm and retaining
some portion of the ownership of the parastatal; or

- transfering assets to the general public, i.e., through selling shares.
FOR CONFERENCE CONSIDERATION:
How much of Africa's current economic problems can be traced to over-expanding
the public sector and government support of parastatals? What are the
appropriate roles of the public and private sector? Which policy
recommendations relating to privatization of parastatals seem most sensible?

¢. Promoting African Entrepreneurship

The vitality of existing parallel markets demonstrates that there 1is no
shortage of African entrepreneurs. However, manifestation of that talent in
the modern, business context is limited by factors including: near-absence of
capital murkets, limited access to credit, political favoritism 1in the
allocation of goverrnment-controlled rescurces, cumbersome bureaucracies,
unpredictahle application of law, lack of information about markets and supply
sources, and limited technical expertise.

FOR CONFLRENCL CONSIDERATION:

What are the best ways to promote African entrepreneurship? What assictance
should govermments and international aid agencies provide to fledgling
entrepreneurs? Measures that might be considered include:

- Profiling existing and potential entreprencurs in the modern,
informal-urban and smallholder sectors;

- Channelting more investment rescurces to domestic business;

- Creating regional capital markets for better mobilization of local
investment resources;

- Instituting appropriate inducements to reverse capital and human flight;

- With the assistance of donor agencies, establishing information banks
accessible to African entreprencurs about sources of equipment and
materials, potential financing, potential partners, market conditions and
market potentials elsewhere,

- Providing special technical and financial assistance to smallhoider and
entreprencurs in the informal sector;

- Assisting the creation of indigenous regicnal consulting firms in
engineering, finance and other business fields that could gradually
replace the need for outside expertise;
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- Assisting the creation of business-sponsored regional {or continent-wide)
entrepreneurial cooperative councils for exchange of information on
markets and investment opportunities and creation of a sense of an
Africa-wide business commnunity;

- Considering, as Mung'Omba and Wangwe recommend, that governments enter
joint ventures with local businesses, with government supplying
indigenous businesses access to capital, business managing the venture,
and government retaining control;

- With the assistance of donor agencies, identifying and implementing
simple technologies that have been developed elsewhere and that are
appropriate and replicable in Africa.

d. Administrative Reforms and Improved Legal Systems

Inconsistent legal and cunbersome administrative procedures coupled with
excessive red-tape and high centralization of decision-making constrain normal
day-to-day business activities and foster corruption. Mung'Omba and Wangwe
suggest, e.g., that govermments publish clear criteria for decision-making and
the expected completion time for every government step. In addition, perhaps
through local chambers of commerce, businesses might work with governments to
encourage admanistrative reforms,

FOR CONFERENCL CONSIDERATION:

What are the major camponents of, and the best ways of accomplishing, improved
legal and administrative systems for business?

€. Promoting Foreign Investrment

Foreign investmant augments domestic savings, brings foreign exchange and is a
vemcle for the transter of technology and know-how, 7o attract international
business, Mang Omba and wWangwe suggest:

- Aedressan; persistent problems of payment arrears and repatriation of
profats b, (1) requoecting foreign investors to reinvest dividends in
exchange for athitional dnvestment incentives; (2) allowing exporters to
reteln esport easrrings;, or (3) considering donation of blocked assets
(discusses below).

- Addressing fears of nationalization by instituting dispute settlement
mechantoms, preferably arbitration,

On the other hand, governments may be concerned that as foreign or
international firms may have few links with the rest of the economy and,
because of protection ard poace distertions in the domestic economy, may make
more froe the country than they brang in,

FOR CON'ERENCE CONSIDERATION:

How can the type of foreign investment that most contributes to economic
growth be attracted? How can the benefits of attracting international
investment be maximized and the costs be mininized? What incentives are
needed? liberal trade and foreign exchange policies? liberal policies for
profit remittance and debt service repatriation? tax holidays? ease of exit
and re-entry of expatriate personnel? other?



f. Fostering Concept of Social Responsibility of Business

Some African govermments might consider stating that while they welcome
international business, they also expect businesses to commit resources for
development objectives. In addition, those govermments that have strongly
enforced income tax regulations might consider allowing tax deductions for
contributions to PDAs, thereby providing new sources of support for social and
economic development projects.

FOR CONFERENCE CONSIDERATION:
How can qovernments foster the concept of the social responsibility of

business? Policy statements encouraging social responsibility? Tax policies
that foster contributions of resources? Other?

Possible Agenda for Business

a, Business Conformance with National Priorities

Business can profit by being sensitive to government priorities. In addition,
it 1s dmportant that businesses articulate to government and the informed
public how they conform with national priorities. (See, e.g., Dibb's Heinz
case Study.)

FOR CONFERENCE CONSIDERATION:
Are there adequate mechanisms for businesses to interact with government to
assure that their activities conform with national priorities? If not, what

would promote such interaction?

b. Help to Create Rejional Markets

There is a consensus that too-siell country markets inhibit growth of African
economies and that developnent of regional markets is essential., The [fC
suggests thaet maltinetionals are in a good position to contribute to regional
integration by building multinational markets. Indigenous businesses can, for
their part, create  interstate  co-operative councils  for exchange of
information on markets.

fOR CONFERCNCE CONSIDERATION:
How can businesses work teward creation of regional markets?

c. Strengthan the "Social Responsibility" of Business

Within African tradivions of communality and voluntarism, many businesses
recognize their responsibality tor social as well as economic development, The
[FC recommends that consistent with their profit orientation, the business
commumity should contribute to national development and become effective
participants in that process. See, Section 11 of this paper.

FOR CONFERENCE CONSIDLRATION:
Should disscmination of increased Yknowledge of African traditions of

voluntarism be encouraged in order to foster the growth of business' social
responsibility?



3. Collective Agenda for Governments, Businesses and PDAs

a. Training

Conference papers stress the need for weivkzr and management training. As
traditional approaches to training are not always appropriate for smallholders
or self-employed persons in the informal sector, some new approaches for
consideration are:

i.  PDAs have been successful in reaching some smallholders and some in
the urban, informal sector. Business and govermments might wish to
collaborate in replicatiny successful PLA projects or funding
additional projects.

ii, Equator suggests wusing telecommunications -- including radio -- to
increase education reaching rural areas.

11, Tne IFC is working with African governments to develop African
entrepreneurship and managerial capabilities.

iv. The IFC's proposed African Management Services Company plans to tap
the worldwide reservoir of qualified senior executives, assist in
training  inu yenous managers, and provide back-up support., In
adgition, the (FC progoses that 1nternational donors finance a project
to recruit qualified Africans working in industrialized countries to
f111 senjor technicol and menagerial positions in Africa.

v. Businesses should contrnue existing training programs and develop
accitional programs to 111 management positions with local talent.

FOR CONFERENCE CONSIDERATION:

What are good examples of training programs of governments, businesses and
PDAs that can serve as models for replication? Would Africa benefit from a
new, ongoing approach to training, such as a new institute devoted to training
managers for business and government?

L. Re-Training
Mary worbers in putlic enterprises face unemployment because of drastic
cut-batke In perastatels and government bureaucracies. These workers face
severe ecenirac herdships,  that, in turn, create political pressures on
governtents. businesses and PDAY might use their expertise to help governments
desagn and gy lerent re-training programs for these workers, with emphasis on
practical srrlla necded by tbusinesses and PDAs,

FOR CONFERENCL CONSIDERATION:

Are there qood examples of successful re-training programs for released
employecs of public enterprises? How can such training programs be developed?

C. Techrical Accictan ¢ to Smallholder and Informal Sector

Both goverreents and darge-scale businesses can do more than training to
assist both small-ccale agriculture and the informal sector. They can offer
such services as marbeting, design, quality control and general managemant
advice,



FOR CONFERENCE CONSIDERATION:

Through what mechanisms and following what model can governments and
large-scale businesses work with small-scale entrepreneurs and farmers to
provide a range of needed services -- marketing, design, quality control,
management advice -- in addition io training?

d. Policy Dialogue

Papers suggest that it is heipful to govermment and business to interact in a
structured and sustained way. The government of Kenya, through an innovative
consultative committee between industry and gqovernment, has recently
instituted a dialogue resulting in significant pulicy changes. Mung'Omba and
Wangwe suggest yet another approach: establishing sectoral associations {e.g.,
food manufacturers) composed of representatives of business (both indigenous
and international), public enterprises engaged in that sector and governments.

FOR CONFERENCE CONSIDERATION:

How can policy dialogue among governments and business be encouraged? Has the
Kenyan-type consultative process been followed elsewhere? If so, what special
features might be replicated? What other consultative mechanisms might be
established, e.q., sectoral associations?

I1. THE RELATIONSHIP OF AFRICAN GOVLRNMLNTS AND PRIVATE DeVELOPMENT AGENCIES

"

Trhe term "private sector” means "busingss” to many people concerned with African
development, In falt, Fravate Developwent Agencies provide important but too
often undervalued ancitional private initiatives for development.

A. An Historical Perspective

Inomar, pust-coluniel African countries, political and historical realities
¢ictated a large role for state-led anitiatives in health, education and other
sucral services, hew leaders were sensitive to the demands of their people for
these seryices. Puhitical realities also dictated quick response to employment
Cerancs from those wio bat fought the battles for independernce. New governments
respunces Ly rojidly espanting public socyal services, by making large-scale
investoernt an facihities, and by enlerging the civil service., Incentives for

private healtn care or edacatien were rare. In spite of the lack of an
encoura;jinyg enaromeent, there kel been a vemarrable growth in the number and
types of PLAL active dn Lub-Saharen Africa,

B. Definition: Private Development Agencies in Africa

1. What are Pravaete Doseldopront Agoencies?

POAS arc not b qenvius, They conprehend a rich variety of formal organizations
. J j . y Iy I3

and informal amnorations, which haeve as their commen characteristics, that they
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PDAs need to diversify and increase their support, particularly from local
sources.

b. Indigenous PDAs face special problems in undertaking enterprise development
nrojects, which often require technical skills that are in short supply.

3. Special Concerns of International PDAs

International PDAs have the special concern of host goverrments' accepting the
service role of foreign organizations wcrking on problems in their jurisdictions.

D. The Way Forward
The VADA, Fox, World Bank, Onitiri and Racelis papers suggest the following ways

to enhance PDA contributions to development,

1. A Possible Agenda for African Governments

a. Administrative and Operational Reforms

i. Guidelines for International PDAs

Governments might publish general guidelines to facilitate international
PDAs working Jocally. Such guidelines should not stifle creative activities
of FDAs, but might attempt to assure that PDAs (1) work on important
problems such as health, education, agriculture and enterprise development,
{2) demonstrate acceptable stancards of financial accountability, (3) are
non-political and (4) have programs open to broadly-based communities.

Vi, Frameweork Agreements

Governments may wish to institute announced, standardized framework
agreements  for international PDAs, covering tax treatments and customs
guties as well as mutually agreed targets, e.g., immunization within five
years. Such “"framesork agreements” would encourage PDAs to see their work
in a gencral contest, rather than on a project-by-project basis.

i, GUV“fﬂlﬁ“LARQEQEQLELQUMQf PDAS
Governments should adopt  policies that explicitly recognize PDAs as
partners in developrent (especially PDAs that support women's contributicns
to developrent). (See, Racelis.)

v, Adrinistrative Reforms

Governments might  simplify operational procedures for PDAs (e.g.,
reqgistration, work permits, requirements for solicitation of funds) and
award certain tar and customs privileges for essential goods. Single
goverment ligvscn departments for working with PDAs, e.g., Tanzania, are
helpful (see Foux and Racelis). Governments might support coordinating
councils for communications among PDAs and representatives oi government,
both at tne national and local levels. Examples already exist in Togo,
Zanbia and elsewhere,









movement in Africa? Do indigenous PDAs have the resources -- professionally
and financially to conduce such work? Would such efforts divert them from
their primary tesks, and if so, how can this be avoided? Specific examples,
particularly of successful indigenous efforts, would be helpful,

d. Credit Facility

It is often difficult for small, especially rural, business enterprises to
obtain credit. PDAs provide interesting models for helping smeller enterprises
through loan guarantee arrangements and revolving loan funds, often combined
with technical assistance, including accounting, management and marketing
services.

FOR CONFERENCE CONSIDERATION:
What are current models of PDAs, professional groups and businesses assisting
small, PDA-business orienied enterprises obtain credit? Can these models be
replicated commercially?

e. Policy Dialoque

Policy dialogue can be promoted through structured and systematic interaction.
Possitie mechdanisms  for  such dialogue include: national PDA councils,
specit,ing a single governmental unit responsible for PDA 1liaison, and
Uhir-spensored and similar roundtable discussions.

FOR CONFERENCC CONSIDERATION:

What mechanisms are needed to foster struclured, systematic policy interaction
among govermments and PDAs? PDA  councils? Single governmental wunits
responsible for liaison with PDAs? UNDP roundtables? Other?

f. Maring "The Case” for Phis

Many panople are unaware of the strong contributions PDAs make to development.
Africen Pof, are nut typically thought of as a separate economic sector (in
the urmited States, calles "The independent Sector™) e.g., building private
schoels or provading effacient, effective health care, or as an important
force fur pluralism, Several mechanisms for making this case more forcefully
are suggested:

- Kational Councils of PUAs (which already exist in Zimbabwe, Kenya, Togo,
Nigeria, etc.) can serve this role on behalf of their members.
International FPLAs might contribute to the operating cost of such
Councils,

- International donors such as UNICEF and the Ford Foundation might help
reanforce the mescage by  supporting  public  education campaigns of
indigenous PLAY withia African countries.

- International POAs can help by suppoerting public education campaigns of
indigenous PDAs within African countries, and educating the publics of
their home countries about the abilities of indigenous PDAs.
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FOR CONFERENCE CONSIDERATION:

What specific steps should be taoken by national councils, international
donors, and PDAs to make PDA accomplishments better known?

3. A Possible Separate Agenda for Indigenous PDAs

¢. National PDA Councils

National PDA Councils are useful mecharisms to help indigenous PDAs with:

strengthened wanagement and accounting practices;

- standardized accountabiiity;

- evaluations;

- fundraising;

- program strategies;

- coordination and cooperation among PDAs and governments;

- access to appropriate technologies.

FOR CONFCRENCE CONSIDERATION:

Do existing national councils provide effective services to PDAs? How can they
be strengthened? Should PDAs in countries that do not have national councils

establish such councils?

b. Quality Control

Sometimes PUAS operate schools or nursing homes to meet specific market needs
(e.g., nglish as the language of instruction) and thereby earn their owners a
comfortable living, Some of the institutions are of high quality. For others,
profit is the primary motive with quality and integrity of service running a
poor second.

FOR CONFERENCE CONSIDERATION:

How can PDAs help governments distinguish between high quality, fee charging
schools and hospitals using their surpluses to subsidize poorer users, and
institutions which deliver poor services and exisi primarily to make profits?
What more can governments do to encourage the former?

4. A Possible Separate Agenda Tor International PDAL. Training

Conference papers stress the severe lack in Africa of trained personnel,
particularly at the managerial level. Some PDAs, which include large, experienced
organizations with established training programs (e.g., Euro-Action Accord} and
smaller, innovative providers of technical assistence can help.
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FOR CONFERENCE CONSIDERATION:

Have successful training programs of international PDAs been documented? If
so, which are replicable? Should special institutes or programs be established
for training professionals to staff and manage social institutions and PDAs?

111. SOCIAL RESPONSIBIL!TY: BUILDING BRIDGES AMONG GOVERNMENTS, BUSINESS AND PDAs

A. Definition: The Social Responsibility of Businesses

Businesses contribute to social and econoric development in almost every country
and culture. The forms talen by their contributions vary and are shaped by
historical and cultural traditions. Some generalizations are possible.

The giving of money per se is only one, albeit very important way businesses work
with communities in need. For businesses everywhere, there is a larger concept
that comprises not only the simple giving of money, but alsc a progression from
such specific mechanisms as volunteer efforts by business employees, the lending
of company facilities and gifts of equipment and products, the provision of
technical assistance anc training, to acknowledgement, through modification of
business practices that, “some things we do are part of the problem". In North
America and in some Western Luropean countries, this larger concept has been
called “"corporate citizenship" or “"social responsibility”,

The concept of "social responsibility” is not, however, confined to Western
business, The Palkhivala paper describes the wide range of social and economic
development projects operated by the Tata group of companies to benefit the
people of india. Today, lala companies run programs in training of scientists and
engincers, reforestation and family planning. The Tata projects are, in fact,
similar to many corporate responsibility projects described in the Joseph paper.

Though  there s little documentation from other developing countries,
particularly African countries, about similar programs, there is, nevertheless,
enough anecriutal evidence to suggest that in many third-world settings, including
Africa, “social responsibility” of business exists though it may not be called by
that name or institutionalized in the business framework. In Africa, there is a
strong tracition of voluntarism and communality at the village level. These
practices arc translated almost automatically by local businesses into
irvolvement in community affairs. In addition, some international businesses have
brought their formal social responsibility programs with them. In general,
however, social responsibility practices of business in Africa have not been
systematized. The Enabling Environment Conference provides the opportunity to
consider first steps Loward institutionalizing "social responsibility” in African
terms.

For businezscs, giving is sometimes related to @ narrow, short-term "business"
goal, such as offering gifts or grants designed to improve business operations or
the company's image (e.g., support to provide better working environments;
educational opportumities for employees or their families; or contributions to
publicity generating projects, such as, sports aid). Business giving may also be
less directly self-interested and more long-term in nature (e.g., contributions
to improve the educational level, or the health, social or cultural life of a
community).
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“Social) responsibility" also encompasses innovative fuinding mechanisms, like U.S,
multinaticnals' contributing to a PDA assets blocked frem repatriation, e.qg.,
Burroughs Corporation in Zimbabwe, Mobil 0il in Nigeria, etc. 0Or, foreign
companies contracting with PDAs to serve as intermediaries that are culturally
sensitive to the needs of communities in which they work f{e.q., LAWLO's
precedent-setting arrangement with Partiners for Productivity in Liberia -- see,
Josegh paper for details). It can alsu involve business contracting with PUAs for
other business services, e.qg., a food prucessing business contracting with a
women's producers cooperative to supply the labor for a food processing piant. in
a'lition, businers can  provide nuch  needed management, accounting and
airinistrative expertise and training to PDAs le.g., the Ghuna Business and
Professiconal Wanen's Association).

B. Social Responsibility of Businoss in Africa

Africa busingsses, both indigenous and international, have demonstrated “social
responsibility™, Thoewe esperiences hove not been well-documented, but examples
gathored for thas Conforence include:

- In Ghura and Nigerio, businessmen and women regularly contribute through
treir Jocal Rotary Clubs to enanle locoal PDAS to undertake self-help
prozects, build youth sports facilities, day-care centers, ectc.

- In Senegal, cocrorcial fishermen donated tons of their catch to help the
hungry.

- In  Ghrana, @ profecsionel  ascociation of  women entreprenerss  has
established the Zonte Club, which designs projects to assure bhetter
living standards in rural area:. The Club provides financial assistance
and material to village committecs worbing on self-help projects, and
aleo provides o mobile health olinic for villagoes not within easy reach
of medical fazilities,

= in ¥enge, Dol Mente Corporation, a U.S.-headguartered multinztiona’
buciney, has provided housing in eight sepaate villages for 12,000
peonte, a nuroery o pramary sohuals, ant a top-guality secondary school,

In Zimbabesn, according to Rocelie' survey, town councils now permit PDAs
unrestracted perprscooon to fundraice from local tbusinecses, formerly
illesel vathout esprence pormicsion on eash occasiorn,

- In thgerva, the Pan-Africa Felief Toundation, svt up by a hardful of
businese and orofescionsl men and women, joined a Nigerian commercial
Lank in sponcoring ¢ tean to aseess the reliefl needs in [thiopia.

- The Nageraae Integeated Pural Acoelerated Developeent Orgenization, @
non-profal organszateon of voluntecrs s both o individuals ang corporate,

provides funcang ares thidy owre skl to assist rurel communities,

= In Zwmbatw, Cita-Geigy, a Swiss manufacturer, participates 1in  ar
integrated  scheme  to dmprove  the  productivity  of  the  couniry's
small-scale farmere. a projest decigned in conjunction with Zimbabwe's
Department of Aqriculture,

- In Mali, the Genera’ EBlectric Foundation, the non-profit arm »f &

U.S.-based corporation, provided ftunds for & pilot project to test the
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responsibilities of expatriate businesses" and “their entitlement for facilities
that are available for business development", Although Frimpong-Ansah applies
this concept only to international businesses active in Africa, it is possible
that, if expanded tc apply to indigenous business as well, the concept may be
close to the “specific solutions to Africa's requirement for a social
contract...on African terms" that the Equator paper invokes.

Possible models that might be considered in designing Africa's concept of "social
responsibility" include:

1. Business, Government and PDA Collaboration

In what may be a promising model for replication, the Industry Council for
Development, a New VYork-headquartered PDA, with membership composed of
international corporations from 15 countries, has developed a collaborative
project among corporations, PDAs, irterrational aid agencies, governments and
regional associations, The project supports agroforestry development in the Sahel
region. Corporations are sources of technological, managerial, marketing and
research expertise. (See, Joseph paper for further details.)

Ancther interesting model is a joint venture in the Gambia and Sierra Leone.
Africare, a U.S.-based FUA, worbed collaboratively with 13 member corporations of
the Pharamaceutical Manufacturers of America and the governments of Sierra Leone
and  the Garbia to  amprove  the management and  distribution of  basic
pharmaceuticals throujhout the two countries, particularly in rural area. (See,
Joseph paper for furtner details.)

FOR CONFERENCE CONSIDERATION
Wwhat are other successful models of business/government/PDA collaborative

projects?

2. Indigenous and nternation Business and PDA Collaboration
Gxhids ol dt ]

Several years agu, (77, a U.S.-based multinational corporation, provided a grant
Lo a U.S.-bases PLA, the Institute of Cultural Affairs, to be used to fund human
develuprent projects in rural Kigeria. Since then, the Nigerian Institute of
Cultural Affairs brought in local business people to assist with the pilot
project (the 1sede village development project). Local business people provided
skilled professional assistance in management, accounting etc. to assist
villagers to organize successful small-scale business ventures. The use of
internatioral business funding, made in the form of a grant to a PDA, cembined
with local business assistance, is a viable model.

FOR CONFERENCE CONSIDERATION:
Are there other examples of collaboration among indigenous and international

business and PDAs that of fer viable models?

3. The Hon-Lash C“Q}f}?ﬂ{iﬁﬂ Model

Projects described abouve are  examples of ways in which businesses have
contributed to African development by providing non-cash assistance, in the form
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of equipment, services, skilled personnel, etc. These traditional non-cash models
use the talents of individuals already on staff,

Another model, along the lines of the International Executive Service Corps, taps
talented and successful retired busiress people, entrepreneurs or, possibly,
former civil servants or political leaders. Such individuals, of proven ability
and possessed of Jleadership qualities, would be valuable additions to any
development projects.

FOR CONFERENCL CONSIDERATION:
What are illustrations of African PDAs using the talents of retired political
leaders, business people, civil servants and entrepreneurs? How can such

individuals be convinced to join such an enterprise? How can their talents be
used most effectively?

4, Grantmab1ng}in Host Countries

Many prujects cited abuve received inmitial funding from foundations. Foundations
may be either private, or corporate. In addition to making grants from remote
headquarters, many corporations establish corporate, grantmaking foundations in a
host country. Japanese firms such as Hitachi and Panasonic have established
corpurate fuundztions an the United States.

FOR CORFERENCE CONSIDERATION:
What are examples of indigenmous African foundations? Why were these foundations

established? How successful have they been? What factors are considered to be
incentives (or disincentives) to their establishment and operation?

5. Business Doang Husiness

Occzoonelly, an anternationz) company makes a business-related decision to
participate in a profit-matang wey in solving local problems. An example, cited
in the Jusern paper, s the dnvolvement of Monsanto, a U.S.-headquartered
multinaticns!l, working in VYenya to develop an energy-saving tillage system, using
an enyironent 1, safe wees baller appropriate for a smallholder farming system.

n Zariva arg Zvitebwe, Boober Agriculture [nternational, a British company, has
nut opted for the westorn medel for Ats chicken operations. Instead, the company
distritutes the birds to thousands of smell farmers. Further employment is
generated L, grasing the feel for the  chickens locally.

In Ghana, becauwne of the Jack of foreign eschange, a large multinational’s
supertareet chatr (oraldeyes) instituted the use of food grown locally, in lieu of
importing "tratitaoralt tannes foudn,

FOR CONFERENCE CONSIDERATION:

What are other examples of international business enterprises accommodating to
local problems in making business decisions?

6. Md Agency, Indigenous and international PDA Collaboration

The Canadion guvernment has announced that a new nmultinational facility to be
located in the Sahel will fund and provide technical expertise to grassroots
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organizations, enabling them to carry out projects of their own choosing that
respond to their needs 1in the fields of agriculture, forestry and food
production,

FOR CONFERENCE CONSIDERATION:

Does this Canadian initiative to create an African facility that will relate
bilatera® aid to grassroots needs offer a replicable model?

7. Possible Government Incentives to Foster Social Responsibility

-- Tax Incentives. Recent research in the Uniied States demonstrates that tex
deductions do enhance individual and corporate giving. Governments considering
the instituticn of such tax concessions will be ccncerned about foregone
revenue. However, fiscal authorities should consider that donaticns are to
provide services -- e.g., in the areas of health and education -- thai would
otherwise pe supplied by the State.

-- Matching Grants. The Canadian International Development Agency and the U.K.'s
Tverseas Dovelopment Administration match private funds raised by national
PUAs. African govermments might budget some concessional aid funds to be used,
where appropriate, as a matching mechanism for funds ravsed from private
sources in Africa,

-- Channeling Funds  Through PUAs.  Increasingly, African governments channel
concessional aid Lo Poss. For exasple, CARD International, as the contractor
under a Worlda Bank loan to Liberia to strengthen community schools,
constructed schools at a cost about 30 less than business contracters.,

-- Blochee Assets, The fund for Private Assistance and Internationel Development,
@ werrington, U.C.-headquartered PDA, has developed a mechanism for businesses
te dorate blocked assets to PDAS in exchange for a tax deduction. Because
deasctions fron tasation are permitted by U.S. tax laws for gifts to certain
charitanle  or ecucational organizations, this mechanism is especially
attractive to U.S. companies. To take advantage of the deduction, the gift
must be tu a FOA organized in the United States (although it may operate
overseas). Under these tar rules, some U.S. corporations have recently donated
their blocked assets in  certain host countries to U.S.-headquartered

internaticnal PUAS for use in the host countries.
FOR CONFERENCE CONSIDERATION:

Is it reascnable to assume that incentives -- tax concessions, matching funds,
etc. -- initiated by African governments will have the desired effect of
fostering greater social responsibility by business? In the case of poor
countries, will the bencfits gained from new special responsibility programs
offset the loss in needed tax revenues?

B. Mode!l Social Responoibility Programs
Businessen might be ercouraged to include in their published Annual Peports an
account of the activaties they have undertaben to demonstrate their concern for

soctal responcaby Nity. This approach has been used with success in the United
Kingdom, In addition, both international and indigenous African business might be
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APPENDIX C
For discussion at the Enabling Enviromment Conference

Discussion Draft prepared by Sheila Avrin Mclean

Suggested Social Responsibility Policy and Guidelines
For Business Working in African Country

Statement of Social Responsibility Policy

To stay in business, we must make & profit. To succeed in business, we must
devote some of that profit, beyond the dividends and taxes we pay, to the public
good. The company's long-term success 1is closely linked with the general
prosperity of [name of African country] which, in turn, depends heavily on the
quality of education, good health and general prosperity of its citizens,
Business does best in communities that are healthy, vital and secure.

The Company was organized in [name of African country] in 19 to [specify
purpose] and has since prospered. [Alternative for international company: The
Company has operated in [name of African country] since to (specify

operations) and has since prospered.] Curing past years, the Company has shared
its profits by contributing to projects of special importance in [name of African
country]. The Directors of the Company believe that this practice should be
institutionalized and rationalized so tnat the Company will continue and expanc
its contributions to organizations and projects in [name of African country] for
the public guod without regard to race, creed or political affiliation,
Contributions will be made in [specify currency of African country], by lending
facilities, giving equirsent and/or seconding executives with skills in such
areas as manaqgement, accouwnting, marketing, and public relations.

The Directors of the Company believe that its annual social responsibility
program should provide for contributions of a minimum of 5 of the Company's
pretas income and should set as a goal annual contributions of i of its pretax
income. It elso believes that there should be an effort to keep the level of
contributions reasonably consistent (with an upward trend if profits permit) so
that long-term contributions programs can be formulated.

Social Responsibility Guidelines

Rased on thnese heliefs tite Managing Directors of the Company are establishing a
program of sucial responsibility under the following guidelines:

The Management cf the Campany will:
1. Budget between to - of dts pretax [name of African country)] income
for dunation to charifable, education, health-reiated, small enterprise

devrloprent or  scientific causes and private development agencies
operating on a local, regional or national scale.

2. Uesignate a soctral responsinility of ficer from among its employees to:
q Y 9 ploy



* Meet regularly with [alternative: a committec of employees of his
own choosing?) [or alternative: a committee of employees and
of ficers appointed by Conpany's management)

* Review solicitations for support

* Investigate new opportunities for contributions to private
development agencies working in [name of country]

* Evaluate proposals for projects submitted to it by the committee,
as staffed by the social responsibility officer, according to the
following criteria:

a. The recipient should be a bona fide, usually not-for-profit,
private development agency [that is not a political
institution or political party?] that is working consistent
with nationgl development goals in areas such as health,
education, and enterprise develojment [specify additional or
different arcas as desired].

b. The cause for which a contribution i  being contemplated
should warrant a miniium contribution equivalent to [name
of African country currency]. [Although the Compary will
consider larger requests on @ case-by-case basis, a maximum
donation equivalent to [name of African country
currency) is suggested].

c. The project or cause must be sufficiently backec by local
institutions to survive and grow on its own after receiving
a contrivution from the Company or fron a combination of the
Company and ctner donors,

d. The project or cause should fall under any wne of the
folloming general headings: Health and Welfare, Education,
Ernterprise levelopnent, whether wurban or rural [specify
other priority areas]. The project or cause must fulfill a
national or regional priority for economic or social
developient,  L[ramples of  types of projects or cauSes
e ude:

* oprimary education
* secondary education
highar education
* prunary health care outreach and treatment
* urban hospital health care
* rural enterprise development
* terhnical assistdance to local "self-help" groups
3. Approve, in its di‘cretion, contributions of money, facilities or

equipment to supperl proposals for projects submitted to it by the
committee, staffed by the social responsibility officer.

- 34 -



4. Approve, in its discretion, the lending of Company executives to private
development agencies where the speciael talent of the executive is needed

for a limited period of time to assist the organization or the granting
of time to employees for volunteer work.
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UNITED STATES GOVEANMENT

INSTRUCTIONS
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Usa brie!, informal language
Conserve space
Sutyuct Project 698-0138, 1%, Grant v98-0438-0! Forward onginal and onu copy

HECEIVER (Ruphar to massaga)
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copy, return ony copy
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Attached are papaers praduced by Ao Khan Foundation for Nairobi Enabling
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Director 1.
USAID Missfon tu Kenya o
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bear Mr. Stadlop:

On behalf of Ava Fhan Foundation U,S.A., I am pleased to enclose
the final narrative and financlal reports of the Erabling Environment

Confercuce in accordance with your grant letter of April 7, 1986. DAYE BEUD |
May I take thle cpportenity to thank USAID Missfon to Kenya, once 4‘ -
agaln for fus support ot this Conference and wish you every success Y DUB
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Profeinor  Adebayo  Adedejil,  UN Under-Seceretary  General  and
Frveutive Secretary of the Ecovomic Cormission for Africa, summed ap the
tant ahead for Africa in his closing temarks to the Confercence by quoting a

speech he had made in 1982

To us in Afvica, the private sccetor versus public scctor
arpunent has really not been much of an arpunent and has
no  operationsl  meaning,  because all  our  povernments
accept that both have a role to play and that bhoth can
and should complement cach other. .. Our objective should
(therefore) he to follow the principle of comparative
advant ape n the allocation of tasks and
responsibilities between the private and public sectors
by ensuring  that while our povernments are  at  the
commanding  heights of our econ. fes, they leave more
than ample scope for private initiative and enterprise.
It is only by so doing that we  shall succeed  in
maximiving for the individaal citizens opportunities for
self - tultilleent  and for the release of  the latent
eneryies ot the  people, and  in palvanizing  thosce
cunerpics and combining them with material resources to
sustain the needs of the society on an equitable and

just manner "

This is what the "Enabling Environment™ is all about,



