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Mr. Michael Kerst

USAID Mission

Miamy, Niger October 12, 1987
C/o Department of State

Washington D.C. 20520

Re: Private Sector Assessment

ie have reviewed with great interest the comments contained in
your memorandum dated August 14, 1987 which was addressed to Bud
Munson and we are offering below our comments. We are sorry for any
delay in responding to your memo but this is due mainly to our heavy
travel schedule.

Yhere appropriate, we have made the necessary corrections within
the body of the report itself. As you very well know, ovur stay in the
country was so limited ( three consultants for 3 weeks with two of
them out in the field for the entire week) that we did not have
adequate time to collect all the relevant statistics such as the
number of the agribusiness and the division of their activities in
the country ( your comment 23), quantified impact of the informal
sector (comments 27 and 29), the profile of the 24 units located in
the industrial free zone ( comment 22) etc....Other comments such as
the definition of the formal and informal sectors were not
specifically responded to because we feel that these two terms have
been sufficiently discussed and placed, where appropriate in their
respective context therefore it was not necessary to offer cne
global/all encompassing definition. Yet, other comments are a matter
of opinion (such as your comment 45) therefore we see no need to
change our assertion.

We have added an executive summary section which summarizes the
constraints we identified in the report, our recommandations with
respect to the USAID mission's private sector strategy and the areas
requiring further studies. In writing up the summary, we have taken
into account the concerns and the overall comments raised in your
aforementioned memorandum. We hope the final product is satisfactory
to the mission.

Sincerely

Bene L M'Pokda



The Niger Private Sector Assessment

EXECUTIVE SUMMARY

The private sector in Niger is going through a period of
ad justment and restructuring. The GON has publically opted for the
private development and has courageously undertaken a series of major
reforms to back up its private sector development policies. Three
ma jor documents have heen issued to that effect:

1. Le Programme Significatif de Relance (Economic Recory

Program)
2. The Five-Year Plan
3. Le Programme d'Appuyi aux Initiatives Privees (A private

Sector Support Program)

These documents identify various constraints and suggest
possible solutions and alternative courses of action for private
sector development in the country. We believe however that unless
some of the major constraints are eiiher removed or adequately dealt
with, it is going to be very difficult to hope to attract private

investments into to productive sectors of the economy.



MAJOR CONSTRAINTS.

Physical and Geographical: Land locked country, limited natural

resource base and severe weather conditions. There is nothing that
can reasonably be done against the forces of mother nature therefore

these constraints are taken as constant.

Human Resources: Niger has one of the highest illetracy rate in

Africa ( 80 %) therefore the country suffers greatly from 2 lack of
trained and competent people to run both the government and
businesses. The obvious solution is the establishment of adequate and
appropriate training programs but this is a long winded effort which
takes time;, energy and resources. Both GON and donor agencies have
various programs catering to this area and what is required urgently
is the professionnel training for mid-management levels of both
private and public sectors. The limited number of the currently
trained Nigeriens for the most part prefer to work for the government
leaving the private sector mainly to the hands of less trained
managers and workers. The public sector, throughout the colonial era

has always been considered as the most prestigious sector



Administrative: The oversized public sector and the bureaucratic

procedures are slow and cumbersome. A number of administrative
reforms have been introduced but their implementation for the most
part is lagging behind due mainly to the lack of skills and
experience to carry them out. The expansion of the private sector
will undoubtedly have a positive impact on the public sector as it
will absorb excess manpower and hence lessen the burden and the undue

pressure on the public sector

Legal: All banks interviewed informed the consultants that securities
and collateral taken as guaranty against loans. are hardly reliable as
banks have great difficulties enforcing them, It takes years to have
a collateral dispute case settled and at the end the ruling can go

either way.

Fiscal: The revenue collection system and the various tax rates are
cumbersome and a study is required to simplify the system and set the
tax rates (especially the TVA) that are compatible with the overall

economic objectives of the GON.



Institutional: A private sector devclopment requires the backing of

key institutions such banks and development agencies. Unfortunately
the commercial baznks in Niger are not at this point financing medium
to long term projects for reasons identified in the report and the
only development bank BDRN has enormous financial difficulties.
Sound reforms are therefore required to make these institutions more
responsive to the development needs of the country.( See

recommandations summary).



RECOMMANDATIONS SUMMARY.

The report makes specific recommandations in terms of the removal
of the major constraints that constitute a real empediment to the
development of the private sector in Niger as well as the specific
USAID mission's private sector strategy. The following is a summary

of the key recommandations for the mission's consideration.

inancial Institutions Reforms

GON is very concerned about integrating the informal sector into
the formal structure. This process must happen gradually and
sponteneously as a result of an evolutionary process. The informal
sector must be given adequate incentives for it to want to join the
formal structure. Initially the interaction between the two systems
must be enhanced through commercial dealings and transactions and the
financial institutions such as banks can play a catalystic role
through the financial intermediation and financial advisory services.
?or instance, the productive formal sector i.e the manufacturing
sector, can effectively utilize the informal sector for the
distribution of their products but there is a need for the financial
institution to play the linking role, USAID mission therefore can

play a role in the following areas:

Qj/



a) Overall restructuring of the banking system : a study is
needed to determine how to restructure the banking system so it can
be more responsive to the medium to long term financing needs of the
private sector. Banks also need the necessary motivation to set up
branches outside Niamy.

b) BDRN: The long term financing is a special domaine of the
development banks and BDRN needs to be restructured and recapitalized
so that it can become a viable development institution

¢) Creation of a Special Development Finance company : this

institution, if well structured and well managed can be given the
responsability to manage the financial aspects of all the development
projects financed either by the donor agencies or by the GON.

d) Equity Capital Company: As mentioned above we believe that the

private sector can be developed in Niger at this point only through
the development of small and medium size enterprises using simple and
apnropriate technology. But the capital mobilization and the
financing are the impeding constraints therefore we are recommanding
that the mission look into the possibility of helping create an
Equity Capital company. This is a concept which has been implemented
with a lot of success in a number of developing countries and it can
be applied here as well. Unlike the U.S.venture capitsl companies
that focus on high return and high risk ventures, the equity capital
concept first identifies the lead investor in a given country
(Sponsor), usually a blue chip type company or a highly regarded
individual in the country and selects the appropriate husiness focus

or sector of the economy which the equity company will specialize in.

4



A business plan is elaborated and prospectus which evaluates and
structures the first set of business ventures with appropriate
technology, suitable financing package and relevant managerial
structure is published. The Sponsor typically will recruit other
investors to the various ventures and arrange, with help of the

financial institution, equity syndications.

This of course requires outside technical assistance to set it up

and USAID can play a decisive role in spearheading such an innovative

approach which undoubtedbly will have a tremendous impact on the

development of the private sector in Niger.

Short-Term Credit Fcilities: The establishment of the short credit

facility with a revolving fund features as it was done in Morocco
would provide the financing base for the small and medium size
ent2rprises in Niger, It could greatly benefit the equity capital

ventures described above.

Promotion of Mutual Guarantee Associations: The mission can also

encourage and help create collective trade group such as coops and

on.

SO



REFORMS

All these suggestions will require adequate technical
assistance and if well implemented can have a positive impact on the
private sector. But a prerequisite condition is the continuation of
the reforms program and the mission can guide the GON through the
policy dialogue and the conditionalities attached to the assistance

programs to keep the reforms going.
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NIGER

PRIVATE SECTOR ASSESSMENT AND STRATEGY DEVELOPMENT

The USAID missibn in Niamey sought consulting assis-
tance with three purposes in mind:

1) "review, organize and orient the ext:ting informa-
tion base so as to provide a focused and useful tool for private
sector strategy and program planning;

2) fill the information gaps with specific reference to
private sector profiling and a market-oriented identification of
business opportunities which could be addresse’l by private sector
operators with greatest potential efficiency and profitability;
and

3) éraw conclusions and make concretie recommendations
or objectives, reducing government intervention and participation
and supporting private sector initiatives."

The foregoing, therefore, were the terms of reference
of the consulting team composed of:

Mr. Jean B. De La Giroday (team leader)

Mr. Bene L. M'Poko and

Mr. Marcellin Mouskoura (a Nigerian consultant)
which was in Niger from May 25 to June 14, 1987.

INTRCDUCTION

The Republic of Niger is one of the largest state in
West Africa, covering an area comparable to that of four of its
neighbors combined: Mali, Libya, Chad and Nigeria. With a popu-
lation of only 6.6 million it is also one of the poorest

countries in the world (per capita GNP of US $150 in 1984), beset



by a landlocked position and an arid climate with the recurring
threat of drcught.

Despite the latter disadvantage, the country is predom-
inantly agricultrual. Niger has traditionally been self-
sufficient in food production (except during the drought periods)
and a small exporter of livestock and crops. The rural activity
is concentrated along a narrow belt of arable land in the valley
of the river Niger, where the majority of the population lives.

Niger belongs to the West African Monetary Union, which
operates a common central bank (the BCEAQ) and has a common cur-
rency, the CFA Franc, fully convertible into French Francs at a
fixed rate. In effect, therefore, the CFA Franc can, through the
French Franc, be converted into any other major currency. The
countries of this monetary union also have common interest rates.

Ever since independence in 1960, the State has deliber-
ately played a predominant role in the economy, as is typical in
all developing countries in Africa. In Niger, however, this pre-
dominance, already quite noticeable in agriculture, was even fur-
ther accentuated by the uranium boom in the late seventies. T[Dur-
ing those two decades (the sixties and seventies) the private
sector experienced a relatively modest development. The
1968-1974 drought and then the sudden end to the spectacular ura-
nium performance in 1981 followed by a severe drought in 1984
caused a substantial economic deterioration. This, in turn,
forced the country back into a svbsistence rural economy,
resulted in severe financial imbalances and brought out its

structural weaknesses.



Throughout this period the state was omnipresent in all
facets of the modern or formal sector economy. Given the dismal
over-all results of such a State dominated economy, a new policy
has recently been slowly emerging according to which the Etate
will "disengage” itself of many econmic activities notably
through privatization. The corollary is an expressed policy by
the Government to promote the private sector and encourage it to
play a more significant role in the economy.

The purpose of this mission is, therefore, very timely
since, through its assessment of the private sector, it will at-
tempt to answer two basic questions:

1) whether the Government really wants the private
sector to play a more important role and, if so, how effective
will be the steps suggested by the Government in that respect;
and

2) to what extent the private sector is capable of
accepting the challenge of a larger role and become more bouyant
and flourishing, given the difficult Nigerien context.

We propose to divide this report into three main
parts:

PART I - The Economic Background

PART 11 - The Private Sector

PART III - Recommendations of a strategy for the

USAILC mission in Niamey.



PART I - THE ECONOMIC BACKGROUND

I - ESSENTIAL FEATURES

A) Physical Environment

1) Geogqraphy

One of the factors that have the most pro-
found influence on the economy of Niger is its landlocked posi-
tion. It is completely surrounded by seven countries and the
nearest seaport is Cotonou in Benin 1060 kilometers away. This
inevitably increases the cost and complication of international
trade other than the active cross border trade witn Nigeria. It
also makes it vulnerable to the risk of one of the countries that
must be c¢rossed to get to the sea imposing a tax on goods travel-
ing to or from Niger. This is precisely what recently happened
when Burkina-Fasso imposed such a tax.

2) Climate

One of the hottest places in the world, re-
curring droughts put an enormous strain on the its predominantly
rural economy. Rainfall is inadequate either in total amount or
in its distribution. In the last decade the sub-region seems to
be passing through a marked cycle of dry weather which could lead
to i;reversible desertification in numerous places. Excessive
deficienci¢:. in rainfall have also reduced the potential forage

which, in turn, has led to a reduction of livestock.



B) Human Resources

1) Small Population: Niger's population estimat-

ed in 1985 at 6,600,000 grows at the fast rate of about 3% per
year. which appears to be gradually accelerating. Approximately
90% of the 1,398,000 workforce is employed at least part time in
agriculture. Since the serious current economic :risis began in
1982 the private sector has not been generating employment and
there has been a simultaneous trend towards reducing the
workforce in the public sector and putting the lid on employment.
As of 1985 the Government has ceased its automatic hiring of all
university graduates.

2) High Rate of Illiteracy: By far, the most se-

rious handicap o% Niger's population is that it has one of the
lowest literacy rates in the world. Depending on the definition,
between 5.5. and 10 percent of the adult population is literate.
The formal education system is very limited in its coverage and
is geared to producing government employees for a francophone ad-
ministrative system rather than the development of the private
sector. As astounding as it may be, there is no national policy
on literacy. While there theoretically is a policy for adult ed-
ucation in local languages, programs are not coherent anéd use
different approaches. Local and foreign literacy efforts have
favored mass literacy compaigns rather than programs integrating
literacy and numeracy into training for specific basic tasks
(such as elementary bookkeeping) needed to conduct any kind of
business. There have been a number of such programs, however, in

co-operatives.



3) Acute lack of competence: It is not

surprising, therefore, that the lack of competence at all levels
typical to all developing African countries is particularly acute
in Niger. The severe lack of well qualified high and especiall’
mid-level personnel in key fields imposes a severe constraint on
absorptive capacity. In agriculture, livestock and other rural
development fields, personnel responsible for extension, research
and cooperative development activities are often technically and
administratively underqualified. In the few cases where they are
not so, they still have not received appropriate training in com-
munication and pedagogy to facilitate the technological transfer
and exchange of ideas with the non-literate population. The same
nandicap applies to agriculture as to any other private sector
activity.

What is a matter for concern is that no signficant
policy changes have been conceived or promulgated by the Govern-
ment nor have operational revisions with in the educational
structure been analyzed or discussed. Although Niger receives
considerable assistance in education and training from interna-
tional donors, the Government has had to cut back its program.

C) Natural Resources

1) Uranium
Niger has substantial uranium deposits which
until 1981 was the main mineral resource sustaining the country's
economic growth. The uranium production doubled from 1978 to

1981 and accounted for 15% of the GNP in that year while exports



rose from 40% to 80% of total exports in that period. However,
with the sharp fall in the world demand and prices for uranium,
this industry's outlook for the foreseeable future is not good.
As a result all expansion plans in Niger have been cancelled.

2) Other minerals

A fairly large coal deposit (about 10 million
tons) was discovered near Agadez right in the middle of the coun-
try. The first stage of a power generation project based on this
deposit has been completed and helped reduce somewhat oil
imports.

The other large mineral deposits discovered
are phosphate (500 million tons) and iron ore (650 million tons),
both of which are in ample supply in several African countries.

There are small deposits of tin, and manga-
nese and oil was struck near the Lake Chad area.

3) Agricultural Resources

Cash crops, especially peanuts and cotton,
and livestock have been the traditional agricultural resources
before and after independence until the end of the sixties. Dur-
ing that period, subsistence food crops (mill and sorgum) were
relatively lesé important. As a result of several droughts, the
cash crops have to a certain extent been replaced by subsistence

food crops while livestock raising continues to be active.



D) Trade
The Nigerien economy is trade dominated. The

Nigeriens have traditionally been very trade mindea peogle, in-
ternally exchanging (originally throuvh barter) food crops and
livestock for locally made consumer products and externally ex-
porting cash crops and importing European made consumer goods.
As in many other Sahel countries, the prevailing mentality is
typically one of trading, focusing on an immediate profit and not
one of an entrepreneur/investor willing to be more zatient to
make a profit.

II - ECONOMIC DEVELOPMENTS IN THE SEVENTIES AND
TEE FIRST YEARS OF THE EIGHTIES

A) Firsv Half of the Seventies

Niger's economy was typical of that J2f Sahel
countries, therefore deficient in the exploitation of its natural
resources. Consequently, emphasis was put on raising both cash
crops (peanuts and cotton) and subsistence food crops (mill,
sorgum and cowpeas) and on livestock.

A series of droughts from 1968 cut down
considerably this rural production resulting in a reduction of
15% of the GNP.

A reduction in total exports was avoided by the
surge in uranium exports.

However, during that first half rural production

continued to be predominant in the economy.



B) Seconé Half of the Seventies

The economy experienced a spectacular recovery
thanks to a good rainfall and to a sharp rise in the world demand
and price for uranium. This resulted in:

(a) an average annual increase of 7.5% of the GNP
and of 10% of exports;

(b) a considerable increase in Government revenues
and in public investments;

(c) a relatively more important role of the formal
private secotr, notably in construction, transport and trade;

(d) a sharp increase in the number of parastatal
companies of which accounted for more than 50% of total employ-
ment; and

(e) a proliferation of public projects most of
which were ill-conceived, puvorly carried out and incompetently
managed. However, a good internal communication system and road
network are important legacies of this period.

During that second half, the role of the rural
sector became relatively less important in the overall economic
picture.

C) The Crisis of the Early Eighties

In 1981 economic prosperity suddenly came to an
end as a result of the sharp decline in the world Gemand and
price for uranium.

A period of drought from 1982 and especially in
1984 causeé a stagnation and then a reduction of agricultural

production, although cash crops prices tended to be higher.



These two developments had the following economic
consequencies:

(a) Substantial budgeting deficits began to
emerge;

(b) In spite of a considerable drop in its reve-
nues, the State did not cut its spending;

(c) The financing of these deficits, and notably
those of parastatal companies, caused an exaggerated credit ex-
pansion and serious difficulties for the banking system, in par-
ticular the Bangue de Development de la Republique du Niger
(BDRN) and the Caisse Nationale de Credit Agricoli (CNCA), toth
being State banks; and

(d) A major increase in the external debt (which
amounted to 54% of GNP in 1983) and 77% of which was accounted
for by the Government and in the debt service.

III - RECENT EVENTS

The rapid deterioriation of economic conditions forced
the Nigerien Government to take from 1983 drastic steps towards
reducing the serious domestic and external financial imbalances.

A) The Stabilization Frogram

Four successive standby arrangements were worked
out with the International Monetary Fund, the last of which was

approved in November 1986.
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1) Its Cbjectives:

(a) improve the tax effort;

(b) cut down the growth of current expendi-
tures;

(c) reduce and restructure investment expen-
ditures;

(d) cut down Government arrears;

(e) improve the financial performance of
parastatal companies that will remain in the Government's portfo-
lio and privatize the others;

(vi) reduce foreign borrowing;

(vii) limit domestic credit expansion; and

(viii) liberalize pricing and marketing
policies.

2) Ite Results

They have been on the whole satisfactory:

(a) The budgetary deficit and the balance of
payments deficit were substantially reduced in 1983/84 and
1984/85 fiscal years.

(b) domestic credit is under control;

(c) important improvement in capital inflow
ané in reducing the external debt;

(d) the relative improvement in the perfor-
mance of a few parastatal companies thus alleviating their burden

on the Government budget.
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However, there was a reduction in public rev-
enues in spite of the steps taken.

B) The Structural Adjustment Program

1) Amount

IDA extended a total credit of $243.7 million
to Niger between 1979 and 1985. 1In February 1986, an additional
$60 million tranche was approved.

The BCEAO (the Central Bank) is responsible
for the accounting and for handling withdrawal requests. The
liason between IDA and the Government is handled by a Structural
Reform Committee of 12 ministers headed by the Minister of Plan-
ning.

2) Its Objective

Its essential objective is to make sure that
the purposes of the above-mentioned Stabilization Program are met
through policies that maximize growth. Such policies are notably
to:

(a) increase the productivity of existing in-
vestments;

(b) ensure the productivity of future invest-

ments; and

(c) improve policies for the strengthening of

the national human and physical resources.
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3) First Phase

The first phase of the program pertains to
those areas where inefficiency is the worst and where improvement
in policies will have the greatest impact on the budgetary defi-
cit and the balance of payments deficit, i.e.:

(i) public funds management;

(ii) parastatal companies reform; and

(iii) agricultural policy

4) Second Phase

Relates to reforms in other areas, notably:
(i) industrial and commercial policy:;

(ii) financial sector;

(iii) forestry industry:;

(iv) livestock; and

(v) energy.

IV - STRUCTURAL PROBLEMS

The prospects of reaching an acceptable budgetary and
balance of payments situation and of establishing the foundation
for future economic growth are very seriously limited by the
structural weaknesses of the economy.

Those weaknesses are notably:

1) An inefficient management of public resources;

2) An oversized and inefficient para-public sector;

3) A weak resource base:

(a) limited economic resources;

-]13-



(b) the landlocked geographical position of the
country;

(c) high rate of population growth;

(d) high rate of illiteracy; and

(e) a subsistence rural sector which will continue
to be the predominant factor in the economy for the foreseeable
future; and

4) A modern (formal) private sector constrained by the
following: |

(a) a very little developed formal private sector;

(b) a miniscule industrial sector;

(c) a small market spread out over great distances
and lack of raw materials;

(d) government policies which so far have not been
favorable to priate enterprise or to industrial or trading activ-
ities;

(e) in addition to adverse climatic conditions, an
agricultural products pricing policy that often discourages ini-
tiatives towards low cost production; and

(f) over-cultivated and over-grazed land resulting

in a decrease in soil fertility, its erosion and desertification.

With the foregoing general economic background in mind,
we may now have a better understanding of the private sector and

of the role it plays in the economy.

-14-



PART II - THE PRIVATE SECTCR

I - ITS DEVELOPMENT OVER THE YEARS

a) Traditional Transsaharian Trade

The caravan trade, which Las been very active long
before the arrial of the French (at the end of the 19th century),
dominated the Nigerien economy at a regional level more than at a
national level. Even though such caravans sometimes crossed long
distances to and from neighboring countries, the trading of the
goods as far as Niger was concerned was very local, notably in
and around the trading towns of Mazadi and Zinder.

B) The Colonial Era

Upon their arrival the French decided to promote
the economy by encouraging the establishment of several private
French trading companies. The colonial trade which resulted
guickly gave those companies control of both the import from
Europe and distribution of manufactured consumer goods and the
export of peanuts.

This two-way trade as well as the growing of pea-
nuts by the Nigerien farmers were, therefore, totally private.
The European firms began to work more and more with the famous
Nigerien big traders, the "EL HADJIS." Their main activity,
centered around the towns of Maradi and Zinder, first was to
gather peanuts from farmers and to distribute the European prod-
ucts in the back country through their own informal distribution
system. They then over the years took on other activities, such
as transport (trucking), construction and leather and skin trade

and cola nut trade.
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Thus, the private sector was already divided into
a formal sector (the European trading companies-mostly French)
and an informal sector (the Nigerien farmers and the El Hadjis).
As indevendence was approaching both sectors were active and
prosperous.

C) The Post Independence Era (1960 to 1882)

During the years that followed indepen<ence, the
State was confronted with several under-development problems:

1) the disparity between available resources and
the basic needs of the population;

2) a weak and antiquated basic infrastructure;

3) the total lack of a class of national entrepre=-
neurs; and

4) the hesitation, and in many cases the refusal,
of foreign private capital to make new investments, except in
uranium mining.

For these reasons, the State felt the necessity to
act directly on the economy and to intevene in all its sectors.
This explains why over the years a public and parapublic sector
grew continuously to the point of dominating not only fields that
are the typical domain of the State but also other sectos, such
as production and trade.

In the Nigerien context of a very narrow national
market and rare investment resources, this marked trend for the
State to "fill the vacuum" and to regulate everything had a di-
rect effect on slowing down the development of the private

sector.
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Cn the other hand, the existing private sector was
also not very dynamic because of its own characteristics, nota-
bly:

1) a "modern" formal sector mercantilistic by na-
ture represented by the European subsidiaries and branches (most-
ly of French trading companies) focusing on satisfying the needs
of local urban markets in imported consumer goods and on ex-
porting cash crops, and not very perceptive of needs for long-
term development and industrial development; and

2) a traditional informal sector essentially rep-
resented by the El Hadjis (those major individual traders) spe-
cialized in informal speculative trade, and also not perceiving
long-t=rm development needs, but oriented exclusively towards a
fast profit goal.

The most obvious manisfestation of the emerging
strong State intervention was the formation by it soon after in-
dependence of four key state ccapanies all designed to control
the trade channels. These are:

1) SOHARA (to handle peanut exports);

2) COPRO-NIGER (to handle the sale of imported
nrnusactured goods and the purchase of domestic food products);

3) UNCC (Union Nigezienne de Credit et de Coopera-
tion) -- for the development of mutual credit and cooperation
among the rural population; and

4) OPVN (Office des Produits Vivziers du Niger) ==

to handle the sale of grain.
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The operation of these state companies had the
following effects on the private sector:

1) The European trading companies

One objective of the Government, which became
increasingly clear, was to cut down the global activities of the
trading companies. This is exactly what happened gradually.

2) The El1 Hadjis

Their trading activities were first
encouraged by the Government. Their number and importance grew
especially during the seventies when trade with Nigeria began to
intensify. However, the above described UNCC started competing
increasingly with the El Hadjis. This was the expression of the
fact that the new political and bureaucratic class began to op-
pose the class of merchants more and more. There was a growing
divergence between the interests of the State and those of the
merchant class. While the former was focusing on the control of
the whole economy and on keeping the private sector from
speculating on basic food crops, and thus antagonize the masses,
the latter was motivated only by the systematic search for maxi-
mum profit.

L) The Economic Growth of the Seventies

Most of this decade was prosperous. This caused
the State to be somewhat better disposed towards the private sec-
tor and to take some steps that were favorable to it:

1) A new investment code was passed in 1974;
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2) The State encouraged bank credit for private
enterprises and supported the growth of these by awarding
contracts for public projects:

3) Combined with the uranium boom, which benefited
directly companies within the private sector, these steps stimu-
lated the formation of new industrial units and encouraged con-
struction and commerce;

4) The El Hadjis traders of Maradi and Zinder,
became more active than ever. Their business shifted from a re-
gional and national level to an international cne. They began
importing (notably civarettes) from Europe and selling them in
Nigeria. Their eccnomic power became increasingly dominant; they
controlled more than ever the trade on both sides of the Nigerian
border.

E) The Crisis of the Eighties

The economic crisis resulting from the uranium
crisis from 1981, the 1984 drought and the closing of the
Nigerian border in April 1984 accelerated the drop in public rev-
enues. The ensuing reduction in private investments caused the
private sector tc take a back seat considering the potential of
the national economy and the more important role it could have
played in it.

F) The N:w Attitude of the State Vis-a-Vis
the Private Sector

Aivan +ha AarariAaratinma internal and external fi-



the State of the failure of so many parastatal enterprises and
given the pressure from the World Bank for major economic re-
forms, including a disengagement and privatization policy, the
State seems to be changing its attitute towards the private sec-
tor. It seems to have become more aware that its policy of the
last two decades of dominating the economy, while attempting to
relinquish the private sector to a secondary role, has not worked
and that it attempted to become active in overall business fields
for which the private sector is better suited.

Although the Governiient had already recognized the.
problems previously, it expressed a greater consciousness of the
numerous constraints which impede the private sector and has
suggested solutions to lift them. Three different documents were
issued by the Governnent containing those solutions, expressing a
general desire co promote the private sector, and, thus,
confirming a general trend which started well before. They are:

1) "Le Programme Significatif de Relance" (The
Major Program for Economic Recovery) issued in October 1986 by a
special interministerial committee with representatives from the
private sector;

2) The Five~-Year Plan (1987-1991) issued in May
1987; and

3) Le Programme d'Appui aux Initiatives Privees et
a la creation d'emplois" (PAIPCE) (The Frogram to support private
initiative and job creation) issued in June 1987 by the Ministry

of Planning.
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Before we can examine the constraints which handicap
the private sector and the solutions suggested by the Government,
we must first have an accurate notion of the composition of the

private sector itself.

II - ITS COMECSITION

A) A Modern or Formal Private Sector

This sector is essentially oriented towards local
industrial activities and/or international trade activities prin-
cipally carried on by foreign operators (mostly French), although
also by a small group of Nigerian businessmen and by the Lebanese
community. It currently accounts for less than 8% of the GNP.
The manufacturing industry within the formal sector is less than
2% of GNP. The other components of the sector: mining, com-
merce, banking, transport, construction and various services ac-
count for the balance of about 6%. Formal Commerce by itself
represents about 5% of GNP and yet at the time of independence it
dominated the economy. As a whole, the formal sector employed
10,100 persons at the end of 1986 against 32,600 employed by the
Government and 12,700 by the parastatal companies.

The evolution of the formal sector was strictly
linked to the mining industry and to the condition of public fi-
nances. Thus, after having experienced a good growth between
1976 and 1981, the formal sector quickly was out of breath as a
direct result of the uranium crisis and that of the decline in

public revenues.



1) The Manufacturing Industry

The manufacturing industry is very limited in
its range of activities: textiles, cement, batteries, biscuits.
Its products are often not competitive with similar imported
products, notably from or through Nigeria. It has been directly
affected by the drop in personal income caused by the economic
crisis since 1982. The most common complaint of this industry
concerns the various constraints which affect it. (These con-
straints will be examined in detail from page 29 on). A signifi-
cant fact is that there used to be some 24 different manufcturing
units operating in the industrial zone of Niamey. Only 6 are
still operating. Two other factors that have also contributed to
this situation are the general depression of the local industry
and an over=-valued CFA franc.

The industrial component of the formal sector
is also very dependent on:

(i) the Government and urban consumers which
are its most important clients;

(ii) export of consumer goods because of the
narrowness and spread out nature of the domestic market;

(iii) the high cost of imported inputs and of
transport of both such inputs and of finished products for the
export markets; and

(iv) the efficient competition of the infor-
mal sector for the marketing of products in export markets espe-
cially the Nigerian market, and sometimes in the domestic market

as well.



2) The Agri-Business Industry

A few companies are involved in agri-
business, such as tanning of cattle, goat and sheep skins and
milk processing. However, these activities are very limited.

3) The Trading Component

This is represented mainly by European trad-
ing companies (mostly French) which used to play a key role until
the independence in the export of cash crops and the import and
distribution of consumer products. They have now concentrated on
urban centers which they supply as wholeszlers in imported prod-
ucts, notably hardware goods, European consumer products and less
and less in automobiles, trucks and spare parts.

4) The Bank Component

There are six private banks: The BIAC and
BICI (subsidiaries of two major French banks BIAO and BNP),
BALINEX (an Arab Libyan bank), DMI, BCC (subsidiary of the Bank
for Credit and Commerce group) and CITIBANK. They all have ex-
cess liquidity, not being able to find sound enough projects to
finance or promoters who can offer satisfactory collateral. They
are almost exclusively confined to extending short-term over-
drafts and to import financing.

5) The Other Components

These are mining, transport, construction 2nd
various services. They also have been very dependent on the ura-
nium industry and partially on the Government policy of sup-

porting national businessmen through bank credit extended mostly



by the BCRN (the State Cevelopment Bank) and the CNCA (the State
Agricultural Credit Bank). This is why, after the good period
between 1977 and 1981, these activities deteriorated sharply be-
cause of the uratium crisis, the reduction in public revenue and
the very serious difficulties of both the BLRN and the CNCA.

The possibilities for the formal sector -- in
its present condition =-- to contribute to an economic recovery
are relatively limited. The industrial component is not well in-
teqrated within the overall domestic economic environment in that
it is more oriented towards the outside as a result of very lim-
ited domestic sources of raw materials and an equally limited do-
mestic market scattered over a vast territory. Yet competing in
export markets with a high production cost and low productivity
is most difficult.

The trading component is fiéhting an up-hill
battle because it cannot compete effectively against the informal
traders with regard to clandestine imports and in some cases ex-
ports. These imports range from cigarettes to textiles and the
exports are mainly cattle and textiles.

The banking component. could become
considerably more active if it could find sound projects to fi-
nance. As we shall see later on in this report, concrete solu-
tions are available to this problem.

In addition, the whole formal sector is im-
peded by constraints. It operates within a legal framework and

is subject to all the typical rules and regulations affecting
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business in a modern economy with regard to all forms of
administrative procedures, the payment of taxes, accounting, etc.
All of this constitute a serious handicap especially when com-
pared to the informal sector which i¢ free of all such limita-
tions.

B) A Traditional or Informal Private Sector

The informal sector plays a crucial role in the
Nigerien economy. It is by definition very difficult to develop
any accurate information on its turnover, the size of its invest-
ments or the active population it employs. It is well known,
however, that the thousands of units of this sector are a major
source of work and activity for the working population and that
there is no sector of the economy which is not affected by it.
According to informal estimates as much as 70% to 60% of the
economy is in the hands of the informal sector, especially if ag-
riculture is included.

This traditional sector is characterized by its
lack of structure, it extreme fluidity, fleetiness, versatility,
resourcefulness, and ingenuity. It is conducted only by indivié-
uvals, not corporate units, who are usually illiterate. It pro-
verbially escapes all the rules and requlations which affect the
formal sector and never pays any taxes, with the exception of a
"patente” or license tax . . . in principle.

The role played by the informal sector is all the
more important for the economy that it in effect fills a gap

which the formal sector is unable and/or unwilling to fill. The
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informal sector in Niger is the epitomy of private enterprise,
however loose and unrequlated as it is.
This sector comprises may distinct activities:

1) Agriculture

Practically all rural activities belong to
the informal sector. Whether such activities are performed at
the individual level, the village level or the cooperative level
it is always informal. The farmers are a dynamic and hardworking
group which, in spite of all the severe handicaps, manage to en-
cure national food sufficiency in periods of good rainfall. Al-
though such dynamism has not generally been directed to an eco-
nomic and efficient management of their farms, the farmers are
remarkably adept and versatile; they usually take up other activ-
ities during the off season in a number of small industry areas
peripheral to farming. Given their low cash returns and high
production risks, they do about as well as can be expected.

2) The Major Trade

The essential characteristics of this major
informal trade is its exclusive focus un immediate profit, a lack
of interest in investments in productive activities (because of
the longer waiting period for the return on the investments), and
its small contribution to tax revenues and to the financing of
the economy in general. In the region of Maradi and Zinder, how-
ever, there seems to be early signs of a certain curiosity, if
not yet a willingness, on the part of some big traders, the El
Hadjis, with regaré to the possibility of getting involved 1in

industrial activities, as the big traders in Nigeria have done.



Here again, it is very difficult to evaluate
with any degree of accuracy the exact impact of this informal
trade on the economy, because of a complete lack of data. It is
known, howaver, that this impact is major, based on the volume of
imports through the El Hadjis, based less on exports volume be-
cause of their clandestinity, based on estimated turnover and on
the distribution volume of products and finally based on the "so-
cial" standing of those big time traders in the absence of infor-
mation on their economic and financial standing.

It would appear that, as a result of "ar-
rangements" between them, the E1 Hadjis tend to carve up the mar-
ket into cartels with a few big traders for each category and
that independent competition is not encouraged.

This component of the informal sector is
itself composed of several layers of operators who are as a rule
very dynamic and illiterate. No books are kept; all the figures
are "in their head" and on the whole remarkably efficiently.

Those big traders deal with commercial tanks
only for one of the following transactions:

(a) to finance imports through conventional
documentary credit;

(b) to make a foreign remittance; and

(c) when they need a bank guaranty in order
to participate in some Government project.

Those traders always tend to self-finance

their operations, which now include more and more investments in
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transport facilities (notably trucks used in connection with
large transit operations, especially the transport through Niger
into Nigeria of such goods as cigarettes imported from England),
some real estate and some agriculture. It is quite possible that
this trend may continue and could gradually involve more :ubstan-
tial investment in industrial and agri-business activities. The
younger generation of El Hadjis seems to be more open to such de-
partures from the traditional exclusive trading business of their
fathers.

Bowaever, this does not change the possibility
that this informal major trade sector, although highly efficient
and profitable, may now have reached the point where, because of
the increasing complexities of the business, a little "formality"
and organization (such as minimum bookkeeping) may be to its ad-
vantage. This may be a way to have a better grasp of what helps
the business and what is detrimental to it. Of course, any at-
tempt to "formalize" this sector so far is automatically resisted
by the older generation of El Hadjis who perceive it as a threat
to their proverbial independence (financial and general) and a
risk of opening the door to taxation and other administrative im-
positions and vexations. They may well be right and one can un-=
derstand the lack of motivation for them to accept readily any
change along those lines.

Here again, the young generation, the sons of
the E1 Hadjis (who still run their business) are more likely to

be literate. Very few of them may even begin to attend
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university. They tend to be somewhat more open-minded than their
fathers and the sophisticated ones are becoming conscious of the
vulnerability of depending to much on trade often in only a few
products and in only one geographical area: both sides of the
border with Nigeria. They are likelv to become more open to
changes at the same time the channel of such changes.

3) Heterogenous Production Activities

Such activities are carried on by & great va-
riety of "artisans," small units, small industry operators of all
kinds (mechnical repair shops, hardware and home utensil makers,
etc.) who, with different levels of training, but permanently
faced with an under-employment protlem, have a remarkable will to
work. They also demonstrate through spontaneous initiatives
their need to acgquire know-how and to get organized in order to
succeed.

This component of the informal sector com=
prises a large number of small enterprises, and accounts for a
high percentage of employment, in and of the gross production of,
the whole private sector. It has its own characteristics con-
cerning its organization, the simple equipment and technolgoy it
uses and the types of products, it makes. As can be expected, in
this component of the informal sector there is no division of
labor nor a clear approach to methodology.

However, those activities seem to have much.
development potential to the extent that the levels of training

are generally very low and the possibilities of improving such
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training limited. Yet, they play an important role in helping to
reduce unemployment and in the production, or distribution of a
variety of goods and services needed by the population. For in-
stance, it was estimated that this component of the informal sec-
tor gives work to 22,150 persons in Niamey alone, without taking
into consideration all other direct or indirect unaccounted for
odd jobs obtained through social or family contacts. This is
equivalent to the labor force employed by the whole formal sector
at the national level.

In conclusion, contrary to what one may
think, the informal sector of the economy is on the whole well
organized after a fashion and efficient, particularly its major
trade component. It likes its "traditional" characteristic, es-
pecially since the action strategies of its operators and the
wealth accumulated by some of these are not "in harmony” with the
rules and regulations enacted by the State. These rules and reg-
ulations automatically put the whole informal sector in an ille-
gal position.

III - ITS CONSTRAINTS

The constraints affecting the private sector have a
different impact or the formal and informal sector, although some
are comnon to both. Physical and geographical constraints and
some structural constraints obviously concern the whole private
sector and result in a low degree of attraction for private
capital to be invested in Niger. Such constraints are in general

a major deterrent because they cannot be changed by men, or



because they imply radical, long-term and expensive changes in
the policies of the State.

Other constraints are merely dissuasive or limitative
and can be lifted through appropriate mrasures.

A) Categories of Constraints

1) Physical and Geographical Constraints

(a) The landlocked position of Niger

(i) From a national viewpoint

Niger has some 30 towns of various
sizes scattered over great distances in a country covering
1,200,000 Sq. Km,, a road network which is grossly insufficient
but improving. The Government is taking action on transport in-
frastructure and road maintenance. Domestic air service is poor
and expensive but the Government tries to rationalize Air Niger.
There is no railroad.

(ii) From an international viewpoint

Niger is surrounded by seven
countries, the nearest seaports being Cotonou in Benin (1000 Km.
from Niamey) and Abidjan (1500 Km. from Niamey). But Lome is in
fact more important as a port to Niger than Abidjan.

(b) Climatic constraints

Niger has a rough and hostile climate:
- insufficient and unpredicatable rain-

fall;

- an alarming expansion of the desert;

and
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- frequent and severe droughts over the
last 15 years.

Recommendations made by the Government

In none of the three Government documents: the Pro-
gramme Significatif de Relance (PSR), the Five Year Plan and the
Programme d'Appui aux Initiatives Privies et a la Creation
d'Emplois (PAIPCE) is any recommendation made regarding this con-
straint.

Qur Recommendation

Even though little can be done to lift this constraint
imposed by nature, some steps could be taken towards alleviating
it. The focus should be on a systematic long-term program to ex-
tend the basic road infrastructure .and to improve airline commu-
nications. This should apply particularly to the road leading to
Cotonou in order to facilitate the transport of goods for export
as well as that of imports. However, the roads to Abidjan and
Lome are paved.

With regard to the export of perishable goods (meat and
vegetables) a study should be done of economical ways of using
freight facilities on current scheduled international flights and
eventually of starting an all-freight airline service to such
points as Abidjan, Lome, and Europe. Specially equipped trucks
is another alternative which deserves being studied. Such
possibilities are subject, of{ courge, to establishing the reality

of a market in those places for such products.



(c) A narrow and scattered domestic market

Every attempt to manufacture any prod-
uct in Niger has been thwarted by the narrowness of the market
due to the small population and the fact that it is so spread out
over a large territory. The distribution of imported goods faces
the same problem. Agricultural products are also affected by
this constraint.

Recommendations made by the Government

The only recommendation made by the Government on this
point is contained in the PSR document to the effect that steps
should be taken to ensure a more aggressive distribution of
Nigerien made products and that these must be adequately priced.
This recommendation is obviously too vague and general to be use-
ful.

Our Recommendation

Given those severe limitations of the domestic market,
to the extent possible, and taking into consideration among other
factors the degree of competitiveness of Nigerien products, a
systematic effort must be made to find new export markets, devel-
op existing ones and to investigate the possibilities of new ex-
port products.

Thus, to France, still the most important export mar-
ket, the main exports are uranium and tanned and other leather
products and skins. Feasibility studies should be undertaken to
investigate the possibility of experting certain vegetables (no-

tably green beans, tomatoes, etc.) during the (European) winter
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season, although this is already a very competitive field. Other
European markets must also be investigated.

Red onions have alredy found a market in the Ivory
Coast. It is known that better packaging and transport facili-
ties would reduce the spoilage and help increase the tonnage
sold. What about other African markets such as Benin, Togo,
Senegal, Gabon, Cameroon and North Africa. Here again, an inves-
tigation must be made by a competent expert.

Argentinian beef is imported in the Ivory Coast. Would
it not be worth studying the possibility of exporting frozen beef
from Niger to that market?

(d) The "leaking" boarder with Nigeria

Nigeria is Niger's second largest trad-
ing partner (after France) for both exports and imports, but ac-
tual volumes both ways are far greater than the official statics
show because of the overwhelming importance of the informal or
clandestine exchanges. This parallel market, which is very dif-
ficult to quantify, is a very efficient competitor to the offi-
cial trade and it introduces an element of speculation which is
‘damaging especially to the "regular" imports.

Recommendations made by the Government

In the PRS document it is suggested that customs duties
be imposed on manufactured goods imported from Nigeria so that
their price would be equivalent to that of similar or identical
products made in Niger. It is also suggested that the customs

authorities be more vigilant and efficient in order to control



clandestine imports. These two recommandations are repeated in
the PAIPCE document. For the following reasons the first recom-
mendation may well be inappropriate while the second one is not
realistic.

Trade bewteen Niger and Nigeria is of a special nature.
By far the most important part of it is informal. Traders on
both sides of the border are of the same tribe (Hausa), speak the
same language (Hausa) and in many cases are relatives. Trade
methods are archaic, based on memory of the traders and faith-
fulness of the customers rather than on anything written, figures
or accounts of any sort.

Goods exported from Niger to Nigeria are: 1livestock on
hoof, cowpeas, millet, sorgum, textile and clothes, onions,
dates, rudimentary agricultural equipment, soap and handicraft.

Goods imported from Nigeria include: fruits and vege-
tables, candy, condensed milk, spices, wheat flour, cement, soap,
soft drinks, fruit juices, hardware, spare parts for bicycles,
motorcycles and automobiles, paint, gasoline, kerosene, radios
and cassette players, plastic and enamated fowls and basins.

Transit goods, which represent substantial veclumes, are
mostly cigaretts (imported from England), rice, ox-tail soup
cubes, matches and dry/salted fish imported by the El Hadjis and
re-exported to Nigeria. It is estimated that the transit trade
going through Maradi alone represents about CFA.F2.50 billion (US
$170 million) a year. The importation and distribution of all
these products are forbidden in Nigeria. The biggest El hadjis

have acquired their wealth mainly through this trade.
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Several points should be observed here:

(i) Relatively few imports from Nigeria are produced

in Niger

If one examines the above-mentioned list of goods
imported from Nigeria, one finds that with the exception of ce-
ment, biscuits, soap, wheat flour and soft drinks, these goonds
are generally not produced in Niger.

(ii) A relatively small amount of customs duties is

collected

It would appear that a relatively small amount of
customs duties is actually collected by the Nigerien authorities,
all the more so that customs officers are sometimes accommodat-
ing. Yet, it is estimated that 80% to 90% of products sold in
Maradi, Zinder and Konni are from Nigeria. Actual payment of
customs duties, in those cases where it occurs, is based on a
bill typically established bty the Nigerian seller of the goods at
a declared price between one-third and one-half below the offi-
cial price in Nigeria. That applies to many items.

The customs authorities, in Niger, however, seem
to refuse more and more to accept such under-stated values as a
basis for applying tariffs and tend to use prices on similar
products imported from sources other than Nigeria. This gives
rise to constant controversy between the customs authorities and

the large traders of the informal sector.
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(iii) Difficult border to police

Except for the three main ports of entry of
Maradi, Zinder and Konni, it is physically impossible to police
efficiently a 1,000 Km. long border which is criss-crossed by
"unofficial”™ tracks and paths actively used for clandestine trade
of goods (carried by porters, donkeys and other animals) without
great value as well as high value large tonnage products, such as
wheat flour, cement, reinforced bars, fertilizer, gasoline, etc.
for which an official import license is theoretically required.

(iv) The volume and type of imports are dictated not

only by supply and demand of goods but by the value of the Naira

The important devaluation of the Naira last year
has had a substantial influence on goods imported from Nigeria by
making them considerably cheaper. The rate of exchange on the
parallel market is also very impnrtant. For instance, when the
Nigerian traders buy from Niger goods in transit (notably ciga-
rettes imported from England), the parallel rate of exchange is
immediately affected. This is due to the fact that the sellers
in Niger demand to be paid in CFA Francs, which in turn forces
the Nigerian buyers to look for CFA Francs, which in turn in-
creases the value of the latter.

The reverse occurs when traders in Niger want to
buy large tonnages of cement or other products from Nigeria.

In general, this parallel currency market has a
negative effect on the econcmy of Niger, because it makes it pos-

sible to acquire equipment goods and consumer goods from Nigeria
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at a price about one-third average cheaper than official fprices
posted in Niger for the same items. It is true, however, that in
some instances Niger benefits more than it loses in this market.
Thus, cheap machinery and capital production goods help the pro-
ducer get more profit and cut costs.

Cur Recommendation

Based on the foregoing observations, which, because of
the time constraints of this mission, could not be verified, one
may wonder about the advisability for the Government of Niger to
continue imposing customs duties on goods imported from Nigeria.
Subject to further investigation, it appears at first sight that
such imports may not harm the manufacturing industry in Niger and
that the total amount of duties actually levied is relatively
small. Furthermore; given the notorious laxity of customs
officials and the great difficulty of policing such a long and
porous border, the question deserves to be asked as to the possi-
bility of declaring the whole border with Nigeria a free zone
over a period of, say 3 to 5 years. This would have the follow=-
ing possible effects:

(i) dimystifying the whole trade between the two
countries;

(ii) allowing the forces of supply of, and demand for,
goods to regulate freely their flow on either side of the border;

(iii) discourage the protection of inefficient and
uncompetitive manufacturing industries on both sides -- (We real-

ize that this is a very controversial subject); and



(iv) these results could presumably be achieved at the
cost of a relatively small loss of revenue for the Government of
Niger.

We recommend, thereore, that this matter be investi-
gated by experts in order to determine the best course of action.

(e) Human Resources Constraints

(i) Illiteracy

Probably the most serious impediment to
the development of the people and the growth of the economy is
the astoundingly high rate of illiteracy. This is particularly
true of the whole informal sector.

It is most surprising that none of the
three policy documents of thé Government even mentions this fun-
damental problem at all. This is symptomatic in that it reflects
the lack of a national policy on literacy. Numeracy seems to be
more important in people's mind than literacy, because it is es-
sential for managing enterprises beyond a limited size. Mass
literacy programs Go not seem to be effective.

A Commission on Educational Reform has
existed for some time and the need to establish appropriate edu-
cational systems for development purposes and national human re-
source planning is recognized clearly in many quarters. Realiza-
tion of this goal, however, has yet to be reached.

The World Bank study of human resources
planning and financial consequences provides information which

can be useful in developing a long-term human resources model .
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However, no significant policy changes have been promulgated, nor
have operational revisions within the educational structure been
analyzed or discussed.

Although Niger receives considerable as-
sistance in education and training fields from donors, the Gov-
ernment of Niger has cut back its ambitious plan targets for the
education and training programs. More than 95% of he education
budget goes to perpetuating the formal system. Niger is now
training more graduates in certain fields, notably law and eco-
nomics, than it has demand for, especially since the Government
has put an end to automatic hiring of university graduates. Con-
sequently, little or nothing seems to be done to help the infor-
mal sector out of literacy.

Our Recommendation

This would suggest the advisability that the interna-
tional donors consider jointly financing a "functional literacy”
program which would combine practical skills and wider leaning,
especially when coupled with numeracy. Success has already been
achieved through this type of practical program elsewhere.

(ii) Lack of competence at all levels

Particularly in a country with such a
high rate of illiteracy, it is not surprising to observe a seious

lack of qualified manpower in all fields and at all levels.
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Recommendations Made by the Government

In the Five-Year Plan, reference is made to the neces-
sity to determine the training needs of management level execu-
tives and of the operators within the informal sector.

The P!R document mentions the need for training pro-
grams for rural cooperatives and for intensifying efforts to
train economic operators. To that effect the document suggests
establishing a systematic training program and demanding a mini-
mum level of training in order to have access to certain profes-
sions. Such program could be financed by the world Bank.

This is less vague and general than the usual recommen-
dation but still it is not specific enough.

The :hird document, (PAIFCE) refers to the need for
training in very general terms without including any specific
recommendation.

Our Recommendation

Top priority should be given by the Government to de-
signing, structuring and implementing a detailed systematic and
extensive middle to lower management training program. This
should be undertaken only with the technical assistance of inde-
pendent, international experts and with the financial assistance
of the international donors. It is indispenable that the latter
coordinate their respective action in order to avoid duplication
and waste.

Consideration might be given to the management training

program having three components.
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(a) Sending every year a number of university gradu-
ates and young executives with some years of experience "on the
job"™ to attend the excellent Business Management School called
"CESAG" in Cakar for a one-yéar course. This would be relati rely
less costly and more accessible than similar schools in Europe or
North America.

(b) Encourage the efforts made by the "Centre National
de Perfectionnement a la Gestion" (CNPG) formed 3 years ago by
the Chamber of Commerce, of Agriculture, of Industry and of "Ar-
tisanat" of Niger. 1Its essential purpose is to offer elementary,
medium and advanced level management. Courses are offered over a
12 or 18 month period to young men already engaged in private
sector activities and women while they carry on with their pres-
ent job with enterprises in the private formal sector. The en-
couragement should also include making sure that the overseas
visiting teachers as well as the local teachers are of high gqual-
ity and that the approach of the training offered is essentially
practical and even pragmatic. The objective must be to turn out
competent entrepreneur businessmen, not academics. The World
Bank and UNCP are already financing this effort; it should be
intensifed.

(c) A third teaching technique should be used in con-
junction with the CNPG type of training. This concerns extensive
use of video tape courses in accounting, marketing, etc. which

can supplement conventional teaching by a teacher.



(d) A similar program as (b) and (c) might be consid-
ered for strictly technical disciplines, such as agronomy, small
industry techniques workshops, etc.

(iii) A trader's mentality as opposed to an

investor's mentality -- A Government employee's mentality as

opposed tc an entrepreneur's mentality

As we have already mentioned, the Nigeriens tend
to have by and large a trader's mentality and not an investor's
mentality. The former wants an immediate profit whereas the lat-
ter is willing to be more patient to reap his profit. It is dif-
ficult to shift from one to the other and yet it is necessary in
order to avoid the certainty of a fiasco when a trader tries to
run an industrial enterprise or any other medium to long-term in-
vestment venture.

Given the very large number of Government employ-
ees in Niger and given the recently announced policy to encourage
such employees to go into private business (and thus contribute
to cutting down Government expenses), the shifting from & Govern-
ment employee's mentality to that of an entrepreneur is a timely
subject.

The Government's Recommendations

None of the three Government documents mentions at all
the first constraint. Only the PAIPCE deals with the second con-
straint, in connection with th2 voluntary departure of government
employees who would spontaneously want to go into private busi=-

ness and with the placement of new university graduates in



private companies. This is a new program to create a "new
category of Nigerien entrepreneurs."” It is proposed to give a
severance pay (pension plus an indemnification) to the employees
leaving the administration, which is meant to help set them up in
private business.

Qur Recommendation

A good deal of the problem of switching from one men-
tality to another can be solved through extensive management
training. The three approaches to training suggested in the
foregoing pages should all be utilized in that respect. However,
the process will be a long and difficult one because it is not
simply a matter of teaching management techniques, however, im-
portant such transfer of technology may be. The necessity goes
beyond that. For instance, a trader or a civil servant must
learn that, without financial discipline (systematic accurate
bookkeeping, for instance), without acquiring a sense of respon-
sibility for his actions (paying bzck a loan on time, for in-
stance), an entrepreneur cannot last long. The cold realities of
business are quite different from the easy, quick profit hakbkits
of the trader and from the sheltered, security guaranteed envi-
ronitent of the public administration.

Similarly, a young university graduate needs to be
molded into a businessman by taking appropriate business manage-
ment ‘courses. The fact that such a graduate has a university de-
gree does by itself not give him the required background for pri-

vate business, especially if he studied such disciplines as
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social sciences instead of marketing and accounting. In other
words, relying on the fact that a young man or woman has a uni-
versity degree is a dangerous fallacy. A solid practical manage-
ment training is a must.

Furthermore, a future entrepreneur cannot learn from a
training course that the essence of private enterprise is the
willingness to take risks and that autonomy is the corollary of
responsibility for one's decisions.

There is no ready-made, fast answer to this fundamental
necessity. It can only be a long, slow process. That is the
reason why it must be started now.

(£) Structural Constraints

(i) The small formal private secto:

Niger's formal private sector is very
poorly developed. Its industrial sector is very small by any
standards, being handicapped by the limiteé size of the market,
the lack of raw materials and the land-locked position of the
country. In addition to these impediments about which little can
be done, government regulatory and incentive policies have not
been conducive to the development of viable activities in the in-
dustry and trade sectors. Pricing and marketing controls have
contributed to smothering private initiative. Investment incen-
tives have focused more on promoting investment per se than ¢cn
the long-term economic viability of projects. Investmant deci-
sions were made without prior complete feasibility and market

studies. As a result, investment projects often have at best not
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been in line with the country's comparative advantages, have used
capital inefficiently and have provided only limited employment
opportunities. They have often been a complete fiasco. More-
over, incentives have discriminated against export and small-
scale industries and have given the Government excessive control
over private investment.

(ii) The predominance and inefficiency of the

agricultural sector

Ever since the 1968/74 drought, the Gov-
ernment has adopted a rural development strategy aimed at
attaining food self-sufficiency. This strategy, which was
supported by the majority of Niger's donors, determined the Gov-
ernment's investment program; This included five regional pro-
ductivity projects to extend a standard technical package to all
farmers and a program to bring 1,000 hectares per year under ir-
rigation.

The weak technical base on which the
productivity projects were founded explains in large part their
lack of success. The standard technical package was not appro-
priate for Niger's climatic conditions and the country's weak re-
source base imposed further limits on the use of modern technolo-
gy to raise productivity. Since the standard packaage provided
only marginal economic and financial return to the farmers, the
rate of adoption was poor and default rates on credit exceeded

60% nationwide.
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In irrigation, the small size of many
schemes, relying on the Niger river as the only major source of
surface water and the poor water retention of soils increased in-
vestment costs and jeopardized operational viability. While
small irrigation using ground water appeared technically feasi-
ble, its development was constrained by the remoteness of the
most promising regions and the low efficiency of traditional
water raising technology.

(iii) Other structural constraints

Expensive credit, expensive electric
power, inefficient seasonal production of agricultural products
are additional structural constraints. Time did not allow our
mission to investigate these issues, except credit which will be
dealt with lacer in this regort.

‘The Government Recommendations

The three Government documents merely mention some of
all the foregoing constraints without offering any solutions.

Qur Recommendations

To the extent that those structural constraints are
caused by ill-advised Government policies, poor planning and in-
competetnce, something can be done about them. Most, if not all,
of the solutions go through an extensive training program for the
private sector as well as for the public sector. But such a pro-
gram can only be a long-term one and will bear fruit only some
time in the future. In the meantime, Government policies direct-

ly affecting the private sector must be altered, notably the
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regulations, incentive policies, investment incentives, etc.

This cannot, and will not, happen without technical assistance
program along the lines of the World Bank structural adjustment
program which must be co-ordinated with similar efforts by other
donors. This would suggest that the actual implementation of
such a program by the Niger Govecnment must be made a condition
to the availability of financial assistance from the same donors.

(g) Institutional Constraints

(i} Lack of reliable sources for the study

of projects

The only institution formed and avail-
able for doing feasibility studies of projects is the "GCffice de
Promotion de i‘Intreprise Nigerienne" (OPEN). It was set up by
the Government and by the Chamber of Commerce for the general
purpose of promoting private enterprise. Any private entrepre-
neur who has a new project may request OPEN to do a study to as-
sess its feasibility and soundness.

The performance of OPEN has been dismal.
Its studies show an alarming degree of incompetence. Investments
costs are unéerestimated, the financial engineering is
unreliable, the choice of equipment is bad and projected sales
are grossly overestimated. This is due to the level of "compe-
tence" of the human resources of this institution.

It is not surpising, therefore, that

OPEN has lost all credibility with the commercial banks.

=48~



The Government's kecommendation

Being aware of this serious problem, the Government
recommended in its PSR and ‘tc “aIPCE documents that CPEN be
converted into a half government half private independent company
with a new structure, a new organization and a new program.

Our Recommendation

For the following reasons we have strong doubts that
the Government's suggestion will work.

(a) If OPEN were to be converted to a new status at
all, it should be entirely private.

(b) That alone is not a guaranty for the qualify of
feasibility studies, due to the difficulty of staffing it with
good analysts. As long as inexperienced people will continue to
be responsible for doing studies, the result will continue to be
the same.

(c) Feasibility studies in a developing country like
Niger are best done by competent consultants who are totally in-
dependent from all government influence as well as from the pro-
moters of a given project.

We, therefore, recommend that OPEN be liguicdated and
that promoters approach qualified consulting firms for their fea-
sibility study needs. There are no such firms for the time being
in Niger. However, several of them, already based in Abidéjan and
in Dakar, are very active in other franco-phone African
countries, knowledgeable about the local context, and are likely

to be interested in extending their network to Niger. In a first
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stage, representatives of those firms could make regular visits
and in a second stage, once the volume of business would warrant
it, a small local office could be set up in Niamey. They could
also make joint-ventures with worthy local consultants as and
when these begin to emerge.

Of course, the next practical question is "who is going
to pay for those studes"? A number of formulas are possible.
Perhaps one, which might be the most satisfactory and which ought
to be considered, is that the cost should be born equally by the
promoter, the Government of Niger and a special fund set up by
international donors. This will have the additional advantage of
compelling the promoter to be responsible for one~third of the
cost of the study, which, in turn, will immediately eliminate
those who lack seriousness of purpose.

We realize that this will not help the entrepreneur
with small and micro business propesals. Perhaps the Government
could subsidize a larger percentage of the consultant's fees in
thos cases.

(h) A Privatization That Failed

At the behest of the World Bank, the Govern-
ment of Niger decided in 1983 to privatize its parastatal compa-
nies. Of a total of 52 such enterprises, the Government decided
to retain 25 in the parastatal sector and to privatize fully or
partly 22 corporaticns. Those of the 22 corporations, that can-
not be privatized because they are not viable, will be liguidat-

ed.
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Unfortunately, the same mistakes were made in
Niger as in many other African countries. Instead of first
preparing, with the help of qualified outside technical ascsis-
tance, an over=-all plan of action including the successive steps
which must be taken in a fairly strict chronological order, the
Government in an un-coordinated, helter-skelter fashion started
looking around for private sector buyers. They, thus, trans-
ferred to the private sector four enterprises (SCNITAN, CMAN,
SOTRAMIL and SNCP).

We visited all of them except CMAN. In each
case we learned the following:

(i) The private sector buyers (all
Nigeriens) accepted the price established by the Government with-
out requesting an valuation of the assets made by independent ac-
countants chosen by them. We could not determine whether this
was the result of laxity on the part of the buyers or of some
other factor.

(ii) The buyers were required to pay 50% in
cash immediately and the remaining 50% between 3 months and 2
years later. The new shareholders were told at the time of the
transaction that they could expect to receive working capital fi-
nancing from the BDRN (the State Development Bank). The BDRN has
not come forth with any kind of financing, because of its own fi-
nancial difficulties.

The buyers, having invested all they

owned in the 50% downpayment, now find themselves with neither
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working capital for their newly acquired enterprise, nor funds to
pay for the remaining 50% of the purchase price. Consequently,
those privatized companies find themselves in an alarming finan-
cial situation.

(iii) Furthermore, those companies are un-
able to get rid of the excess workers without having to pay them
severance compensation retroactive to the date of their original
hiring by the companies. This, of course, amounts to an exces-
sive burdern which the companies cannot possikly assume.

We understood that, of those four enter-
prises of which the Government has divested itself completely,
SNCP (the company for tanning and selling skins and leather) is
the only one which may not have quite as serious financial diffi-
culties as the others).

Moreover, three hotels have been leased
to the private sector under a management contract.

The Government has also defined a pro-
gram for reducing its participation in nine enterprises of mixed
public-private ownership. Nothing has been done yet in that re-
spect.

The Government Recommendation

In none of the three Government documents is priva-
tization mentioned more than in passing. Not even a general

suggestion is made as to a possible future course of action.
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Our Recommendation

(i) Unless a parastatal company is already profitable
or could be turned around fairly quickly as a result of fresh
capital injectiox and a new competent management, it should be
removed from the list of companies to be sold to the private sec-
tor.

(ii) 1If there are any parastatal companies that can be
privatized based on this criterion, each must be studied by an
independent and competent consulting/accounting firm in order to
determine its fair market value. That value should be the only
basis for negotiation of the final price. The financing of the
acquisition by the private sector must be prepared prior to the
transaction with the technical asistance of experts. Otherwise,
the same serious mistake outlined above will be repeated.

(iii) Those parastatal companies, that the State per-
ceives (rightly or wronglv) as being of public interest or of na-
tional strategic importance and, therefore, that it wants to re-
tain, should be restructured. 1In all cases, a study should be
made as to whether their management could not be turned over to a
private management company instead of continuing to be manageé by
the Government, even if restructured.

(iv) All other parastatal companies should be liquidat-
ed as soon as possible. Should any one of them still have a
valuable asset, that asset alone should be so0ld to the private

sector without burdening the latter with all the liabilities.
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(v) It is suggested that the World Bank, as part of
the structural Adjustment Credit, continue to put pressure on the
Government of Niger not only to get on with their privatization
program, but also not to make the same mistakes as heretofore for
the rest of the implementation of the balance of the program.

(c) Sources of Financing

(i) Bank Credit in General

A widespread observation which the mem-
bers of our mission heard in government circles in particular,
but also from the private formal sector, was that commercial
banks in Niger do not come forth with the financing of projects
because, being over prudent, the banks can find very few bankable
projects. And yet banks are'very liquid since deposits continue
to be made by their customers.

Meetings with the five main commercial
banks (BDRN, BIAG, BICI, BCC, CITIBANK) and with the Central Bank
indeed confirmed both their very high liquidity and the fact that
total bank financing, after a substantial increase between 1980
and 1983, droppeé from 96 Billion CFA FRS at the end of September
1984 to 83 Billion CFA FRS on year later, due to the lack of good
projects. The banks activities are almost exclusively in trade
financing and overdraft facilities. This, in turn, has adversely
affected their profitability.

There are very good reasons which

explain why the banks have not been financing more projects.
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(a) Although entrepreneurship does
exist in Niger, promoters are usually inexperienced, do not have
the proper business management training (if at all) and have only
a vague notion of the formalities and security required by banks
for financing.

(b) As a result of the lack of reliable
sources for feasibility studies which are professionally done,
also because of the lack of sound projects themselves and finally
because of the fact that, even when a good project occasionally
is submitted, the promoters are usually incapable of offering
satisfactory collateral, the commercial banks very seldom £find a
truly bankable project.

(c) There is a tax levied on the sale,
or the take over, by banks of mortgaged real estate put up as
collateral by defaulting borrowers and a very long procedure is
involved.

(d) In case a bank must sue a de-
faulting borrower, it must pay in advance, another tax at the
rate of 17% on what it hopes to collect as a result of the judg-
ment. This obviously is a considerable hindrance which causes
the banks to hesfitate suing.

(e) There is a special tax on time
deposits of less than 180 days.

(f) Commercial banks are not welfare
institutions. Too few Nigerien entrepreneurs quite understanad

that fact of life. Especially because banks very often lend to
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their customers funds which they themselves have borrowed, they
cannot lend indiscriminately and without exercising prudence.
This is not very clear to the Nigerien businessmen who still have
a vivid memory of the recent past when the two state banks readi-
ly made "“easy" loans (sometimes as a result of cronism) without
paying too much attention to the ability (. . . or the will-
ingness) of the borrowers to reimburse their loan on time, if at
all. As a consequence, the BCRN is in serious difficulty (an in-
debtedness of some 235 to 30 Billion CFA.FRS. is rumored) and the
CNCA (Agricultural Credit Bank) is in liquidation.

The Government's Recommendations

Both the Five Year Plan and the PSR make recommenda-
tions towards inducing the banks to increase their financing of
projects. The recommendations are:

(a) Reduce interest rates.

This could help the small to medium size borrowers
who currently pay between 8% and 1G% plus the Value Added Tax
(17%) on short and medium term credit. For all other credits
(except agricultural credit) the rates are between 9.5% and 14.5%
plus Value Added Tax.

However, first a reduction in rates by banks to
their customers necessarily implies a corresponding reduction in
the applicable discount rates which the Central Bank charges the
banks. Second, this solution is meaningless unles sound projects

are presented by creditworthy promoters for bank financing.

-56-



(b) Rehabilitate the ELCRN.

It is obviously necessary to rehabilitate this
major State Development/Commercial Bank which is the largest unit
of the Nigerien banking system. However, such rehabilitation
vill be ineffective unless. drastic steps are taken to make sure
that the same mistakes a2re not repeated by the same people. This
means designing and strictly implementing rigorous procedures for
the making and monitoring of loans and launching an extensive
management training program in order to improve substantially the
level of competence. The financial effort implied is already
being made by international donors, notably by the world Bank and
the Caisse Centrale, which so far have financed a capital in-
crease of CFA.FRS.5 billion and the cost of the technical assis-
tance needed.

Even though such rehal:litation is necessary, in
and by itself it will not help generate better projects to be
financed by the bank. But a healthier BDRN will be in a better
position to finance among other things the Government portion
(1/3) of feasibility studies, as we recommended earlier.

(¢) Increase the branch network of commercial banks

Our meetings with the major commercial banks
brought out that, except for Citibank which plans to open a
branch in Maradi, none of the others have any network expansion
in mind. Their reasoning is that, given the current economic
crisis in addition to all the other constraints (notably the lack
of good projects) that affect the banking system, they could not

justify the cost of such expansion in the foreseeakle future.
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Here again, the commercial banks are rightly cau-
tious, even though they are all very hungry for new sound proj-
ects. The mere branch expansion will not solve the problem of
the absence of good projects, nor the corollary problem of a lack
of sources of professional feasibility studies to determine the
quality of projects.

(d) To channel credit to productive projects and

profitable economic activities.

This is begging the question. Again this is an-
other broad and vague statement which the Government documents
tend to make. Another one is to encourage savings and give pri-
ority to certain sectors of the economy.

(e) To reduce the tax on the sale or takeover of

mortgaged real estate put up as collateral by defaulting

borrowers

This is a realtistic recommendation, even though
it is not specific enough. Unfortunately, we do not have any in-
formation on the present rate of that tax. Whatever the rate is,
it should not be higher than on an ordinary sale of real estate.

(f) Remove the tax on time deposits of less than 180

days.

This also if a good recommendation. The mere idea

of such a tax is a complete banking aberration.
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(g) Increase the maximum credit allowable for a small

to medium size enterprise (PME-PMI) from CFA.FRS.30 million to

100 million

This is valid in that it will raise by that much
the credit ceiling. Any credit beyond the ceiling requires an
authorization from the Central Bank.

(h) Reduce the VAT (vValue Added Tax).

There is a 17% VAT tax imposed on bank credit.
The client must pay such tax on top of the interest rate. The
Government recommendation is to reduce it to 15%. Ye would rec-
ommend its elimination altogether. Interest rates are penalizing
enough as they are not to add this choking burden.

(i) The banks should contribute tc FIPMEN

FIPMEN (the Small or Medium Size Enterprises Spe-
cial Fund) wzs created in 1983 to take equity paticipations in
small and medium size enterprises, offer debt financing, guaran-
tees and the financing of feasibility studies. Because of the
lack of funds being granted to it, FIPMEN was never operative.

Since FIPMEN is supposed to be managed by CEEN (of
which we have already recommended the liguidation) and since nei-
ther of these two institutions have had qualified people to run
and staff them, we would also recommend the lijuidation of
FIPMEN.

Commercial banks, if liberated from their cor-
straints and if given the proper incentives, can be a:reliable

source of financing.
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Our Recommendations

In addition to those just made in connection with our
comments on the various Government's suggestions, we will make
the following specific recommendations:

(a) An efficient mechanism for short-term credit

facilities

USAID tried very successfully in a few countries,
but especially in Morocco, a mechanism for short-term financing
which would be quite appropriate for Niger. It would consist in
a local commercial bank guaranteeing loans made by its French
correspondent bank to local small and middle size enterprises.
Such loans are in turn counter-guaranteed by funds placed by
USAID Washington out of their Revolving Fund into a collateral
account with the New York subsidiary of the same Fench bank. In
Morocco, for instance, $2.5 million dollars thus put up by USAID
Washington generated over a two year period a total of $10 mil-
lion in loans to some 75 small and medium size enterprises with-
out a single default. The loans were used in this case exclu-
sively to pay for imports. This experience was most successful
since every player directly benefitted from it.

We discussed this concept with the Central Bank in
‘Niger as well as with the commercial banks. The positive reac-
tion was unanimous. The Central Bank said that it would approve
the use of such a mechanism and all the commercial banks

expressed a keen interest in it.
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The essential advantages would be:

- small to medium size enterprises would have
access to additional credit which may not be available otherwise.

- the borrowers will be severely screened by
the local commercial banks as to their creditworthiness, which
would avoid any default.

- the fact that the local commercial banks
would not be the lenders but the guarantors of the loans would
remcve the whole operation from the credit restrictions applying
within UMOA (the West African Monetary Union) and to Niger, nota-
bly the credit ceiling.

- the interest rate paid by the borrower will
be cheaper than the rates applicable within UMOA.

- a condition that a percentage of the loans
(say, 50%) be used by the borrower to purchase raw materials, or
semi-finished or finished products used in the manufacture (or
cultivation) of export products might stimulate exports.

- the impact of this mechanism would be much
wider than a conventional loan since it would be directly benefi-
cial to the borrower, to the local commercial bank, to the French
correspondent bank, to the local USAID mission and to USAID
Washington.

Given its flexibility the same mechanism could be
used for medium~-term financing.

In either case, the technical assistance of spe-

cialized consultants would be required to design, structure, put
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in place and monitor such credit facilities, with the cooperation
of the local USAID mission (but necessarily with its active in-
volvement, if it does not have the staff availatle).

(b) A new development finance company

The Government of Niger is concerned about
the lack of financial management coordination among the develop-
ment projects which are mainly funded by the donor community.
Typically, each project puts in place its own financial manage-
ment 4structure which is not only costly, but usually withdrawn at
tlie end of the project. This generally results in jeopardizing
the successful ccntinuation of the project subsequently.

We, therefore, recommend the formation of a
Development Finance Company (not a bank) initially funded by the
donor and international agencies and run as a private institu-
tion. The Government of Niger could participate, but for no more
than 10% of the capital. The initial capital could be the' equiv-
alent of U.S. $5 million.

Its essential purpose would be to manage on
an on-going basis internationally financed projects for a fee.

It would be responsible to a Board of Cirectors composed of rep-
resentatives of the donors involved and one representative of the
Government.

USAID has used independent financial institu-
tions elsewhere to manage the finances of USAID fundéd projects.
(In Senegal, for instance, USAILC contracted with Citibank to man-

age a revolving line for an APS project. US Treasury Regulation
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1210 only requires that such an institution be independent
(non~governmental) and fulfill the Comptroller's auditing and re-
porting regquirements.)

This institution will be very lightly struc-
tured, with as low overhead as possible but run initially by ex-
patriate competent personnel who will gradually train Nigeriens.
The main source of income wiil be the above-mentioned fees for
the management of the various projects.

Another useful role which this institution
could play could be to organize and manage the local banks loan
syndicates for private projects.

(c) The formation of mutual guaranty companies

In view of the difficuity of the commercial
banks finding creditworthy promoters, even when a sound project
is occasionally presented, the formation of mutual guaranty com-
panies ("Societies de Caution Mutuelle") by groups of promoters
or traé associations would be very useful. The basic principle
is simple; the members of a group of promoters or farmers or
builders or of whatever trade association all contribute to a
common pool of funds which can be managed by a commercial bank.
When a member of the group borrows from a bank, the common pool
is used as a guaranty for his loan.

This is an efficient and relatively inexpen-
sive system which is successfully used elsewhere in francophone

African countries, notably in the Ivory Coast.
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(ii) Agqricultural Credit

One of the major problems encountered by the rural
populations in Niger is the serious lack of credit to finance
rural activities, whether agricultural or other. The of{ficial
rural credit institution, the CNCA (Caisse Nationale de Credit
Agricole) =-- which was the only on-going domestic source of cred-
it == ceased its activities in 1984 due to its disastrous finan-
cial situation. The other sources of credit are limited to the
multiple and diverse interventions of different development proj-
ects in Niger.

The Government of Niger seems to be aware that
this lack of a viable and dynamic agricultural credit system is a
major obstacle to the reorganization and growth of farming. They
also realize that the viability of such a credit system depends
not only on an efficient management but also on the creation of
conditions conducive to debt repayment by farmers and to

mobilizing private savings.

The Government's Recommendation

Of all three Government documents only the ESR mentions
a possible solution but in very vague and general terms. For in-
stance, it merely suggests making it possible for agricultural
cooperatives to use the financing by the Central Bank of agricul-
tural products marketing, without specifying under what condi-
tions, nor how to enakle the cooperatives to be better able to

reimburse their debt.
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UsSAID's Solution

In an effort to solve that problem, the credit compo-
nent of USAIL's Agricultural Production Support Project came up
with an innovative idea: to induce the private commercial bank-
ing system to participate in the financing of the rural sector.
Since the rural sector is not a sector in which commercial banks
intervene, some inducement had to be found in order to convince a
bank to participate. This inducement is a guarantee fund
deposited by USAID with the participant bank during the program.

This new program was conceived around cooperatives and
aimed at assisting them to cdevelop into viable business enter-
prises. It focuses not only on providing credit to buy agricul-
tural inputs, but also to finance other economic activites that
can generate profits for the cooperatives. This also enables co-
operatives members to benefit from training and experience in
loan reguests, relationships with banks and management of credit.
This is, therefore, a rural credit system based on the private
commercial banking system.

The operation of the guarantee fund is very simple.
This fund consists of monies physically deposited by USAID into a
time deposit at the participant bank and blocked in favor of that
bank. These funds serve as a cash collateral guarantee to the
bank and enable it to make loans without incurring any financ’al
risk. In case of a loan default, the bank can reimburse itself
by debiting the guarantee fund account according to the procedure

established in a financial agreement. This is not an current
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account but an interest bearing time deposit account, the
interest of which accrues to the Government of Niger at an annual
rate of §%. These funds being a grant by USAID to the Government
of Niger, the interest accrues to the latter. The guarantee fund
provides the bank with 100% risk coverage. The ratio of coopera-
tive loans to guarantee fund coverage is 89%, taking into account
an interest provision of 11%, which is the annual interest rate
charged the cooperativecs.

The selection of the commercial bank depended in part
on its having a branch network in the interior of the country,
since the project has national coverage. The only private com-
mercial bank meeting this regquirement was the BIAO. An agreement
was, therefore, entered into on October 7, 1985 by the National
Cooperative Business Association (CLUSA), BIAOC and USAIL.

The actual budgeted amount by USAID for guarantee funds
over the life of the project (3 years) was but limited to
$200,000 for the first two years. These are counterpart funds.

Twenty cooperatives participated in the program, each
having opened its own bank account with a EIAC branch. The fol-
lowing activities were financed through this mechanism: coopera-
tive stores, collective fields, agricultural inputs, millet and
cowpea marketing, seed multiplication, onion marketing, herd fat-

tening, herd reconstitution and firewood marketing.
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The Results:

(a) As of February 1987, and after the first
sixteen months of lending activity, total cummulative guarantee
funds used amounted to approximately $150,000, total loans made
$170,000. Of the total loans made 55% have already been repaid
and of the total lines of credit with definite repayment dates
68.2% has been reimbursed. Three coopeatives, having some finan-
cial difficulties, have negotiated repayment delays with BIAC to
give them more time to collect funds.

(b) Over 400 cooperative members have been
trained to conceive and manage business activities, to manage
banking relationships. This has created a working forum for the
members and,thus, has infused life and vitality into the coopera-
tive structure.

(c¢) Tn addition to the training benefits, the
economic activities contribute to the economic well-being of the
cooperatives and provide a new incentive for the members. Once
the cooperative begins to generate profit from activities which
have been properly organized, managed and financed, it can begin
to function in a truly independent manner.

(d) The serious attitude taken in general by the
cooperatives is most clearly evident in the assiduity they have
displayed in reimbursing their loans. To date the guarantee fund
program has not experienced a single default.

(e) From BIAC's viewpoint, the initial benefit is

not financial since its spread on the loans is only 5%. However,
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it is gaining valuable experience in rural financing which will
enable it to be well positioned for future expansion in that
field. The success of this novel source of financing in an area
as critical as the rural sector enhances the BIAO's image with
the Central Bank and the Government.

(£) The program has directly contributed to the
fulfilment of the Government's rural development objectives which
are based on the development of cooperatives as autonomous and
viable entities.

Qur Recommendation

Although the overall success of the program is undeni-
able and it should be expanded further, there are a number of
problems which must be corrected.

(a) The program mechanism requires commercial banks to
have branches in order to participate. This limits the field to
BIAO and BLCRN. Yet all the other commercial banks are inter-
ested. There is no ready solution to this problem.

(b) A second problem is to find an appropriate insti-
tutional home for the guaranteed fund. At the moment, the Na-
tional Cereals Program is the institutional home. However, that
program's life is limited and a long-range solution must be
found. Our recommendation is that instead of a global fund, each
cooperative could set up its own fund along the lines of the mu-
tual guarantee ("caution mutuelle") which we have zlready recom-
mended in connection with general collateral for commercial bank

financing. The cooperatives could also give the bank other types



of guarantees, such as liens on inventory. These two solutions
would have the additional advantage of keeping the program a pri-
vate sector initiative.

(c) Until such privatization solution is implemented,
we definitely recommend that the Ministry of Plan should not con-
tinue to be the ultimate signator on the financial agreement with
BIAC nor to control the funding. It should remain at the level
of the individual cooperative and, thus, in the private sector.

(d) Another alternative is that USAID do not use funds
that come from counterpart funds and that are granted to the Gov-
ernment of Niger, but rather use dollars which are U.S. Govern-
ment owned and which, when deposited in the collateral account,
will generate interest for USAID.

(e) Still another alternative is the following: in-
stead of USAID putting funds in such collateral account, it could
match every dollar which a cooperative would put into its own
capitalization, thus enlarging considerably the latter's capital
stock.

(f) Perhaps the most important change we would recom-
mend to the existing mechanism is that the BIAC or any other com-
mercial bank in the future bear part of the responsibility for
the guarantee of the loans. There is some element of danger in
the present mechanism whereby the bank may be tempted not to be
too concerned in case of default of a cooperative in view of the
unconditional guarantee of USAID. It would be preferable tc

adopt the same guarantee and counter-gurantee features as in the
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above-described short-term credit facility successfully used by
USAID in Morocco, for instance. The loans would then be made to
the cooperatives by the French correspondent bank of the local
commercial bank in Niger (in most cases, it would be its parent
bank), guaranteed by the local bank and counter-guaranteec by the
USAID funds in the collateral account.

We realize that this is somewhat more complicated and
that unfortunately it will be more difficult to persuade the BIAC
to change to this new system which imposes an obligation on it
which it does not have under the present mechanism. It is unfor-
tunate that USAIC did not consult a banking expert initially.

(d) Other institutional constraints

A number of additional institutional con-
straints must be mentioned.

(a) The price of some agricultural products
is set by the Government;

(b) There is a complete lack of fundamental
statistics in every area;

(c) Although it has improved lately, in part
thanks to their innovative financing from the USAID and BIAO, the
organization and management of cooperatives is still deficient.

(d) Lack of storage and preservation facili-
ties for some agricultural products.

We are aware of these additional constraints.
However, time did not make it possible to gather information on

them.
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5) FISCAL CCNSTKAINTS

(a) The VAT (Value Added Tax)

The VAT system was put in place in Niger on
January 1, 1986. Within a few months it became obvious that the
impact of its rates (15%, 25% and 35%) caused an average increase
in prices of more than 10% across the board. This, in turn,
resulted in many cases in a sharp deterioration of the purchasing
power of consumers.

The unfairness of the tax became more and more ap-
parent depending on which part of the private sector was subject
to it (the formal sector) or not (the informal sector). 1In sgite
of the alleviating measures taken on May 15, 1987 by the Govern-
ment, many gaps remain.

The Government Recommendations

The PSR is the only Government document which addressed
the TVA issue. It suggests two changes:

(i) the liability of the food distribution companies
(wholesale and retail) to the VAT would be optional. In case no
choice is @ ‘%g¢, the companies would be subject to a 3% local tax;
and

(ii) certain specific products would be exempted, nota-
bly @ list of farm equipment and of medical supplies.

It also suggests that a study be made on, and answers
be given to, the applicability of the VAT to:

(i) export sales;
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(ii) companies to which the Investment Code is ap-
plicable; and
(iii) the financing of inventory.
The foregoing recommendations will help but they do not
go far enough to have a real impact on the economy.

Qur Recommendations

(i) In addition to the foregoing, VAT ratas should be
-redrced to 5%, 7% and 15% from the present 10%, 15% and 25%.

(ii) A flat low rate of, say 5% should be paid by the
informal sector instead of the VAT.

(iii) The importation of raw materials and of
packaging used as inputs by locul manufacturing ccmpanies carries
a VAT rate between 15% and 40% which obviously favor the importa-
tion of the finished end product.

The export of agricultural products is subject to the
export tax at rates varying between 6% and 27% to which must be
added a 3% statistics tax.

We recommend that (i) the VAT on the import of raw ma-
terials and packaging be reduced by 75% so as to re-estblish a
balance in relation to the imported finished end product; and

(ii) that the VAT be abolished altogether on ex-
ports of agricultural products and that only the 3% statistics

tax be maintained.
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(b) Direct Taxation

(i) The Tax on Industrial and Commercial

Profits

The Constraints

- The taxable basis is unrealistic
since it either excludes the deductibility of certain basic busi-
ness expenses or it limits them to a maximum.

- The rate is too high (50%) in Niger
in relation to other African countries: Benin 48%; Togo 40%;
Senegal 33.32%, Burkiva Fasso 35%.

- The Tax Law of 1984 imposes a pre-
payment of the tax eguivalent to 50% of the tax paid the previous
year and the balance of 50% within 3 months only. This heavy
prepayment occurs &t a time in the fiscal year when the genera-
tion of profits is still low.

Qur Recommendation

Given the very negative impact of this tax on invest-
ments, we recommeng:

- that gifts, voluntary contributions and entertain-
ment expenses be deductible up to a limit of (.05% of the turn-

over;

- reduce the rate to 40% in order to encourage in-
vestments and share ownership; and

- that prepayment of the tax be made quarterly.
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(ii) The IMF ("Impot Minimum Fiscal")

If a company shows a loss for the fiscal
year, this tax replaces the tax on industrial and commercial
profits. It must be paid even by a new company, except for the
first year if it (s a trading company and for the first two years
if it is an industrial company.

We recommend that this tax be abolished
as it is a fiscal aberration to impose a tax (in lieu of a prof-
its tax) on a company that shows a loss.

(iii) The Tax on Over-head Expenses

The 1984 Tax Law introduced a tax
on over-head expenses at a rate of 30% of the following expenses:
- gifts;
- entertainment, seminars, etc.;
- fringe benefits for top man-
agement, such as automobiles, houses, lst class air fares.
This tax cannot be deducted when
calculating the taxable base.
We recommend that the tax rates be reduced as fol-
lows:
- gifts: 0.05 of the turnover or the total
amount of gifts, whichever is lower;
- entertainment: same rate as for gifts;

- maximum tax CFA:FRS. 1,000,000.



(iv) Real Estate Taxes

Basis Rate
- Tax on buildings 608 of the rental value 25%
(CFPB)
- Tax on unbuilt real 80% of rental value for between 3%
estate (CFNB) bare land; 50% of rental and 20%
value for fenced and depending on
planted lots number of years
owned
- Rental value Rental value 12%
(TVL)
- Tax on unimposed Cifference between purchase
unbuilt lots price and the theoritical
value of building 10¢%

There have been a number of cases where several years
after a private owner had purchased real estate, he was arbi-
trarily forced to pay additional taxes on the alleged ground that
the previous tax assessment was 1correct. This is obviusly un-
fair and unacceptable.

We recommend, in order to reduce taxes that do not
encourge investments:

-- abolition of the TVL tax (Rental Value tax) on
buildings used by the owners and

-- abolition of the tax on buildings (CFPB) on empty

not rented buildings.

Even if justified the tax authorities cannot claim back

taxes if not within 6 months from a real estate transaction.
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(v) Taxes on Agricultural Production

we recommend the abolition of any form of tax
on agricultural production given the national objective of food
self-sufficiency and the difficult climatic conditions.

(vi) VAT Tax on Bank LCeposits

This tax introduced in 1986 at a rate of 25%
and subsequently reduced in May 1987 to 17.5% is a banking aber-
ration, particularly in a country where cash is scarce because of
the low per capita income ($190) and because of climatic condi-
tions.

We, therefore, recommend its immediate aboli-
tion.

6) ADMINISTRATIVE CONSTRAINTS

(a) The permit to exercise a business activity

As of January 1983 the formation of any company in
Niger even by the Nigeriens requires three authorizations:

- one by the Prefect (or Governor) of the Dis-
trict;

- one by the Minister of the Interior; and

- one by the Minister of Commerce.
This implied investigations which lasted between 3 months and one
year and the validity of the permit once obtained was limited to
2 years.

The recommendation was made in the PSR to extend the

validity from 2 to 5 years for a business activity and to 10

years for an industrial activity.
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OQur Recommendation

This is another aberration in a country which so
desparately n2eds new investments. It should, therefore be abol-
ished at once.

(b) The exercise of a business activity by a

foreigner

A permit is required and is given for 2
years, renewable. This applies to such entities as a foreign
owned trading or industrial or service company. The examination
by the authorities of the application for renewal could take sev-
eral months. This is why the PSR recommended that permits be
granted for a longer period and that the administrative investi-
gation be limited to 30 days.

Again, this is another inconsistency in a
country which is starving for foreign investments. We, there-
fore, recommend its immediate abolition.

(c) Administrative Harrassment

The Customs, price control department, eco-
nomic police and hygiene department intensified their investiga-
tions, often totally unjustified, to the point where, especially
from 1982 to 1985, the ensuing harrassment caused some companies
to consider folding up. The slightest incident or the most triv-
ial infraction were penalized by extremely heavy fines out of all
proportions vith the alleged violation.

What made this situation all the more intol-

erable and unfair was that the formal sector was the only one
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which ws hit by it because it keeps books and follows the rules.
By contrast, the free wheeling informal sector was never affected
by those administrative irrational practices; since it does not
keep any books at all, there could be no bookkeeping violat:on.

We recommend that, instead of having to deal
with four or more different administration departments on the
same issue, the economic operators have only one interlocutor
with authority to make a final decision.

7) JUDICIARY CONSTRAINTS

The slowness of the judiciary process, although by no
means peculiar to Niger, is particularly bad here. What is even
worse is the almost condoning attitude of judges with regard to
debtors in default of an obligation even when guaranteed by a
legal document. This, of course, encourages dishonesty and the
lack of financial discipline which, in turn, hinders the develop-
ment of true entrepreneurship and is a serious constraint to the
growth of the private sector. Although this would need to be
further documented, we heard this complaint from many sources
during the course of our mission.

Not a word is mentioned about this in any of the Gov-
ernment's documents.

Qur Recommendation

Young law graduates should be encouraged to take up a
judiciary career in order to alleviate the apparent shortage of
judges. The Government must make an effort to improve their com-

pensation so as to attract good elements to this profession and
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organize special seminars for practicing judges aimed, for
instance, at emphasizing the importance for a creditor to be able
to rely on a legal document (like a loan guarantee agreement)
which gurantees his rights and to be able to rely on an efficient
and practical implementation of a fair judgment. The notion of
Nigeriens judges of the practical consequences on doing business
of a fair, realistic and pragmatic judiciary seems to be confused
and needs sharpening.

8) LABOR LEGISLATION CONSTRAINTS

The outdatedness of the labor legislation, some of
which goes back to 1962 notably the Labor Code, or to 1972 for
the inter-professional collective agreement, is a handicap with
regard to hiring and firing. Enterprises must pay heavy sever-
ance compensation, for instance, and approval by the authorities
may take several months.

The Government documents are also silent on this issue.

Our Recommendation

Until those legal texts are revised, we recommend the
following:

(a) give complete freedom to all employers to choose
their staff according to their own criteria and to their own
needs;

(b) applications for authorization to fire employees
must be dealt with by the administration within a maximum of 15

days; and
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(c) Work contracts with foreigners for a period of 3
months or less should require no authorization. For contracts
beyond 3 months, the administration should give its approval
within 15 days.

B) The Effects of the Consiraints on the Private Sector

As already indicated, the constraints affecting the
private sector have a very different impact on the formal and in-
formal sector, although some are common to both.

Physical and geographical constraints and some struc-
tural constraints obviously concern the whiole private sector and
result in a low degree of attraction for private capital to be
invested in Niger. Such constraints are in general a major de-
terrent because they cannot be changed by man or because they
imply radical, long-term and expensive changes in the policies of
the Government.

Other constraints, notably those of a human resources,
institutional, fiscal, administrative, judiciary and labor legis-
lation nature are merely dissuasive or limitative and could be
lifted if ap.ropriate measures were taken.

1) Their effects on the formal sector

The formal sector bears the brunt of con-
straints, which explains why it operates under very difficult
conditions. Yet the small and medium size enterprises, which ac-
count for most of that sector, are an ideal vehicle for the eco-
nomic development of Niger and saould be a source of socio-

economic balance thanks to its ability to create employment and
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to make optimum use of the limited domestic raw materials
available. However, results of the formal sector are
disappointing to a large extent because of the effects of the
long list of serious constraints analyzed in this report.

2) Their effects on the informal sector

(a) On the rural sector.

Some of the constraints of the rural
component of the informal sector are peculiar to it, whereas it
shares most administrative and institutional constraints with the
heterogenuous productive component. In the first category are
the deficient cooperative organizations, the problem of credit,
the price control of agricultural products and the disappointing
results of attempts to solve the irrigation problem. We at-
tempted to review them briefly and generally earlier in this re-
port. Because of our time constraint it wa. not possible'to in-
vestigate them more thoroughly. This must be done.

(b) ©n_the heterogenuous Eroductive

Component

This component of the informal sector,
because of its above-described characteristics, is either not at
all affected by the constraints that can be changed by man or is
little affected by them. However, operators in that component
are well awar> of those constraints which, in turn, :ause them to
refuse to becume "formal" when they could do so or ev/en when the

expansion of their activities would reguire it.
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Labor legislation does not concern these
operators who are by definition individuals and who hire only
family members or outsiders by the day. There is no formal or
writter methods of training, even at the level of "master arti-
sans,"” since both the trainers and trainees are illiterate. Nei-
ther labor unions nor employers unions succeed in recruiting mem-
bers among these operators. The cost of energy does not allow
those individual enterprises to use a more efficient electrical
equipment, which in turn accounts for the low product quality and
for the lack of possibilities to progress and grow. Their finan-
cial situation is very limited. 1Their turnover often amounts to
a daily sale on which they depend for their subsistence needs.
Very often there is nothing left over to renew raw materials in-
ventory.

(¢) On the major trade comgonent

The same comments just made with regard
to the heterogenuous productive component are applicable by and
large to the major trade component. However, constraints have a
special impact on those El Alhazis.

As we know, most of the operators in
this sector have reached a substantial financial position and
have acquired a wide business experience which explains their
success. The legal, fiscal, institutional and administrative
constraints are those most likely to scare them the most; given:

(i) their focus on immediate

profitability;
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(ii) the variety and flexibility of
their activities;

(iii) their desire to keep up their po-
sition in the social structure, position through which their in-
dividual enterprise is conceived, born, organized, and develops
in accordance with strong family ties; and

(iv) their obligation to distribute part
of the wealth they made within their social structure.

Another factor to be considered is the
close correlation between the expansion of the El Alhazis'
businesses on the one hand and acess to bank credit, the
divesification of activities and the involvement in new areas of
activity, on the other hand.

IV. ITS POTENTIAL

Now that we have examined the various serious con-
straints that impede the development of the private sector we may
review its assets and the necessary changes which the Government
must make so as to bring out the full potential of the economy in
general and that of the private sector in particular.

A) Its Assets

Niger has a number of assets which, if properly used,
may to a certain extent compensate for the nefarious effects of

its very unfavorable envircnment on the private sector.



1) Potential Stability

Niger enjoys a relatively high degree of political
stability, which might -- under the right circumstances -- induce
investments.

2) International Financial and Technizal Assistance

Niger receives a relatively large financial and
technical assistance from international donors, which makes it
possible to pursue its policy of investments in its infrastruc-
ture under the helpful and watchful guidance of the World Bank,
the IMF and USAID.

3) The Apparent New Government Policy

The Government seems decided to adopt a more lib-
eral attitude towards the private sector and to promote private
initiative.

4) The Disengagement of the State

The corollary policy of the Government is to pri-
vatize parastatal companies and to open the door to private in-
vestments (with the definite limitations pointed out earlier).

5) The Labor Force

Nigerian labor is relatively cheap and hard work-
ing.

6) The Private Enterprise Spirit

Although still undeveloped, there is a certain
enterpreneurship among a still small group of entrepreneurs from
the formal sector who come up with new projects and in a few

cases willing to risk some of their own capital. The informal
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sector, and notably the El Badzis, have a strong, independent,
entrepreneurship spirit which epitomizes private enterprise.

7) Agricultural and Livestock Resources

There are substantial agricultural and livestock
resources which, if properly managed, could =-- subject to some
fluctuations in drought periods =- not only assure self-
sufficiency, but also make it possible to develop a substantially
greater agribusiness potential for exports.

8) Young Population

The population is a predominantly young one which
may gradually even though slowly become more open to literacy,
training and a change in mental attitude. Thz young generation,
however, entails an employment generation problem.

9) Mineral Resources

The mineral resources are fairly substantial, al-
though it is not likely to be a major source of reverue in the
foreseeable future as a result of international industrial and
energy conditions.

10) Relatively Good Communications

Niger has a relatively good network of roads and
reliable telecommunication facilities which continue to be
improved.

11) The Influence of the International Donors

The world Bank through its structural adjustment
program, the International Monetary Fund through is stabilization

program and the USAID through its Agricultural Sector Development
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Grant and its African Economic Policy Reform Program can have a
considerable influence on the Government of{ Niger tc ensure the
timely enactmen:c and implementation of specific measures. Those,
measures either already recommended by the Goverrment itself or
recommended in this report, must be taken in order to lift the
constraints discussed earlier. It is, thereore, indispensable
for the donors to mounitor them constantly and to attach a related
conditionality to future financial assistance.

The various assets would be relatively meaningless
if necesstry measures are not taken by the Government to promote
the future growth of the private sector.

B) Necessary Measures To Be Taken To Promote the
Private Sector

1) General Measures

The Government must change what has been a seri-
ously restricting atmosphere for private enterprise into a posi-
tive and encouraging environment conducive to promnting and re-
warding private initiative. ‘The only hope for the Nigerien econ-
omy to get out of its present crisis is to make it possible for
the private sector to be capable of fostering development and
growth.

The Government must, with the technical assistance
c{ international donors, conceive, define and implement a long-
term economic policy which establishes coherent sectorial
strategies with a view to injecting dynamism into the private
sector which typically is the main source of national wealth.

This is the key purpose of this report.
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It is important that more Nigerien entrepreneurs
be imaginative, tenacious, and successful. They must be helped
by an extensive program of operational information availability.
Such a program could be designed and implemented by such an in-
stitution, as the Chamber o Commerce, which is focused on the
promotion and development of the private sector.

A new legal framework must be designed to define
clearly the new respective roles of the State and of the private
sector in the national economy. Such legal framework, however,
must be simple, flexible, coherent and suited to the Nigerien
context so as to induce a greater transparency of the informal
sector and to facilitate its evolution.

The Government must understand that an economy
that dces not invest is doomed, that the right of ownership is an
essential condition to saving and to investing, that innovation
is one of the conditions of growth, and that a corollary to inno-
vation and growth is the development of a free, competitive mar-
ket in which decisions are motivated solely by economic profit.

The Government must begin by giving top priority
to implementing the appropriate recommendations to remove all the
constraints which, as we have seen, have a pervasive ad compound-
ing effect on the whole economy.

2) Specific Measures

Of all the recommendations actually made by the
Government itself in its PSR document in Cctober 1986 =-- 9 months
ago -- very few have been implemented so far and they are of

relatively minor significance. These are:
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(a) The abolition of the prior authorization to

form a compa:. (Decree No. 87-009 dated March 12, 1987);

(b) The increase of the validity of permits for a
business activity from 2 to 5 years and to 10 years for an indus-
trial activity. (We have already pointed out the incongruity of
such limitation in a country which so desparately needs new in-
vestments and we have, therefore, recommended its immediate abo-
lition.)

(c) Since December 1985, the list of products
under price control was reduced to those products considered as
basic for the population.

(8) Industrial companies are now free to increase
their prices up to 7% per year.

(e) The list of luxury products was reduced from
200 to 64 and profit margins allowed are between 235% and 508%.

(f) Aapplications for work permits for foreigners
must be processed within 30 days and applications for firming em-
ployees to 15 days by the Administration.

(g) On May 14, 1987, a 30% reduction was enacted
on import taxes, the VAT, the tax on cigarettes and tobacco and
the tax on oil and petroleum products.

All the other recommendations made by any one of the
three Government documents (the PSR, the Five-Year Flan and the
PAIPCE) are still being "studied".

Wwhat worries us is a remark we picked up during one of

our meetings at the Ministry of Planning in Niamey to the effect
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that the reason why no more measures had actually been taken
other than those just listed is that within the Government no one
knows exactly who is responsible for doing what in that respect.
This suggests to us that the various recommendations may continue
to be "studied" for a long time unless the international donors
take active steps to ensure their prompt implementation. This
applies a fortiori to recommendations such as those made in this
report which will have first to be understood and then accepted
by the Government of Niger =-- which implies more delays.

(a) Specific Measures Concerning the
Formal Sector

Since it is the formal sector which is the
most directly affected by the various constraints examined in
this report and which at the same time suffers tbhe most from the
competition from the informal sector -- especially with regard to
imports -- and from the current economic crisis, efforts must
first be concentrated on such formal sector.

(i) The lifting of constraints

Top priority should be given by the Gov-
ernment of Niger to implementing the recommendations contained in
this report towards lifting as soon as possible the constraints
reviewed earlier. Both those recommendations whose impact could
be felt gquickly (such as those concerning the institutional con-
straints, the fiscal constraints, the administrtive constraints
the judiciary constraints and the labor legislation constraints)

and those which by their very nature will take longer to be
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effective (such as the physical and geographic constraints and
the human resources constraints) must begin to be implemented as
fast as possible.

To that effect, we recommend that a
ciear and specific time table be prepared within 3 months by the
Ministry of Planning setting dates for the enactment of decrees
or for whatever legislative or administrative steps must be taken
in order to implement the appropriate changes for each con-
straint. The international donors, notably the World Bank and
the USAID, could usefully monitor the progress of the Goverrment
efforts along those lines and put the necessary pressure, if and
winen needed, for timely concrete results.

Although all the constraints are impor-
tant, if one had to be singled out as being the most crucial and
the most pervasive, we would suggest the human resources problem.
Their solution: literacy, extensive training programs at all
levels and the change in mentalities (from trader to inves-
tor/industrialist and from civil servant to entrepreneur) all
need unfortunately long-term efforts whose effects can be felt
only gradually over a fairly long period. It is all the more
necessary, therefore, to start now.

Although the lifting of constraints is
likely to alleviate at least in part the formal sector's handicap
vis-a-vis the informal sector as far as those constraints are
concerned, this is not sufficient by itself to help the formal

sector become efficient and competitive enough to experience
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satisfactory growth. It also needs additional help from the
Government to obtain outside technical assistance to distinguisi
between the growth activities of the future and those industrial
or agricultural activities which have no future in the Nigerien
context.

(ii) Outside technical assistance

Outside technical assistance is needed
to guide the private formal sector in two areas:

- Growth activities of the future

At a time when, in accordance with
the new attitude of the Government, the private sector is called
upon to play a greater rol:® and when means to promote an economic
recovery are beiag sought, it would be very helpful for ﬁhe
formal sector to be guided as to which economic activities are
likely to be profitable in the future. It would undoubtedly be
worthwhile to stimulate existing enterprises and to encourage the
formation of new ones in fields which have a potential for pro-
ductive .jevelopment.

One must always keep in mind the
fundamental fact that the domestic market is too narrow and scat-
tered over long distances and that -- as a result -- an industri-
al activity cannot be profitabl unless it is also aimed at the
export market.

Thus, the Niamey based company,
"Moulin du Sahel,” was formed in 1982 to build and operate a

flour mill. Among its several major problems, it was conceived
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to produce flour only for the domestic market and its capacity is
much too large for that market. It cannot export to any of the
neighboring countries, especially not to Nigeria which produces
its own flour which in fact is illegally imported into Niger.
Such an industrial activity could hardly be considered a growth
industry for the future.

By contrast, the "Societe
Nigezienne d'Industrie Alimentaire™ (SONIA) manufacturers bis-
cuits and, in addition to supplying the domestic market, has just
begun to export to Mali and to the Ivory Coast. Such current ef-
forts are very difficult because its productivity and efficiency
suffer from the burden of the various constraints. Once these
are lifted, its products will become that much more comgpetitive
on those export markets which the company will then be able to
tap more profitably.

Diagnostic Studies

Existing companies would be im-
mensely helped out of their present difficult situation, if out-
side experts were to make a diagnosis of their "ailments" and
prescribe the appropriate solutions towards greater efficiency,
productivity and profitability. Such studies would include a de-
tailed market study. Those companies, that carry on a growth ac-
tivity, will then be better equipped to take advantage of all the
opportunities of the domestic market and especially of the export

market.
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The Government will make a very
good investment in funding, with the help of international do-
nors, such studies. The concrete recommendations which would re-
sult from these could be the basis of a restructuring and recov-
ery program for private companies. In addition, the Government
would hopefully collect more revenue in the form of profits tax
from comparnies that would have become more profitable.

Such funding could use the special
lines of credit granted the Governument of Niger by IDA (the World
Bank affiliate) ané the BAD (African Development Bank) through
the BDRN (the State Development Bank) on very soft conditions.
The actual utilization of these lines of credit has been limited
since 1984, for lack of sound projects. We suggest that these
lines be renegotiated with the two donors so as to make them us-
able for the above purpose.

(b) Specific measures concerning the
informal sector

Any strategy with regard to the informal sec-
tor necessarily implies pragmatic and long-term efforts. Howev-
er, given the Nigerien context, it seems that four main consider-
ations should guide any measures:

(i) take into account the existing produc-
tion channels and the social organization of this sector which,
after all and after a fashion, has some kind of method adapted to

its own peculiar situation;
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(ii) aim at the improvement of the external
framework in which this sector operates (protective measures,
product promotion measures, infrastructures, etc.);

(iii) the measure: would be based on an ef-
fort towards stimulation and motivatiun of the sector, having re-
gard to its potential, the current activities and the expecta-
tions of the operators in that sector; and

(iv) the measures should be aimed particular-
ly at certain specialties or areas in view of their existing im-
portance on their potential contribution to the Nigerien economy.

Recommended Measures

(i) Undertake a Study. The informal sector has existed for

centuries in Niger and has remained so far untouched by the mod-
ern world for reasons explained earlier in this report. It is,
therefore, not surprising that it is little known indeed. The
few attempts made to study it have met with the typical problems
of definitions and description of the various activities of this
sector, and of the impossible task of undertaking an exhaustive
or even significant census. What seems to be needed now is to
know more about its mechanisms, its motivations, its various
problems and potential.

We recommend that a complete study be undertaken to
that effect. We understand that the Ministry of Planning has
just begun such a study. It should be followed closely.

(ii) Better Organization. The objective should not be to "for-

malize" the informal sector, but to induce it to evolve gradually
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-- using its cwn dynamism =-- towards a certain level of
organization and of management that would prepare it for its fu-
ture inclusion into the formal modern economy circuit. Although
the absence of financial records protects the informal sector
from the tax authorities, it nevertheless exposes its operators
to various risks, such as fraud, losses, unprecise knowledge of
amounts owed, of inventory count and a limited accessability to
bank credit.

(iii) Increase the Professional Groupings of Informal Sector

Operators. There are some 28 employeis unions many of which have
members in the informal sector. Those members belonging to the
informal sector are not well organized in trade groups. Such
groups must be more clearly divided by trade and this woull fa-
cilitate the formation of mutual guarantee systems ('cautions mu-
tuelles") which we have already recommended when discussing bank
firancing.

(iv) Launch a Linguistic and Technical Training Program. This

would aim at causing the informal sector to become more aware of
its crucial role in the economy and to bring out a spontaneous
desire for organization and restructuring and, thus, naturally
lead them little by little to adopt modern business management
practices. Appropriate seminars will be very useful in that re-
spect. Such seminars would teach in a simplified way the princi-
ples, meaning and usefulness of modern management tools (.account-
ing, inventory management, supplies, personnel, etc.). The re~

sult would be greater efficiency and the creation of jobs.
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A practical training program should also be aimed at
the small industry, small "artisan" production, small repair and
maintenance shops in order to teach new technologies, rationalize
existing ones and, thus, improve both products and services of
this component of the informal sector.

Such training programs could be financed by the Govern-
ment of Niger using those soft conditions credit lines available
from ICA and the African Development Bank.

(v) Measures concerning the Big Trade kandled by the El Hadzis.

As we know, the big trade component of the informal sector is to-
tally in the hands of the El BHadzis, an extremely powerful and
wealthy group of merchants who have acquired most of their wealth
through the importation and distribution in Nigeria of products
the importation of which is forbidden in that country (such as
cigaretts, textiles, magic cubes and dry/saled fish). These
products are imported first to Niger where they are in transit.

The success of this big trade is totally dependent on
trade with Nigeria and on the fact that the import of some goods
in Nigeria is forbidden in order to protect the local Nigerian
industry which apparently is incapable of satisfying the local
demand either in terms of gquality or gquantity.

There is an obvious vulnerability in this dependency
due to a number of imponderables, such as the possibility of clo-
sure of th2 border of Nigeria (as it occurred in 1985) and the
fluctuations of the exchange rate of the Naira. Consequently, in

addition to the desirability for the whole informal sector of
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being gradually initiated to the tools of modern management, it
would be very appropriate for the big trade component to think in
terms of diversifying their activities. Such diversification
could beneficially be directed towards productive investments,
notably in agriculture, agribusiness and a few specific healthy
industrial projects.

Some E1 Hadzis have already begun buying and running a
few farms but their objective was essentially to ensure a source
of grain supply for their own consumption and that of their fami-
lies and people who work with them. We are recommending invest-
ments in farming on a larger scale, as well as in such
agribusiness as slaughtering livestock and exporting the frozen
meat, and the tanned skins and lz2ather. The industrial fields
selected for investment will have to be export oriented.

Obviously such recommendation implies what, as already
mentioned, will be a slow long-term process of changing the men-
tality of the El1 Hadzis from.that of traders to that of inves-
tors. The best hope of doing so is through the younger genera-
tion which will gradually tend to be more and more literate and
even to acquire an increasing education and, thus, be more open

to change.

This effort must be backed up primarily by the Chamber
of Commerce which must design, with the assistance of qualified
experts (financed by the Governrent and international donors), a

carefully prepared program.



(c) Interchange Between the Formal and
the Informal Sector

bDuring our mission to Niger we repeatedly
heard comglaints from the fo;mal sector operators that many of
their woes are caused by the informal sector. The clandestine
trade transactions continuously carried out by the infcormal sec-
tor (notably the El Hadiz) across the Nigerien border) are blamed
for unfair competition of illegally imported goods, but also ror
unauthorized exports of livestock, for instance. It is undeni-
able that such practices hurt the formal sector, particularly
with regard to goods manufactured in Niger which cannot compete
with illegal imports. As a result, the informal sector is con-
sidered somewhat as an "enemy" by the formal sector, a perception
reinforced by the fact that the latter bears the brunt of many
constraints whereas the former is unaffected by them.

It is necessary to make the activities of the
two sectors, which exist side by side, complementary. For in-
stance, the formal sector could utilize the tremendous distribu-
tion network of the informal sector to market both the locally
manufactured goods and the imported merchandise.

Furthermore, a close intersectorial coopera-
tion could be utilized as a means of basic technology and infor-
mation transfer from the formal to the informal sector. This co-
operation could also be used as a mechanism through which rural
savings could be mobilized for productive investment purposes.

From time to time the Government has requested wealthy E1l Hadjis
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to invest in either public or private projects. The El Hadzis
have, thus, bought shares in the BDRN (the State Development
Bank). Unfortunately this investment, as many others in public
projects, have produced no return because the companies involved
have known worsening financial difficulties.

It is obvious that their funds would be much
better invested if they were channelled towards well conceived
sound private projects which the formal sector will promote, if
the recommendations of this report are implemented. These recom-
mendations pertain to the necessity to have projects evaluated by
independent and competent consultants and to adopt new means of
financing such projects.

Finally, an excellent field in which the
formal and informal sectors could meet and be mutually helpful is
financing. Commercial banks would welcome the possibility of a
closer collaboration with the informal sector. As the the latter
becomes gradually better organized and equipped with the tools of
modern management, the already existing but still vary limited
relationship between the banks and the informal operators, par-
ticularly the big traders, is bound to be amplified and mutually
profitable.

Such an interchange between the two sectors
will »e directly affected by the degree and efficiency of the
lifting of constraints on the formal sector on the one hand and
by the success of the changes recommended for the informal sector

on the other hand. The removal of the constraints on the former
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and the modernization and organization of the latter are likely
to establish a better balance between the two sectors than has
been the case so far. The resulting greater "equality" between
them can only facilitate the interchange advocated he:e and make
it more fruitful for both.

However, all the foregoing necessary changes
in the components of the informal sector imply an extensive, sus-
tained and coordinzted effort on the part of the Government, the
Chamber of Commerce and the international donors. These efforts
must be aimed primarily towards literacy, education and ulti-
mately technical and modern business competence. As already
mentioned, they must also have another goal, that of changing
mentalities. All of this represents a formidable task and chal-
lenge for all concerned and the difficulties ahead must not be
underestimated.

3) The Special Case of Agriculture

When one talks about the potential of this largest
coponent of the informal sector, one must take into account the
fact that the choice of strategies here is severely limited by
the very nature of the constraints pertaining to agriculture.
Some of these constraints cannot be influenced by the Government
(rainfall, type of soil, availability of surface water) while
others can be alleviated in the long run through a sustained in-
vestment effort, the results of which are necessarily of uncer-
tain (notably research to impruve technologies in agriculture and

in integrated agricultural -- livestock =-- forestry systems).
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Bearing in mincé those limitations, there is a
clear consensus ~- as expressed in the Five-Year Plan (1987-1591)
-- within the Nigerien Government on the important role of agri-
culture to serve as the engine of growth and development in the
process of revitalizing the Nigerien economy. The Government has
also set the broad objectives of Niger moving towards a market
economy, which would go beyond food self-sufficiency and recog-
nize the possibility of exports and imports of agricultural prod-
ucts. ard finally of reducing the role of the State and
emphasizing a greater role for the private sector.

To what extent is the rural sector able to take
these challenges and opportunities? Certain measures must be
taken in order to enable the sector to respond positively to that
guestion.

(a) The lifting of general constraints

To the extent that the various constraints
that affect agriculture can be lifted or alleviated, approgriate
action must be taken as quickly as possible by the Government.

(b) Priority Actions to Improve Performance

A well thought out plan of action should be
prepared to pinpoint specific impediments of progress, raising
and discussing the issues and maintaining a continuous dialogue
between the Government, the international donors and the rural
sector in order to promote understanding of the issues and find’
pragmatic solutions to the problems. It is indispensable, in

that respect, that the international donors coordinate their
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respective efforts. Currently, the WwWorld Bank is collaborating
with the Government of Niger and the French Central Bank of Eco-
nomic Cooperation ("Caisse Centrale pour la Co-operation
Economigue”) in carying out a sectoral study.

USAID through its Agricultural Sector Devel-
opment Grant (ASDG) is conducting an analysis of various policies
as part of the reform program.

A coordination between all these programs and
the studies carried on as a result must take place continuously
in order to avoid duplication, waste and confusion.

The following areas must receive priority
with a view to improving efficiency:

(i) Reduce the subsidy level on fungicides;

(ii) Collect data on all fertilizer imports,
consumption and yield respnses to fertilizer application;

(iii) Monitor the transfer of the CA (Supply
Center) and the workshops to the UNC (National Cooperatives
Union);

(iv) Improve the operating procedures and
practices of the tender and bid system;

(v) Institute a tender and bid system for
selling;

(vi) Eliminate floor price as a basis of pur-
chase;

(vii) Assess the strength and the limitations
of the cereals bank program to determine its proper role in

designing food strategy;
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(viii) Re=-establish the freedom of livestock
exports;

(ix) Improve policy analysis capability, such
as the management and supply of information and statistical data;

(x) Improve donor coordination; and

(xi) Design efficient export promotion pro-
grams.

This latter issue seems particularly impor-
tant to us and, therefore, calls for the following observations:

(i) Export of rural products is already the
most important after uranium. Given the depressed coadition of
world demand and prices for the latter for the foreseeable fu-
ture, the generation of foreign currencies for the Nigerien econ-
omy will depend more than ever on exports of rural products.

(ii) Censequently, studies by international
experts must be undertaken immediately to determine which rural
product exports can be increased or jnitiated and towards what
market. USAID currently has a specialist on a mission to Niger
for that purpose. The results of this study must be closely
examined.

(iii) Subject to a complete market study
(including specialized means of transportation and appropriate
distribution network) specific vegetables (suh as green beans,
tomatoes) could perhaps find a market in some European countries
during the winter months. Similarly, the already successful ex-
port of red onions to Nigeria and the Ivory Coast could perhaps

be exported to other countries.
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(iv) Subject to a complete market study there
might be an interesting market for frozen meat in such countries
as the Ivory Coast (which imports beef from Argentina) and
ilgeria. This will have the obvious additional advantage over
wxporting cattle on the hoof to Nigeria of creating employment
and increasing the value added.

(v) The logical corollary to the increase in
slaughtering locally cows, sheep and goats is the export of skins
and tanned leather. There are good prospects in several export
markets which should be investigated further.

(c) Role and Impact of Conor Activities
on Policy Reform Objectives

Donor funds are by far the most important
component of total gross fixed capital formatieon in Niger in gen-
eral and are the livelihood of all agricultural reform projects.
The contribution of foreign funds (loans and non-refundable as-
sistance) to total public investment in the rural sector was 92%
in 1985 and about 97% in 1986. The four major funding sources
according to 1985 figures in decreasing order were the World
Bank, USAIC, the French Central Bank for Economic Cooperation and
the European Investment Fund.

It is vital that this effort on the part of

‘international donors be sustained.
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CONCLUSION

We mentioned at the ouﬁset of this report that the es-
sential guestion to which it will attempt to find an answer is
the following:

Given the new policy orientation of the Government of
Niger, under which it would welcome a greater role being played
ir the economy by the private sector, is the private sector capa-
ble of taking up this challenge?

Under present conditions, it seems hardly realistic for
the private sector to take on fully this resporsibility. The
formal sector is far too seriously impeded by the various con-
straints analyzed in this report. The informal sector, although
very active, is too unorganized and empirical in its methods of
operation and also too vulnerable because of its somewhat narrow
scope of activities to be in a position to respond to up the
challenge.

However, as and when constraints are removed —-- even
though, as we know, this will entail a slow process for some of
them -- the formal sector is likely to become stronger as a re-
sult. Similarly, the gradual organizing of the informal sector
will make’' it that much more efficient. This dual development is
essential for the private sector in Niger to be in a position to
take over successfully from the State the latter's business
activites and to be nore directly responsible for bringing about

a satisfactory growth of the economy.
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None of this can happen, however, without the close
monitoring by the international donors, in particular the World
Bank and USAID, of progress made Such monitoring, in turn, can
be efficient only if two conditions are met. The first is a con-
ditionality being imposed on future funding under existing pro-
grams based on the actual and timely implementation by the Gov-
ernment of measures suggested in this report to lift constraints
allow the private sector to reach its full potential and, thus,
ensure a satisfactory economic growth. The second is a much
closer coordination of both their technical and financial assis-
tance programs by the World Bank and USAID. There have been du-
plication of efforts, waste and confusion between those donors
(and others) in the past. Any serious attempt in Washington as
well as in Niamey towards such coordination is likely to be re-

warding for all concerned.
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FART III - A STRATEGY FCR USAID

A) PRESENT USAID CEJECTIVES IN NIGER

USAID efforts are concentrated on two areas: agricul-
ture and health/population. As far as agriculture is concerned,
the long-term objective is to increase food production towards
self-sufficiency and to improve and diversify rural income. In
order to achieve this objective, USAID considers that the current
structural adjustment agenda must first be implemented.

Consequently, USAID *will concentrate on supporting
policies which are conducive to structural changes necessary to
alleviate the constraints." (Country Development Strategy State-
ment, Niger, AID, FY 1988 page ix).

Their broad long-term objective is implemented through
three main programs:

1) ASDG (Agricultural Sector Development Grant) =--
Annual allocations varying between $7 million and $12 million
have been made to the Niger AID mission to help implement policy
reforms of structural adjustment, and notably the alleviation of
constraints.

2) AEPRP (African Economic Policy Reform Program).
This is a large fund in Washington for which the various AID mis-
sions in Africa compete.

3) Direct Project Assistance with four sub-programs:

(a) Agricultural Production Support (APS);

(b) 1Integrated Livestock Froduction (ILP);
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(c) Niger Cereals Research (NCR); and
(d) Niger Applied Agricultural Research (NAAR).

One of the key elements of AID's structural adjustment
and agriculture sector strategy is a delibirate movement away
from the government sector toward the privite sector and the co-
operatives. The corollary to this is to discourage direct gov-
ernment regulatory intervention and to encourage competition and
the resulting open market equilibrium.

Another essential element is to favor non-project sec-=
tor assistance instead of project assistance. In view of the
Government of Niger financial constraints and its commitment to
structural adjustment and economic development, this is a more
practical and effective approach because the project assistance
mode cannot easily adapt itself to the execution of policy re-
forms and budgetary resource allocation.

The foregoing objectives of AID's policy in Niger and
the programs to implement them are generally appropriéte. In
view of the recommendations contained in this report, however, i
would be helpful to suggest specific elements of the future
strategy of the Niger AID mission.

B) SUGGESTEL STRATEGY FCR THE NIGER AID MISSION

1) Lifting of constraints in general

It would be appropriate for the AID mission to
bring its full contribution to the removel of constraints
affecting the private sector in general and those affecting the
rural sector in particular. We refer to the specific

recommendations already made in this report.
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2) Lifting of the illiteracy constraint

This issue is dealt with separately here first be-
cause of its vital importance. The second reason is that, as a
result of a reduction in the staff of the local USAID mission, it
postponed indefinitely the planning of a bilateral project to
strengthen adult literacy and numeracy for the development of
self-sustaining organizations. This is most unfortunate.

Any effort of the AID mission to transfer technol-
ogy in agriculture will be thwarted, as it has been in the past,
because of the inability of farmers and other Nigeriens involved
at a lower echelon to read or write. Similarly, those at a
Qigher level who are literate but still lack the minimum training
to understand the rudimentary elements cf agricultural research
and technology will also cause great difficulty in implementing a
given project.

Literacy and numeracy are essential to aevelop an-
other AID priority, i.e., the self-managed cooperative. It must
be noted here that AID aas made tremendous efforts with regard to
literacy and numeracy in its cooperative training.

3) Self-Managed Cooperatives

AID has already done a considerable amount of ex-
cellent work to help the cooperative effort in Niger. This is
extremely important as it is the only way for farmers to get .e-
verage financially and otherwise. This AID activity should be

further emphasized in every way possible.
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In particular, AID should reinforce the role of
technical assistance through training programs. Training should
be intensive, long-term, accessible to a large number of coopera-
tive members and founded on village-based activity with the ob-
jective of self-rianagement.

Perhaps most important of all is the financing of
cooreratives.

4) The Financing of Cooperatives

As already pointed out in this report, the financ-
ing mechanism put in place by the AID mission using the BIAC bank
as a source of financing and a special AID fund as collateral has
been a success so far. This first attempt must be amplified to
involve more cooperatives and possibly the State Development Bank
(BDRN) and Citibank (when its first branch in Maradi becomes op-
erational). However, we have already exrlained the appropriate
modifications which should be brought to the system in order to
make it more efficient.

5) Providing Short-Term Credit Facilities

We have already indicated how successful the Re-
volving Fund loan of AID has been in Morocco, for instance. We
believe that the same mechanism to provide short~term financing
to small and medium s$ize enterprises in Niger could be very
fruitfully implemented. .It would provide credit which would oth-
erwise be eithe: inaccessible or much more costly; it would be
beneficial to the local commercial banks (or banks) in Niger, to

their correspondent bank in France (a correspondent bank Eteing a
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key player in the mechanism), to the AILC mission in Niger (for
which it will be a nice feather in its cap) and finally to AILC
Washington which will earn interest on the funds set aside by the
Revolving Fundg.

The Niamey mission should not be concerned about
the fact that it may not have the manpower available to design,
structure and implement such a mechanism. Specialized experts
intimately familiar with it and are able to provide complete
technical assistance in that respect. This would put the local
mission in the nice position of taking the credit for putting
this facility in place without doing any of the work involved.

It should be noted that, even though this credit
facility is described here for short-term financing, it is also
applicable to medium-term financing.

We have already discussed with the Office of
Investment-PRE-USAIL in Washington the procedure which would be
appropriate for a local AIL mission to follow so as to apply for
funds from the Revolving Fund and initiate the process. We would
be happy to inform the mission in Niamey accordingly.

6) The Promotion of Mutual Guarantee Associations

As we know, one of the major reasons why the com-
mercial banks in Niger have rightly refused to finance many proj-
ects is because the promoters are urable to offer satisfactory
collateral or guarantees. A pragmavic and efficient solution to
this problem is the formation by trade groups (agricultural coop-

eratives, builders, and other group involved with possible
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investment projects) of "cautions mutuelles" or mutual guarantee
associations. These guarantee collectively obligations incurred
by one of their members.

Since this facility will greatly facilitate a de-
cision by a commercial bank to finance a project -- provided it
is sound -~ the AIL mission should systematically encourage the
availability of such guarantees, particularly as far as agricul-
tural cooperatives are concerned.

7) The Promotion of Agricultural and Agribusiness
Products Exports

Given the crucial importance for the whole economy
of Niger to increase exports of agricultuval and agribusiness
products -- the main export prospect =-- the AID mission should
pay special attention cto the promotion of such exports. To that
effect efforts already started by it should be amplified to have
studies undertaken as soon as possib.e by the best available ex-
perts to determine the production of which products could be ef-
ficiently increased or initiated in view of specific export mar-
kets. A complete market study must first be made to determine
whether Nigerien products could satisfy the needs of identified
markets and, if so, under what conditions. Specialized means of
transportation and distribution systems in the export markets
must also be carefully examined. The success of any such export
program will depend on the thoroughness of its preparation,

including necessarily all these various elements just mentioned.
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The AID mission could play several eminently use-
ful roles with regard to such prograns:

1) It could finance (or eventually co-finance
with the World Bank) such studies.

2) It could make them available to the appropri=-
ate Ministrieec in the Government, to cooperatives and to respon-
sible entrepreneurs (national and foreign) willing to take the
risk of investing in the pertinent productive facilities.

3) By using one or more of the various financing
mechanisms recommended in this report, it could make a meaningful

contribution to the partial financing of such investments.

JEAN B. DE LA BIRCLAY
BENE L. M'POKO

MARCELLIN MOUSKOURA
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The World Bank intended to sent their own mission to
Niger to investigate the same subject at the same time as our
migsion. We convinced them (both in Washington and in their
Miamey Representative Cffice) to postpone their effort in order
to avoid duplication and waste. It was orally agreed that the
US2.ID team would complete its mission and write its reporc.
Being already aware that this report has many gaps due to the
time constraints faced by the team while in Niger, it was also
suggested that, once the report would have been read by the World
Bank, perhaps they together with the USAID team would identify
those gaps. In a second phase a joint World-USAID team could
£ill the gaps and, thus, complete the assessment of the private
sector in Niger.

This is only a suggestion which the authors of this re-
port think is worth pursuing. But, of course, it is vp to the

USAID and the World Bank.
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