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   NEPAD, THE POINT OF VIEW OF AN INTERNATIONAL INVESTOR


When a multinational firm or an international investor decides to make a foreign investment faces an initial trade off between investing in a high cost and high credibility country or to invest in a low cost and low credibility country. Of course, there are many options in between these two because there are many countries that can be located in the middle of these two extremes. Its final decision in its trade off between credibility or risk and cost or reward needs to take into account a series of other factors that are already well known in the classic FDI literature and in the individual experience of many multinationals.


The most important ones are: First, its main macroeconomic data: the country’s size, measured by its nominal GDP in dollars; its rate of growth, measured by its real growth in per capita GDP; its income level or size of the domestic market, measured by its level of per capita real GDP; its level of investment, measured by its ratio of fixed capital formation to GDP and, finally, its openness, measured by its ratio of trade to GDP. Second, its microeconomic factors: its level of human capital, measured by the percentage of the workforce with primary and secondary education, as well as the quality of its education, measured by the ratio of teachers per students; its level of health, measured by the ratio of health expenditure to GDP as well as its infant mortality rate and its average life expectancy; its level of physical capital, measured by the ratio of investment in equipment and infrastructures; its institutional development, measured by the level of political stability, the effectiveness of its judiciary system and its rule of law implementation, its level of compliance of contracts, its level of personal safety and security and its level of corruption. Finally, it is also an extremely important factor, for the final decision, the past  and recent experience of other multinationals that have located previously in the country, if any.


Unfortunately, in many countries of Africa, some of these decisive factors have not been positive enough, in relative terms with other regions. Moreover, the total lack of credibility of some countries has precluded others, with much better level of compliance of these factors, from attracting larger FDI flows. Unfortunately, these negative externalities produced by non-credible countries have created, as a consequence, a certain contagion and a general perception, by many multinationals, of “bad reputation” for the continent as a whole.


To regain credibility takes a lot of time and individual or collective effort. The recent historical experience shows that the only short cut available for gaining credibility by a country is to be able to join a “credible club”. Spain, Portugal and Greece were able to achieve it by joining the European Union. More recently, Mexico has been able to “decouple” from the rest of Latin America by joining North America. The same is already happening with the Central European countries that are going to join the EU. In all these cases, FDI has arrived quickly and massively into the newly “blessed countries” once multinationals perceived a high probability of them joining. In other cases, even the mere close vicinity to “credible countries” has helped to attract reasonable amounts of FDI. This is the case of Morocco and Tunisia, for example. On the contrary, it has been much more difficult for South Africa or Botswana, for instance, to attract the volume of FDI that they deserve, according to their achieved standards of credibility, because of their remoteness from the EU or any other “credible club”.


What would it take to motivate foreign investors to invest more in Africa?


I think that NEPAD has a high chance of reverse the present negative situation. Its initiatives of Political, Economic and Corporate Governance, as well as those attempting to improve Peace and Security, Infrastructures, Banking and Financial standards, Human Resource Development, Domestic Capital Resource enhancement, Poverty reduction, ODA reform and Market Access are, all of them, focusing, rightly, on improving the credibility of the Continent and, as a consequence, on attracting larger amounts of foreign capital flows.


NEPAD has three very important and pioneer attributes. On the one side, it is the first serious and viable collective attempt by African nations to overcome their generally low level of credibility and reputation. On the other side, it is the first try, arising from within without any external pressure or conditionality, to escape from the probable collective fate of being left out of the globalization process. Finally, it is the first effort to introduce clear benchmarks and targets in all the different Initiatives to be achieved, according to a pre-established calendar, and periodic and transparent internal and continental policy reviews and controls to check and audit their true compliance. This is the reason why it deserves the full international understanding, recognition and help by, not only OECD countries and International Institutions but also by the private multinationals and financial investors. 


What else could be done?


African Countries could, at the same time, give a new and strong push to the different processes of regional integration, in order to increase nominal and real convergence as well as market access and trade and investment opening. That will help to create larger markets where multinational investment will be able to exploit larger economies of scale and create larger units of production to be used as platforms for exporting to other countries. The market size, with homogeneous rules and regulations, has proved to be an important factor of FDI attraction. The cases of China, Brazil, Mexico, India and others show that size is able to compensate for the lack of other key determinants of FDI attraction mentioned above. That could also help to adhere, with more critical mass of negotiating power, the OCDE Multilateral Agreement on Investment, avoiding, as in the past, that individual LDC’s could become net losers by joining given the high conditionality of the Agreement, and at the same time, try to avoid, as well, the huge proliferation of Bilateral Investment Treaties, that create a lot of confusion to multinationals. Finally, it will be easier, having access to a larger market, to require the multinationals to agree in joint ventures to capture more the benefits that foreign investors have to offer, in terms of technology transfer or licensing, human capital training, export performance and backward linkages to the domestic industrial base.


Another African initiative could be to develop a rigorous and transparent policy of privatizations, with an adequate and stable ex-post regulation to avoid market abuse and increase competition, mainly in infrastructures and public services, that will help to attract large amounts of FDI, as it has been recently achieved, successfully, in Latin America and in the Central European countries. The new foreign investors have been able to improve dramatically the efficiency of the companies privatized by investing large volumes of physical capital and, at the same time, have attracted large local investments by suppliers of the necessary hardware to improve them, with the result of increasing employment and technology and knowledge transfers.


Finally, the African Development Bank, with its better knowledge of the individual countries and its regional integration developments, should help to develop a program of investment guaranties for investors in African countries, supported by the existing ones established by the World Bank Group, both by the IBRD, the IFC and MIGA, to protect investors from political risk, from currency inconvertibility, expropriation, war or civil disturbance, breach of contract, etc. That initiative could help to attract larger volumes of FDI.


The OCDE countries should try to agree on a new preferential treatment for investments in Africa. Such an agreement could replicate the successful achievement by the Lome Convention in preferential trade. Such an agreement could help to create the right momentum to foster new FDI in the Continent. Another important step has to relate to ODA. The recent decision of the EU to double the present average percentage of ODA in relation to GDP from 0.2% to 0.39% should be followed by other OCDE countries. A larger volume of ODA is not a sufficient condition for helping African development. The way ODA is allocated, very often still attached to the sale of goods and services, should be concentrated on the urgent needs of the recipient countries, that is, health, education and training and infrastructures and should have a very high grant portion. Finally ODA should arrive directly to the people who need it most. New channels of distribution are essential, including NGOs.


The initiatives set forth by UNCTAD such as EMPRETEC, ICAF and IPRs are all of them excellent and could help, very positively and efficiently, to create the basis for new domestic capabilities of small and medium size companies with larger entrepreneurship, better training, more access to international markets, better knowledge and experience to sign successful international contracts and to negotiate joint venture with multinationals, and finally, a better marketing of the different countries information about investment conditions for FDI. The lack of information about the domestic conditions to attract FDI is huge. Historical experience shows that to improve micro and macro fundamentals is not a sufficient condition to attract FDI. It is absolutely necessary to advertise those improvements given that asymmetry of information available by multinationals on many developing countries, especially on LDCs. Those countries need not only to be virtuous but also to make the market fully aware of their virtuosity, to show that it is a better location that other countries for new production sites, to show their positive differences from others. That is, country marketing is no different from product or service marketing.


Of the two joint initiatives developed by UNCTAD and ICC (International Chamber of Commerce) the first one focuses in the same direction, that is to make essential knowledge about LDCs to multinationals and foreign investors, through a good and efficient marketing of their capabilities to attract FDI. The “Investment Guides” of each LDC will help them to be better known to potential investors, with the guaranty that the information published by them has the support of both a reputed international institution and the world largest association of private companies. The joint initiative to create an “Investment Advisory Council for LDCs” is an excellent and very promising enterprise. It is very important to initiate a serious and balanced dialogue between high representatives of international businesses and LDCs in order to know each other’s requisites and conditions and to get first hand advise about how to attract a successful and sustainable flow of FDI to these countries.


It is of high importance to achieve concrete foreign investment proposals in African countries that can help a successful launching of NEPAD and avoid missing such an important a unique opportunity to get Africa back into the globalization process. Multinationals tend to react very quickly to a first mover into a country and have a remarkable follow-the-leader response. This is the reason why it its so important to “break the ice” and have at least a couple of positive FDI experiences. A serious test in a couple of the African more “virtuous” countries could be an excellent start. For that it would be very important to get a consensus among African country leaders and representatives of multinationals to chose the concrete proposal with the highest probability of success. The infrastructure, health and education sectors should be a priority. 


