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Introduction

Honorable Members of the Diplomatic Corps and Representatives of International Organizations, Distinguished Participants, Ladies and Gentlemen. It is indeed an honor for me to be invited to address this important forum. I am also delighted to be sharing the platform with Chris Stals, a veteran central banker.

I would like to first thank Stephen Hayes, President of Corporate Council on Africa and Phillip Merrill, Chairman of the U.S. Export Import Bank for their kind invitation.  I am pleased to note that the Corporate Council on Africa continues to play an important role in educating the world about the investment opportunities and favorable investment climate in Africa.   

The theme of this Conference – Increasing Capital Flows to Africa – is clearly important and timely especially given the current low levels of capital flows to Africa.  Foreign direct investment (FDI) in Sub-Saharan Africa was only USD 8 billion in 2002, or 2% of global FDI flows.2  Similarly, the World Economic Forum reported that, all the 53 African countries together attracted a slightly lower volume of international investments than Singapore alone in that same year.   Given the importance of financial resources to the development of any economy, the huge needs of the continent and the investment opportunities available, why then is Africa not yet attracting sufficient capital flows and what can we all do about it.  These are some of the questions that I hope we can answer at this conference. Let me therefore share some observations with you on the investment opportunities available, the impediments to capital flows to Africa, and the role of the African Development Bank Group in fueling capital flows and addressing these impediments. 
Investment Opportunities in Africa
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Investing in Africa makes good business sense while there are pools of international financial resources in search of opportunities for diversification and higher returns.  First, Africa is widely acclaimed as vast, diversified and endowed with natural resources and mineral wealth. According to George Ayittey3, Africa is the second largest continent, occupying 20 percent of the earth’s land surface. 

Source: Academic Centre for Education Development

He notes that Africa has 40 percent of the world’s potential hydroelectric power supply, the bulk of the world’s diamonds, 50 percent of the world’s gold, 90 percent of its phosphate, 40 percent of its platinum, 8 percent of its known petroleum reserves, 12 percent of its natural gas, and millions and millions of acres of untilled agricultural land’  He also notes that Africa accounts for the largest share of world production in cocoa, coffee and palm oil. Secondly, most of these natural resources are untapped, while the infrastructure needs of Africa’s population of almost 800 million people, are largely unmet. Furthermore, investment opportunities in Africa are reported to offer some of the highest rates of return on investment, even on a risk-adjusted basis.   In 2003, African stock market returns averaged 44% in US dollar terms, compared to 30% for developed countries.  In addition, OECD recently estimated that contractual savings in OECD countries amount to USD35.2 trillion with the growth in the volume of savings and the desire to enhance portfolio returns boosting the hedge fund industry.5 Assets of hedge funds are forecast to reach USD 700 billion by the end of 2004, a projected 20% year-on-year increase.6  As shown in the following table, and despite these supportive factors, Africa still lags behind the rest of the world, in terms of the level of capital flows.

Evolution of Net FDI Inflows by Region (1997 – 2003)

USD Billion

	
	97
	98
	99
	00
	01
	02
	03e

	East Asia and Pacific
	62
	58
	50
	44
	48
	55
	57

	Europe and Central Asia
	23
	26
	28
	29
	32
	33
	26

	Latin America and the Caribbean
	67
	74
	88
	77
	70
	45
	37

	Middle East and North Africa
	6
	7
	3
	2
	6
	3
	2

	South Asia
	5
	4
	3
	3
	5
	4
	5

	Sub-Saharan Africa
	8
	7
	9
	6
	14
	8
	9

	Total
	171
	176
	181
	161
	175
	148
	136


Note: e= estimate.

Source: World Bank, Global Development Finance, 2004. p. 78.

Impediments to Capital Flows to Africa

The main impediments to capital flows to Africa include the difficult business environment, poor infrastructure, and inadequate investment channels and financial instruments, as well as inadequate investor knowledge of the continent and the investment opportunities that it offers.

Business Environment

Most African governments have over the last fifteen years taken significant steps to create a supportive business environment.  These measures include far reaching macro economic reforms that have reduced budget deficits and inflation levels to single digit levels and fueled economic growth.  A number of governments have also taken measures to strengthen the legal and judiciary system and regulatory institutions such as those for investment promotion.  While these efforts are commendable, more needs to be done to create a business environment that is world class.  It still takes 146 days to 215 days to establish a business in Africa, compared to 2 days in Australia, 3 days in New Zealand and Canada and 4 days in Denmark and the USA. 7   Tackling corruption is still a challenge in many countries even though it is widely acknowledge that corruption and undermines public trust and business confidence, leading to misallocation of resources and waste in public expenditures.  It is also acknowledged as a worldwide problem. However as the Singaporean Ambassador to the United Nations in the 1990s noted in his ten commandments for developing countries ‘Though shalt acknowledge that corruption is the single most important cause of failures in development.  Developed countries are not free from corruption, but with their affluence, they can afford to indulge in [corporate governance scandals]’. The World Bank Institute research shows that countries that tackle corruption can increase their national incomes by as much as four times in the long term.

Infrastructure

Most African countries lack the necessary infrastructure required by private enterprise, notably an adequate telecommunications network, power generation, water and transportation facilities.  For example, Sub-Saharan Africa has less than 7 million fixed telephone lines, significantly less than the number of fixed telephone lines in the Manhattan suburb of New York! Similarly and according to the International Telecommunications Union (ITU), the number of lines per 100 inhabitants in Sub-Saharan Africa stood at only one at the end of 2003 compared to thirty-four for the Americas, fourteen for Asia and forty-one for Europe. This is despite an 9% cumulative annual growth rate (CAGR) in number of fixed telephone lines in Sub-Saharan Africa and a 69% CAGR in the number of cellular telephone lines over the five year period ending in 2003, respectively.   With respect to transportation facilities, Africa, excluding South Africa has fewer roads than Poland while only 14% of all roads in Sub-Saharan Africa are paved, compared to 86.5% in Europe and Central Asia. The same picture emerges for power generation and availability of safe water supply and sanitation.8 While Africa’s weak infrastructure is an impediment to investments, the situation presents lucrative opportunities in telecommunications, power generation, water supply and other areas.

Investment Channels and Financial Instruments

While adequate investment channels and financial instruments are critical to capital flows, most African countries have underdeveloped commodity and capital markets.  Despite Africa’s rich natural resource base, there are hardly any commodity exchanges in Africa that facilitate the management of commodity price fluctuations or are linked to international markets.  Similarly, basic derivative and guarantee instruments that enable investors manage risk are limited in Africa.  In addition, project sponsors rely primarily on bank financing, given the inadequacy of African capital markets, where market capitalization of most African equity capital markets is less than a third of Gross Domestic Product (GDP) while debt capital markets, at less than half the size of equity capital markets fare even worse.  This compares to market capitalization to GDP ratios ranging from 100% to 350% for countries such as Denmark, Italy, Japan, Singapore, Turkey, and the United Kingdom.9  

Inadequate investor knowledge 
Despite the progress made by many countries to address the weaknesses highlighted above and the prospects for higher returns in Africa than in other regions of the world, most investors have not taken the time to review the investment opportunities available in Africa. While information on Africa is less easily available than those for other regions, most investors still rely on news reports about famine, war and disease to assess the value of considering investment opportunities.  This clearly means that more needs to be done by the governments of African countries to promote their economies and by investors to seek out lucrative opportunities.  Investors tend to use a ‘broadbrush’ approach to assess Africa and it is interesting that telecommunication companies find it easier to raise funds for saturated European markets than for African markets.  

The Bank Group is fully supportive of the current initiatives to assist African countries in obtaining international credit ratings. While many of these countries are unlikely to borrow from the international capital markets directly in the short term, ratings nonetheless are important in signalling the willingness of these countries to be subjected to more detailed scrutiny and in giving independent assurances to potential investors.   

The Role of African Development Bank in fueling capital flows

The African Development Bank Group, comprises the African Development Bank, the African Development Fund and the Nigeria Trust Fund which together enable the Group to support the social and economic development efforts of African countries.  Its shareholders include the 53 African countries in Africa and 24 non-African countries (including the G7) from the Americas, Asia and Europe.

The Group’s strategy is to play a catalytic role in the continent by leveraging its resources to fuel capital flows, providing technical assistance, encouraging African governments to ensure a supportive business environment and championing critical initiatives associated with the continent.  The Bank Group therefore has a critical role to play in increasing capital flows to Africa.

The Bank Group is active in lending to public and private sector borrowers across the continent and has since 1967 approved funding of almost USD 50 billion for almost 3,000 projects and programs in African countries.  
Bank Group Cumulative Operations

Source: Annual Report 2003.

In addition, it has over the years mobilized an additional USD 70 billion through co-financing.  Financial instruments offered include term loans, equity, quasi-equity, guarantees, syndication, underwriting and lines of credit to local financial institutions for on-lending purposes.  Specifically, the Bank Group seeks to catalyse additional sources of financing through active involvement in transactions in key sectors of African economies. For example, the Bank’s USD 100 million loan to the Nigeria Liquified Natural Gas project (NLNG) enabled it to successfully raise an additional USD900 million from international banks. Similarly, the Bank provided a ZAR 550 million loan to Mozambique/South Africa SASOL Natural Gas Project. Although this loan constituted only … of the total project cost, of …  the involvement of the Bank assures the governments involved, on the one hand, about project benefits, and project promoters, on the other hand, on being able to obtain the relevant government dispensations for the project.  In addition, the Bank brings to bear its experience across the continent in specialized areas such as environmental impact assessment.

The Bank also offers guarantees to third party lenders to cover risks that these lenders may not be prepared to accept, on projects that they are interested in financing. For example, the Bank provided a partial risk guarantee for a mobile telephone project in Cameroon, which enabled the project company to extend the maturity of the financing beyond that at which the lending banks were prepared to lend without the guarantee. By covering risks that the market is not prepared to bear, the Bank Group assists project promoters with attracting new sources of finance, and obtaining more attractive financing terms including the reduction of financing costs and the extension of maturities.

As investment channels and instruments are critical to capital flows, the Group is reviewing how to better support the development of African capital markets. As you know, the Bank enjoys ‘AAA’ credit ratings, reflecting its strong financial condition and the strong support of the 77 African and non-African governments that are its shareholders.  In addition the Bank actively issues in international capital markets and in 2003, raised USD 3 billion for its activities.  By issuing in African capital markets, the Bank could leverage its prestigious position in international capital markets, to attract or ‘crowd-in’ international investors into these markets. The choice of markets would however depend on regulatory, legal, funding and liquidity management considerations.   
The Bank also actively supports critical initiatives for the continent such as the New Partnership for Africa’s Development (NEPAD), an action oriented development agenda for Africa sponsored by African leaders.  The Bank Group is NEPAD’s lead adviser on infrastructure, and financial standards and established a dedicated NEPAD unit in December 2003.  As lead adviser on banking and financial standards, the Group assists the NEPAD secretariat with organizing advocacy workshops on best practice standards.  On infrastructure, the Group assisted NEPAD with developing action plans to guide the origination and funding of all NEPAD infrastructure projects.  In addition, by the end of this year, the Group expects to have approved funding totalling USD 1 billion for NEPAD projects.

In recognition of the importance of reliable economic data, the Bank Group is leading Africa’s International Comparative Program (ICP), an initiative to enhance data quality, collection, and management in all Africa countries.  The Group is contributing more than half of the total project cost of USD 40 million and expects that the project will facilitate harmonization and regional integration, and fuel capital flows by promoting investor confidence.  The Group’s efforts to promote good governance should also bolster investor confidence.  In addition to financing institutional strengthening projects that enhance the capacity of legal and regulatory agencies, the Bank provides resources to agencies such as the Organization for the Harmonization of Business Law in Africa (OHADA), whose mandate is to create conditions that guarantee legal security for businesses.  Similarly, the first model investment law of the African Law Institute (an institute sponsored by the Group), has been endorsed by key regional institutions in Africa.  This will foster regional integration and further fuel investments and capital flows to Africa.

I hope that through the above examples that I have highlighted for you ways in which you can partner with the Bank Group to fuel capital flows to Africa.  

Concluding Remarks

To conclude, I believe that each one of us has a critical role to play, as well as much to gain in increasing capital flows to Africa. It makes good business sense, it makes good altruistic sense.  Through due diligence and partnerships, you will be rejecting the doomsday scenarios of Afropessimists, which leads to a vision of fatalism and hopelessness for Africa.  You will instead be supporting a vision of an Africa that is truly wealthy offering lucrative opportunities for investments.

I thank you for your kind attention.

Notes

1 The views expressed in this speech are the author’s. They do not represent the views of the African Development Bank Group, its Executive Directors, nor the countries that they represent. 
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3 Ayittey, George B.N. Africa Betrayed, 1993. ISBN: 0312104006.

4 “Africa best for investment”, BBC, April 8th, 2003.

5 Frank Senyo Dewotor- Databank Group, excluding Zimbabwe.

6 OECD Financial Statistics database.

7 HedgeCo.Net

8FDI and Growth for Developing Countries: MNEs and the Challenges of the “New” Economy. Keynote Speech Peter Buckly. Included in The Role of Industrial Development in the Achievement of the Millennium Development Goals, proceedings of the Industrial Development Forum and Associated Round Tables, Vienna. December 1-3, 2003.

9 World Bank Development Database and WHO Progress Report on Global Drinking Water and Sanitation, August 26, 2004.
10 World Federation of Exchanges Annual Report, 2003 and World Bank Country Data Profiles. 
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