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F O R U M  

Private Investment in Africa 

In recent years it has become increasingly clear that it is impossible to improve the 
economic and social development of "young nations" solely by capital investment 
and technical aid from industrially developed countries. Even ambitious five year 
plans are not, by themselves, adequate. What is important in development is that 
all production factors should be available and that these should be homogeneously and 
rationally linked in the various economic units. State enterprise is rarely equipped to do 
this--particularly not in less developed countries. This is where the private investor is 
needed. He can contribute not only his capital and his technical knowhow, but also 
his initiative, his capacity to take decisions, to organise efficiently and to operate an enter- 
prise economically. However, if he wants to increase his participation in private enterprise, 
he is faced with a series of difficulties and obstachts. This is where INTERECONOMICS 
comes in asking three experts to deal with investment questions" in African countries. 

Perspectives of German Business Activities 

Any examination of investment 
activity by German firms in Africa 
may be limited, at present, to 
determining the total amount of 
such investments and its distri- 
bution over the various countries, 

sectors and projects. Moreover, 
such an e~vamination should also 
emphasise the major factors deter- 
mining the entrepreneur's outlook, 

his inclination towards, and pros- 
pects for, investment. Knowledge 

of these various factors is a pre- 
requisite to his judgement of future 

investment potential. The first step 

must be to analyse the concept of 

private investment. 

Special ChnracterisUcs el Private 
Investment 

In modern usage, "private invest- 

ment" means only direct private 

investment where, for instance, an 

industrial enterprise or a bank 
makes available funds in the form 
of liable or loan capital, i.e. for an 
immediately productive purpose. 

* On  the  sub j ec t  of fore ign  i n v e s t m e n t  in 
genera l ,  s ee  a lso  vol .  8. 1967 (2rid yearJ 
I n t e r v i e w  and  Editorial .  
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There are essentially four forms 
of private investment: 

[] Direct investment from one firm 
to another; 

[]  Credits to finance deliveries 
which may also--although only in 
the short term--involve funds being 
made available; 

[] So-called portfolio investments-- 
i.e. a bank can place loans raised 
by foreign firms on the domestic 
capital market, thus financing 
investments in one country through 
the capital market and private 
investors of another country~ 

Private investments in the form 
of stand-by credits may be given 
by banks to central banks for a 
limited period of time; sud~ credits 
contribute to the general financing 
of third countries, their main pur- 
pose being to underpin currency 
reserves. 

We are concerned here solely 
with the first form of private invest- 
ment, i.e. direct investment in 
Africa by Germ,an firms. 

A quantitative survey of private 
investment activity by German 

firms shows, first, that since 1950 
the total amount of contributions 
made by the Federal Republic to 
developing countries was barely 
$ 8,000 million. Of this, 48 per cent 
came from the public sector, i.e. 
this was derived essentially from 
tax proceeds, whilst 52 per cent 
emanated from the private sector. 

The flow of private capital invest- 
ment to developing countries in 
Africa alone has risen constantly 
over the last three years. In 1964, 
private capital sums amounted to 
$ 85 million, compared with $ 99 
million in 1965 and $ 119 million 
at end-September 1966. 

But these figures do not give a 
precise picture over the period of 
long-term private investment in 
Africa by German firms, since they 
take no account of losses or gains 
in value after transfer. 

We are primarily concerned here 
with aspects of German direct 
investment affecting capital assets 
in the private sector. Long-term 
capital export by German public 
institutions--mainly those funds 
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m~de  ava i l ab le  t h rough  the  Re- 
cons t ruc t i on  Loan Corpora t ion  (Kre- 
d i t ans t a l t  ftir Wiederaufbau) ,  which 
a re  not  in t ended  to inf luence  for- 
e ign  f i r m s - - a r e  no t  cons ide red  as 
d i rec t  inves tment .  Ne i the r  can  
p r i va t e  assets,  w h e r e  the  inves to r ' s  
in te res t  is so le ly  prof i tabi l i ty  and  
the  secur i ty  of the  capi ta l  inves ted ,  
be  n u m b e r e d  among  such d i rec t  
inves tments .  In general ,  th is  type  
of investment comprises invest- 

ments in fixed-interest bonds, dis- 

posed stock ownership, and short- 

term financial investments of all 

kinds; also long-term loans con- 

sidered solely as employed cash 

reserves such as the acquisition of 

real estate for non-commerci~l 

purposes. 

The Development of Private Investment 
Activity 

Compared  with to ta l  G e r m a n  
p r i va t e  capi ta l  i nves tmen t s  in de- 

v e l o p i n g  count r ies  which, a t  end-  
1966, were  runn ing  at  S 725 mil- 
lion, the  $ 119 mil l ion inves ted  in 
Afr ica  amoun t  to b a r e l y  16 per  
c e n t  of the total. This  is not  a v e r y  
impress ive  p e r c e n t a g e  compared  
wi th  German  i n v e s t m e n t  in South 
America ,  which is w h e r e  the  
ma jo r i t y  of German  inves tmen t s  are 
made ;  nor  is it in compar i son  wi th  
o t h e r  countr ies .  Still, the  f igures  for 
Afr ica  show a r is ing curve;  this  
app l i e s  also to the  deve lop ing  
Afr ican  count r ies  assoc ia ted  wi th  

EEC, inc luding Mad,agascar,  whe re  

p r iva t e  i n v e s t m e n t  has  r isen over  

the  last  3 yea r s  from $ 19 mil l ion 

to S 21.5 million. 

This revival of investment ac- 

tivity is also reflected in the de- 

velopment of the German Develop- 

ment Company {Deutsche Entwick- 

lungsgesellschaft [DEG]). Of the 

31 projects with which the Com- 

pany was concerned (up to 

1966), 19 projects, with a total in- 

vestment of over DM 220 million, 

were concerned with Africa. The 

main centres of investment are in 

Kenya, Tanzania and Nigeria. These 

projects include DEG participation 

in three East African development 

corpora t ions :  the  DFCK in Kenya,  

TDFL in Tanzan ia  and the  deve lop-  

men t  corpora t ion  in Uganda.  Via 

these  th ree  ins t i tu tes  DEG part ici-  
pates  d i rec t ly  in the  f inancing  of a 
fur ther  50 enterpr ises .  

The vo lume of G e r m a n  invest -  
men t  in Africa is r e la t ive ly  small  
in re la t ion  to the  size of the  
Afr ican  con t inen t  and  its commer-  
cial potent ia l ,  and  also in re la t ion  
to p r iva t e  i n v e s t m e n t  by Bri tain 
and France.  There  are severa l  
reasons  for this: first, it must  be  
r emembered  tha t  Germany lost  the  
whole  of its ex te rna l  assets  as a 
consequence  of two world wars, 
so that ,  af ter  1945, i t  had  to s ta r t  
from scratch;  secondly,  the  s t rong 
economic  t ies b e t w e e n  former 
Bri t ish and  French terr i tor ies ,  which 
gained the i r  i ndependence  after  
Wor ld  W a r  II, and  the i r  former 

rulers,  is of cons iderab le  signifi- 

cance.  It is still t rue  that,  in m a n y  

o ther  countries,  the p r iva t e  sector  

of the  economy has  much closer  

l inks with Afr ican  count r ies  than  

does the German  economy.  

Wi th  r ega rd  to the  regional  

d i s t r ibu t ion  of German  p r iva te  

i n v e s t m e n t  in Africa, cer ta in  cen- 

t res  h a v e  emerged  in both  East and 

W e s t  Africa;  they  are c lear ly  re- 

flected in the  ac t iv i ty  of the  De- 

v e l o p m e n t  Company  in Africa.  

The dis t r ibut ion  of German pr iva te  

investment by countries is as fol- 

lows {statistics from the Bundes- 

bank):  

Liberia US S 39 mil l ion 
Libya US $ 14 mil l ion 
Alger ia  US $ 12.7 mil l ion 
Ethiopia  US $ 12.6 mil l ion 
Guinea US $ 7.3 million 
Nigeria US $ 5.7 million 

In ana lys ing  asce r ta ined  figures, 
it is also of in te res t  to b reak  these  

down b y  i n v e s t m e n t  type, size of 

s ingle  inves tmen t s  and  economic  

sectors.  The only  f igures  ava i l ab le  

here  are  those  global  f igures for 

G e r m a n  i n v e s t m e n t  in deve lop ing  

countr ies ,  bu t  it is r easonab le  to 

assume tha t  these  are  also re- 

p r e s e n t a t i v e  of i n v e s t m e n t  in Af- 

rica: 

[ ]  B y  t y p e  o f  i n v e s t m e n t :  

U~rds of i nves tmon t s  were  par t i -  

c ipa t ions  {roughlyl/~ of total  invest -  

men t  was  in ma jo r i ty  par t ic ipa-  
tions); about  t/, was  loans. 

V] B y s i z e : German direct invest- 

ment abroad is spread over about 

5,100 investors; however, 24 large 

firms hold almost one half of all 

foreign investments; 

By economic sectors: 

the overall picture is dominated by 

the capital goods industries and 

the chemical industry; all other 

sectors together account for roughly 

one half of private investment. 

Since there are marked differ- 

ences from country to country, a 

regional breakdown would be of 

no value.  

Factors Determining Private Investment 

A pure ly  quan t i t a t i ve  a s ses smen t  
of German  inves tmen t  ac t iv i ty  in 
Africa would be incomplete with- 

out an attempt at a qualitative 

evaluation of the figures and of 

the  mot ives  induc ing  German  firms 
to inves t  in Africa.  

The difficulty here  is the  ab- 
sence  of s ta t is t ical  da ta  on the  
eff ic iency of German  i n v e s t m e n t  in 
Africa.  Prof i tabi l i ty  figures, oper- 
a t iona l  figures, da ta  on  technicali-  
t ies or p roduc t iv i ty  f igures from 
the pr imary,  s econda ry  or t e r t i a ry  
sectors  of a deve lop ing  coun t ry  
are  not, in this  case, a p roper  
basis  for assess ing  the efficiency 
of p r iva te  inves tments .  Even were  
such figures avail.able, it would not  
be possible  to draw val id  con- 
clusions from them because  the  
va r i a t ions  from coun t ry  to count ry  
in par t i cu la r  sectors,  and  even  
dif ferences  in the  size of firms, 
would mean  tha t  the resul ts  ap-  
plied on ly  to indiv idual  firms. The 
decis ion to inves t  and  the  success  

AUTHORS 
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M a n a g e r  of the G e r m a n  De- 
v e l o p m e n t  Company ,Cologne  
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Direc tor -Genera l  of the  De- 
ve lopment  Aid  Commiss ion 
of the  European  Communi-  
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Prof Dr Karl.Heinz Sohn, 
Director  of Fried. Krupp, 
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or o the rwise  of a firm is deter-  
mined by  a whole  r ange  of factors, 
all of which con ta in  most  different  
e lements .  

Some progress  can be  made, 
however ,  by  cons ider ing  wha t  
s ingle  factors  inf luenced the  de-  
cision by  an  inves to r  to inves t  in 
Africa.  Past  expe r i ence  here  can  
open up pe r spec t ives  for the  future,  
W e  can  exp la in  the  obs tac les  and  
incen t ives  and  h o w - - b y  over-  
coming or explo i t ing  these-- - invest -  
men t  ac t iv i ty  can he  s t imula ted  
and s teered.  

A g o v e r n m e n t  decides  its inves t -  
men t  pol icy  on  the  basis  of poli t ico- 
economic  concepts ,  economic  pri- 
ori t ies  or social  economic  con- 
s iderat ions.  The p r iva t e  investor ,  
however ,  acts  in  a di f ferent  way.  
The on ly  dec i s ive  factor  for him 
is w h e t h e r  a n  i n v e s t m e n t  will be  
prof i table .  Such prof i tab i l i ty  th ink-  
ing is character is t ic  of p r iva t e  
inves tments .  An  e n t r e p r e n e u r  who  
is accus tomed  to opera te  in a f ree  
economy acts  on the  bas is  of eco- 
nomic  pr inc ip le  and  accord ing  to 
the  profi t  outlook. There fore  he  

also expec ts  to make  a prof i t  from 
his  ove r seas  inves tmen t s  because  
"business  w i thou t  profi t  is mad-  
n e s s ' .  The p r iva te  i nves to r  will, 
therefore ,  cons ider  w h e t h e r  his 
investment in capital ,  technical  
know-how a n d  en t r ep reneu r i a l  ini- 
t i a t ive  is l ike ly  to be  more  success-  
ful in Europe, or in deve lop ing  
count r ies  such as the  Afr ican  states.  
His dec is ion  to inves t  will depend  
essen t i a l ly  upon  his es t imate  of 
the  r isks to be run  and  the  chances 
of profit. In order  to assess  these  

factors, he  must  h a v e  a prec ise  

knowledge  of the par t i cu la r  de- 

ve lop ing  count ry ' s  economic  situ- 

ation. Much will depend  upon  the  

j udgmen t  of his local  pa r tne r  who 

will no rma l ly  be  more  famil iar  

wi th  the  marke t  t han  any  foreign 

inves to r :  of ten this  pa r t ne r  has  

p rev ious ly  acted as his expor t  

agent .  It is abso lu te ly  essent ia l  to 

se rv ice  and p repa re  the  m a r k e t  and 

es t imate  cor rec t ly  the  quan t i t a t ive  

and  qua l i t a t ive  r equ i r emen t s  of 

the  market .  Marke t  size is of 

par t i cu la r  impor tance  because  it 

de te rmines  p roduc t ion  capaci ty .  

It is also of the  u tmos t  impor-  
tance  for the  i nves to r  to be  well-  
informed about  the  i n v e s t m e n t  
c l imate  in any  par t i cu la r  country.  
It must  be  apprec ia t ed  in advance  
t ha t  p rac t i ca l ly  all deve lop ing  
count r ies  are compet ing  aga ins t  
each o ther  to a t t rac t  p r i va t e  capi ta l  
and in order  to do so they  must  
offer f avourab le  condit ions.  Po- 
l i t ical s tabi l i ty ,  economic  secur i ty  
and  a s tab le  cu r r ency  are  of car- 
d inal  impor t ance  here.  The  W e s t  
G e r m a n  Gove rnmen t ,  it is true,  
offers the  G e r m a n  inves to r  a cer- 
ta in  amoun t  of a ss i s t ance  by  con- 
c luding capi ta l  p romot ion  contracts ,  
special  deprec ia t ion  a l lowances  
and gua ran t ee s  for insur ing  aga ins t  
the  so-cal led "poli t ical  r i s k s ' ;  bu t  
exper i ence  has  shown  tha t  such 
ass i s tance  a lone  is i n a d e q u a t e  to 
p romote  p r i va t e  inves tment .  Na- 
t ional isa t ion,  or the  t h rea t  of this, 
i nva r i ab ly  s tops the  influx of 
p r iva te  capital .  By contras t ,  the  
g rea te r  the  secur i ty  of economic  
and poli t ical  condi t ions  in a coun- 
try, the  more  tha t  coun t ry  can  
count  upon  a t t r ac t ing  p r iva t e  cap- 

ital. Dr Herbert Mitteadorff, Cologne 

The Role of the European Development Fund 

The las t  ana lys i s  of the  pos i t ion  
of d e v e l o p m e n t  aid pub l i shed  b y  
OECD shows,  on the  whole,  a 
def in i te  r ise in p r i va t e  inves t -  
ment .  This is bo rne  out  b y  the  
table nex t  page.  

W h a t  is r e m a r k a b l e  in this  devel -  
opment,  whe re  1965 was par t icu-  
la r ly  encouraging ,  is the  r ise in 
inves tment .  This  is due, in the  first 
place, to an  increase  in new inves t -  
ment .  It seems p rema tu re  at  this  
s tage to deduce  from this  increase  
any  las t ing or even  r is ing trend.  
Future  d e v e l o p m e n t  is diff icult  to 
forecast ,  s ince  the  scan ty  mate r ia l  
at  our  d isposa l  permi ts  no rea l ly  
sound prognosis .  

The influx of p r iva te  capi ta l  

from EEC count r ies  to the  18 as- 

socia ted Afr ican  s ta tes  and Mada-  

gascar  p robab ly  a m o u n t e d  be- 

tween  1960 and  1965 to about  
$ 10O mil l ion a n n u a l l y - - e x a c t  
s ta t is t ics  are no t  avai lable .  This 
means  tha t  these  s ta tes  rece ived  
about  one  s even th  of the  p r iva te  
capi ta l  which f lowed from EEC 
count r ies  into deve lop ing  countr ies .  
Of this, r a the r  more  t han  half  was 
der ived  from re inves t ed  profits. 
A n u m b e r  of ind ica t ions  lead us to 
expec t  this  r is ing t rend  to con- 

t inue.  

Differential Investment Incentives 

One  of the  main  obstac les  to 
G e r m a n  p r iva te  i n v e s t m e n t  in the  
assoc ia ted  Afr ican  s ta tes  is prob-  
ab ly  the  smal l  size of the  m a r k e t s - -  
apar t  from o ther  p roblems  men-  
t ioned above.  In spi te  of local  
customs unions,  Af r ican  marke t s  
are far too cut  up b y  poli t ical  
front iers .  Dis t r ibut ion costs  are  

also high, because  of sca t t e red  and  
weak  concen t r a t i ons  of purchas ing  
power.  The c rea t ion  of p roduc t ion  
uni ts  capab le  of r ep lac ing  imports  
is also hand icapped :  concen t r a t i ons  
of demand  and  purchas ing power  
occur  mos t ly  near  the  coasts  and  
can qui te  eas i ly  be  sat isf ied from 
overseas  at  low sea  t r anspor t  costs. 
Addi t iona l ly ,  the  exchange  ra te  for 
CFA francs  is a d v a n t a g e o u s  for 
the  impor t  of indus t r ia l  goods and  
domest ic  p roduc t ion  finds it diffi- 
cult  to compete  wi th  these.  The 
th resho ld  of prof i tab i l i ty  for new 

domest ic  p roduc t ion  uni ts  is, the re -  

fore, c o m p a r a t i v e l y  high.  Marke t s  

in the  assoc ia ted  s ta tes  are  of ten 

too marg ina l  to s t imula te  in te res t  

amongs t  European  or A m e r i c a n  

manufac tu r e r s  and encou rage  them 

to shif t  the i r  p roduc t ion  capac i t i es  

to Africa.  
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