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B. SUBJECT: MEETING: AMBASSADOR ANDREW YOUNG (B} (Confirmed) DATE: 03/19/98
VENUE: MC 12-765 (MEETING ROOM) TIME: 2:30 - 3:00 P.M. AGENDA: FAX
BEING SENT BY YOUNG'S OFFICE /f CONTACT: MAGGIE WOMACK @
404-527-8460 / FAX: 404-527-3827 // IN ATTENDANCE: JDW, MADAVO,
CALARI (IFC), MWACHOFI, LUIGI. EXTERNAL ATTENDEES: AMBASSADOR
ANDREW YOUNG, MR. CARLTON MASTERS, MR. OLIVER LOGAN IDE, MR.
BRIAN OLISAV (ADDED 3/19 - AT SECURITY DESK) NOTE: (2/19) JDW
AGREED TO THIS // ITEM CONFIRMED BY FAX // (B) LP TO FOLLOW UP ON
APPROPRIATE BRIEFING (EMAIL SENT 2/19} WHEN YOUNG'S OFFICE GETS
BACK TO US / LP ADVISED MWACHOFI/MADAVO TO PREPARE BRIEFING //
DUE FRIDAY, MARCH 13 // EXC: JDW // ALI (2/19) / (3/8)

Brief includes:

---Meeting brief

---Bios of Ambassador Andrew Young andMr. Carlton A. Masters

---Country brief: Angaola

---IFC brief
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March 18, 1998

Mr. James D. Wolfensohn

Re: Meeting with Ambassador Andrew Young
GoodWorks International
March 19, 1998
2:30 p.m.

In addition to the brief prepared by the Bank (Africa Department), IFC has
submitted the attached brief on IFC activities in Africa. It is the same brief you
were given for your meeting with Ms. Susan Rice, U.S. Assistant Secretary of
State for Africa on March 13, 1998.
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MEETING WITH AMBASSADOR ANDREW YOUNG
THURSDAY, MARCH 19, 2.30-3.00 p.M.; MC12-755

BRIEFING FOR MR. JAMES D. WOLFENSOHN

Meeting participants: Ambassador Andrew Young and Mr. Carlton Masters
(GoodWorks International); Callisto Madavo (AFVRP); Cesare Caliari (IFC); Mwaghazi
Mwachofi and Luigi Passamonti (EXC).

Personal information:

e Ambassador Young has considerable prestige in Africa, in particular in the Southern
Africa Region. As the US Ambassador to the UN (1977-79), he was helpful in the
negotiations leading to the creation of Zimbabwe and Namibia. In 1995, he was
appointed Chairman of the Southern African Enterprise Development Fund. On a
more personal note: he has helped provide educational opportunities for a number of
kids from the region.

GoodWorks International.

e Ambassador Young will brief you on his firm. GoodWorks International was created
in 1996 as a partnership between Hamilton Jordan, Carlton Masters and Andrew
Young.

¢ Goal: promote economic development and poverty reduction,

e Method: use the partners’ knowledge and relationships in the US and emerging
markets to facilitate interaction between business and government. Give strategic
advice to US firms. Put good teams together for specific projects.

Bank’s strategy for Africa.
e Ambassador Young may want to know more about the Bank’s strategy for Affica.

o Suggested response. Bank is optimistic about Africa. In general, we will increase
support to countries that have sound policies and good leadership. Consensus around
private-sector led strategy.

* Good economic growth: 4.5% in 1996 and 1997.

e Kampala Leaders’ Forum. Good indication of new leadership--no nonsense,
pragmatic. Dakar Leaders’ Forum: June 21, 1998. About 25 leaders from
West and Central Africa (plus Madagascar).

Mwaghazi Mwachofi (EXC; x89300) and Rogier van den Brink (AFRVP; x34384). 3/17/98
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e We've put together a briefing book for Ambassador Young with an overview of the

Bank Group in Africa, basic facts and figures, some speeches, some selected briefs,
and a draft of the Bank Group’s strategy for private sector development in Africa.

Infrastructure Investment Project in Angola.

Andrew Young may solicit your views on his firm’s engagement in Angola to
¢ improve regulatory, legal and financial framework; and

e put together a public-private partnership to redevelop the port of Cabinda.

* Suggested response. Political and economic situation in Angola remains risky. But
given enormous potential, high risk investments may be reap large benefits.
e Politics. Slow progress to peace, animosities continue to run high, Savimbi
has repeatedly reneged on his end of the bargain. The latest “new” deadline:
March 31. You may wish to ask Ambassador Young to work behind the

scenes to move the peace process along. (There are still some remnants of
“Cold War” thinking among certain conservative US groups.)

e Economy. Unstable macro environment, governance problems, corruption.

e Improve regulatory, legal and financial framework.
e Andrew Young’s interest in assisting the Government to establish a better
regulatory, legal and financial framework is most welcome.
¢ To our knowledge, U.S. has been requested to provide input on foreign
investment legislation. Bank and other donors have been supporting various
facets of legal reform and it would be important to compare notes.
¢ You may wish to suggest follow up with the Country Director, Barbara Kafka.

e Port of Cabinda and Futila Industrial Park.

* Governor of Cabinda Province has shown interest in expanding the port.

e Bank has done an industrial estate feasibility study for the Futila Industrial
Park. The study was prepared under the Bank’s Oil and Gas Division “Africa
Gas Initiative”--trust fund financed, active in 7 countries in the Gulf of Guinea
area. The initiative aims to reduce the flaring of natural gas (the gas is a by-
product of oil production), extracting LPGs from the gas and using the gas for
power generation.

e We’re now doing the pre-engineering design and the environmental impact
assessment.

e The industries would be using the off-shore gas as their energy input.
Park would generate about 10,000 jobs.

e But one of the necessary conditions for an estate of the size provided
for in feasibility study is to redo the port of Cabinda.

e Suggest to set up a technical meeting between GoodWorks and Bank technical
staff to discuss (Barbara Kafka, Country Director, will organize; x39488)
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Public Private Partnership
e Mr. Young may be interested to know that Bank is working on a LIL proposal

(35 m from the Bank, $5 m from the Government and $10 m from the private
sector) for a public private partnership to form a development corporation
which will execute small urban infrastructure projects, training of skilled
workers and local entrepreneurs, and capacity-building;

Cabinda is likely to be one of the first provinces of Angola involved, with oil
companies key private sector contributors.

On April 8, there will be lunch-meeting at the Bank to discuss the proposal.
Attending from the private sector, at the invitation of Percy Wilson (VP Coca
Cola and President of the US Corporate Council for Africa) and a number of
CEOs from interested companies. Invited from the Bank’s side: Callisto
Madavo, Jean-Francois Rischard and others. Peter Watson (our Infrastructure
Director for Africa) will give a presentation on the proposal. You may wish to

extend an invitation to Andrew Young to attend.
You may also wish to ask Andrew Young to use his good offices to urge the

US oil companies to support this type of program, which would demonstrate
their commitment to Angola’s development “outside of the enclave”.

Economic Advisement Engagements.

Andrew Young is interested in bridging the gaps in the triangle between governments,
capital markets and institutions like the World Bank. He is concerned about the “trade not
aid” movement and the tendency for donors to push too hard in tying financial aid and
trade incentives to fiscal responsibility. He may solicit your views on these issues.

Suggested response.

Environment for aid is tough. Tax payers are demanding value for their money. They
want to know whether aid has worked or not. Our research shows that aid is indeed
wasted in countries that do not pursue sound economic policies, which include fiscal
prudence and opening up your economy.

But aid does indeed work in countries that have good policies. There, aid creates the
type of human and physical capital that private investment is attracted to. So it’s “aid
in support of trade”.

Relationship between the Bank and the Churches

Andrew Young may also mention another need for “bridging the gap”: between the
Bank and the Churches, in particular in relation to the debt issue.

Suggested response: You may wish to solicit his services in support of HIPC with the
various Church groups.
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March 4, 1998

Mr. James D. Wolfensohn
President

World Bank Group

1818 H St..NW
Washington, DC 20433

Dear Mr. Wolienson:

I look forward to secing you on March 19, and I wanted to drop you this brief note to
summarize what we hope to accomplish in our meeung.

As you know, I have 2 long-held interest in contributing to the sustained econorpic
develaproent of countnes in Affnca and the Caribbean. [n 1996 [ formed a company,
Good Works International, LLC, with my parmeTs. Hamilton Jordan and Carl Masters that
provides us with a private sector vehicle for working towards this goal. Because we hope
that the work of our company will contribute in some way towards achieving the goals of
economic development and poverty reduction i the developing markets that arc shared
by the World Bank, | welcome this chance to have a discussion with you.

IF I could propose an agenda describing what we would like to cover in the mecting, it
would be as follows:

GoodWorks laternational
1) Give a brief gencral background of GoodWeorks and its principals;
2) Explain our goal of being an active participant in the conunuing economic

development of the countries of Africa and the Caribbean through private sector
investment;

3) Describe how we provide value: by using ow knowledge and rclationships in
government and business in both the United States and the cmerging markets to
identify the specific expertise needed for a given project and to facilitate the
interactions between business and govemment,

4) Explam our two primary types of engagements: (i) providing stategic advisory
services to U.S. corporations engaged in the emerging markets, (ii) building
project teams to develop or provide services to specific projects;

One Paachiras Center. Sujte 4800 + 303 peachiree Steew( » Allanta, GA 30308 USA
Telephong 404-527-B48¢ « Fascimile 404-527-3827
teww_goodwarksinll com
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World Bank - GoadWorks Interaction

We would like 10 engage you in a dialogue concerning the ways in which our two
organizations could interact in the future to the benefit of both. Clearly, we would like to
expand our understanding of the World Bank’s initigtives and strategy for Africa and the
Caribbean. Further, we would like to create a working rclationship with the appropriate
staff people for those areas within the IBRD. IDA, IFC, and MIGA. The specific ways
that we presently envision interacting with the World Bank are:

e Infrastructure Investment Projects: An illustrative example of the types of
projects we are increasingly involved in would be an initiative to create a
regulatory, legal, and financial framework for the development of maritime
ports in Angola.

e Economic Advisement Engagements: Just as much of our business consists of
bridging the gap between businesses and governments, we find that these
same gaps exist between govermments and the capital markets and the
associated financial and monetary institutions. We plan to expand our
services to facilitale more efficient and effective interaction between these
organizations as well.

Beyond those items, we would like 1o touch on some other aress, such as the
involvergent of churches with the World Benk as well as debt forgivencss and creative
approaches to that issue.

If I can provide you any further information in advance of our meeting, please let me
knoew. ] have also attached some general information concermng GoodWorks
Imternational and will look forward to seeing you on March 13",
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Andrew Young

Ambassador Andrew Young
is Co~Chairman of
GoodWorks International, a
specialty consulting group
based in Atlanta, Georgia that
provides strategic services 1o
corporations and
governments operating in the
global economy. He serves
as 2 member of the Board of
Directors of numerous
businesses and organizations,
including Delta Airlines,
Argus, Host Marriott
Corporation, Archer Daniels
Midland, Cox
Communications and Thomas
Nelson Publishing.

In 1994, President Bill
Clinton appointed himn
Chairman of the Southern
Africa Enterprise
Devclopment I'und, &
US$100 million privately
managed Fund to provide
equity to businesses in 11
countries in southern Africa.

He lives in Atlanta with his
wife, Carolyn. He is the
father of four children.

Ambassador Young has
published two books, 4 Way
Qut of No Way (Thomas

Nelson Publishing) and 4»
Eaysy Burden (Harper
Collins). His awards include
the Presidential Medal of
Freedom, Legion d’Honneur
and more than 45 honorary
degrees from such
Universities as Yale, Notre
Dame, Emory and the
University of Georgia.

Ambassador Andrew Young
is an ordained minister,
international businessman,
sports enthusiast, human
rights activist, published
author and former public
scrvant, He was elected to
three terms in the United
States House of
Representatives from the
Fifth Congressional District
of Georgia; and, in 1977,
President Jimmy Carter
named him Ambassador to

" the United Nations. He

served two terms as Mayor of
Atlanta and was Co-Chairman
of the Centennial Olympic
Games in 1996.

Ambassador Young was a top
aide to Dr. Martin Luther
King, Jr. during the civil
rights movement, was
involved in its inception and
served as Vice President of
the Southern Christian
Leadership Conference. He
presently serves on the Board
of the Dr. Martin Luther
King, Jr. Center for Non-
Violent Social Change.

.84
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Significant Events in Andrew Young’s life
and the civil rights movement:

March 1932 - Bom to Andrew Young, a deatist. and Daisy Fuller Young, a former
schoolteacher. in New Orleans.

June 1951 - Graduates from Howard University and begins the study of ministry at
Hanford Theological Seminary.

June 1952 - Sets up a sumnmer Bible school and recreation program at a small church in
Marion. Alabama.

Summer 1952 - Meets his wife Jean Childs for the first time.

May 17, 1954 - the Supreme Coun decision o Brown v. Board of Education overrules
Plessy v. Ferguson and the doctrine of “separate but equal.”

June 7, 1954 - Marries Jean and returns to Hartford.

January 1955 - Graduates from the Hartford Theologicial Seminary and returns to
Thomasville in the black belt of southwestern Georgia as a pastor m two small
Coungregational churches.

December 1955 - The Montgomery. Alabama bus boycott--sparked by Rosa Parks, an
NAACP activist who refused to give up her seat to a white man.

1955 - In Thomasville, the tremors of Brown v. Board of Education have yet to be felt in
the town's segregated schools. Southemn political leaders shout--in editonials, specches,
proclamations. and by their actions--that they will defy the Supreme Court and never
desegregate.

February 1957 - Southem Christian Leadership Council is founded by Kiag after hus
tremendous success m the Montgomery bus boycott.

May 1957 - The civil rights leadership hoids a Prayer Pilgrimage in Washington -- then
the largest civil rights demonstration in Amerncan history.

July 1957 - Young moves to New York City to work as National Council of Churches
associate director in their Youth Department.

83-13-98 | 181261
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Fall 1957 - Southern Christian Leadership Conference (SCLC) s founded by King after
his tremendous success in the Montgomery. Alabama boycor. Young goes to Little Roch
to meet with the Lirtle Rock Council of Churches shortly after President Eisenhower bad
sent in troops Lo enforce the Supreme Court s school desepregation decree.

January 1960 - Ella Baker. an NAACP organizer left SCLC to found the Student Non-
Violent Coordinating Committee (SNCC).

Januarv 1961 - NBC airs an hour-long program-- ““The Nashville Sit-in Story.™ about 4
students from AT&T College in Greensboro who sat at a Woolwarth’s lunch counter.
where blacks weren't served. The sit-in movement spread like wildfire and by Fcbruary
sit-ins bad been staged by black students across the South.

August 1961 - Young moves to Atlanta to work with King and join the senior staff of
SCLC.

Winter 1961 - Albany becomes the major focus of SNCC afer a group of students take a
bus from Atlanta to Albany and what became known as the Albany Movement began. a
spin-off from the Freedom Ridcrs. a small interracial group led by the Congress of Raciz]
Equality (CORE).

May 1963 - Desegregation agreement reached in Birmingbam, Young is key negotiator.
June 1963 - President Kennedy sends Civil Rights bill to Congress.
November 22, 1963 - President Kennedy is assassinated in Dallas.

August 1964 - Young and King support efforts of grassroots leader Fannie Lou Hamer
and Mississippi Fredom Democratic Party.

Spring 1965 - Young involved in Selma to Montgomery March and dramatization of the
need for a Votimg Rights Act.

April 4, 1968 - Martin Luther King, Jr. is assassinated on the balcony of a hotel in
Memphis.

June 5. 1968 - Robert Kennedy is assassinated in Los Angeles during the Democratic
Convention.

June 19, 1968 - the Poor People’s Campaign culminated io the Solidarity Day Rally for
Jobs. Pcace and Freedom More than fifty thousand people gathered in froot of the
Lincoln Mcmorial.

P
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1968-1970 - Young continues to work with the ailing SCLC.

1970 - Young wins the Democractic nomination for Georgia’s 5th Congressional District.
but is defeated m the general election. He is appointed Chairman of Atlanta’s Community

Relations Commission.

1972 - Youneg is elected to Congress representing the Fifth Congressional Distoict of
Georgra and serves three terms.

1977 - After campaigming for former Georgia Governor Jimmy Carter in hus Presidential
bid. Young is appointed to serve as United States Ambassador to the United Nations.
Under his leadership the U.S. takes an active role in negotiations for the independence of

Namibia and Zimbabwe.
1979 - Young resigns as UN Ambassador.

1981 - Is first clected Mayor of Atlanta.

1985 - Reelected as mayor and under his administration over a million jobs were created.
and the Metropolitan region attracted more than $70 billion dollars m investments and
construction.

1990 - Young mounts unsuccessful bid for Governor of Georgia. With Young as co-chair
of the Atlanta Organizing Committee, Atlanta is awarded the Centennial Olympic Games.

September 1994 - Jean Childs Young, his wife of 40 years dies of cancer.
1995 - President Clinton appoints Young Chairman of the new Southcrn African
Enterprise Developement Fund (SAEDF). This $100 million fund will belp cstablish small

and medium size businesses throughout Southern Africa.

1996 - The Centenmial Olympic Games held m Atlanta.

P
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ABOUT GOODWORKS INTERNATIONAL, LLC

Iatroduction

GoodWorks International, LLC was jormed to provide strategic
services lo corporations and governments operating in the global economy.
Our unique professional experiences and extensive relationships throughout
the world enable us to work on a high level to create effective solutions 1o
difficult problems and to produce dynamic new opporiunities.

What We Do

GoodWarks Jnternational focuses on providing clients with value in
areas where we have specific expertise. We work extensively in the
emerging markets. most notably in Africa and the Caribbean. In those
arenas. we facililate new business relationships by bringing together
international corporations, national governments, and local businesses.
With our experience and knowledge of the business and political landscape,
we can find and create opportunities that might otherwise go unrealized.

Another area of expertise for GoodWorks International is assisting
companies who wish 1o develop and implement strategic posilioning plans.
In times when organizations find themselves in need of direction—whether it
is for a specific project oron a larger scale—we have the ability to map out
a destination and the path that leads to it.

Our History

GoodWorks International was formed as a limited liability company
in Atlanta, Georgia in 1996. As individuals, the three principals of
GoodWorks International could each boast of impressive accomplishments
spanning the fields of government, finance, communicarions, international
diplomacy, entrepreneurial endeavors, human rights, and politics. By
bringing their varied skills and experiences together, they have created a

firm with the range and depth to deliver strong results.
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Our Principals

The principals of GoodWorks, Co-Chairmen Andrew Young and
Hamilton Jordan, and President and CEQ Carl Masters, bring together an
extraordinary wealth of expertise in international relations, business, and
politics.

In his distinguished career, Andrew Young has held a wide range of
leadership positions. He was a top aide to Dr. Martin Luther King, Jr. in
the civil rights movement before betng elected to three terms as
Representative for the F ifth Congressional District of Georgia. In (977, he
was appoinied as the United States’ Ambassador to the United Nations. Mr.
Young then served two terms as Mayor of the City of Atlanta and was a Co-
Chairman of the Atlanta Committee for the Olympic Games.

Hamilion Jordan served as White House Chief of Staff during the
administration of President Jimmy Carter. In the ensuing years, he has
worked as a communications strategist. He specializes in helping
businesses and governments to realize their full value by helping them better
undersiand their own strengths and weakness and by developing avenues (o
exploit hidden potential.

Cari Masters is an international banker and entrepreneur. He
understands and frequently works with the international investing
community. Also, he has facilitated entrepreneurial projects throughout
Africa and the Caribbean.

How We Work

GoodWorks is a small firm that carefully selects our engagements and
clients. We provide personal attention and hands-on management in each
case. Our work is done professionally, ethically, and confidentially.

Our name also suggests another facet to the way we work. All of our

principals have backgrounds in human rights and public service. In.

approuching our business opportunities, we fry to find ways in which by
serving our clients we can also work towards a greater good.
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CARLTON A. MASTERS

SUMMARY.

ponsan

Cad Masters is President and CEQ of GoodWorks International, LLC.
The other principals of GoodWorks ace the Honorable Andrew Young and
Hamilton Jordan., Andrew Young, an aide to Dr. Marrin Luther King, Jr..
was also US. Ambassador to the Unirced Nations, Mayor of the Ciry of
Adant and Member of Congress. Flamilton Jordan was Chief of Sulff to
the White House for Presidenr Jimmy Cacter. GoodWorks Intemational is
a for-profit consulting fiom based in Adant, Georgw, providing business
development services t emerging natons. Cad Masters has over 17 yuars
expenence in senior management of 4 majoe intemational bank. He was
responsible for product munagement, glectronic  banking, after sales
scrvices and staff supervision. Mr. Masters is 2 Unired States Citizen. He
has homes in Adanra and Florida where he lives with his wife, Berjulu, two
sons and a daughter.
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INTERNA'['IQNALIEOMMUNITY S‘ERVICE
Cad Masters is actively involved with the economic development of Africa
and the Cacdbbewn. He works with the Corporate Council on Africa,
Alricare and National Sumonit on Aftica.  Te has headed missions to
# couthemn and westenn Africa and worked recendy on a trade mission T
Angola.

President &7 CEO.

Owner of a high level financial services and consulung company Uiar
provides financial and imvestment advice, sourcing of funds for nternatonal
tade and capitdl projects and intemational agency procurement for an
exclusive public and privite clientele. Developed join ventucc partnerships
berween US and Afdcan companics inchuding Aitlines, Food Processing,
Faming, Telecommunication and (Construction, with a product range from
$2 mullion ro $20 million.

Province of Ontario, Canada

Agent General to the United Siates and Depty Minister.

Oversaw Ontago's interests in the U.S,, promoting closer relations between
the Province and U.S. corporate, finaial and govemmental organizanons.
Instiruced the fiest live broadeast of the Ounrario budget © the New York
financial community, creating a favorable impression of the Province's fiscal
management.

One Peachiree Center, Suile 4300 ¢ 303 Peachirse Street » Atlanla. GA 30308 USA s Telepnane 404-527-3484 = Facaimile 404-527-3827
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Bank of Montreal, Toronto Canada

V%ce President, Corporate Electronic Banking Services

Responsible for the Bank's electronic. payment products. Developed an
enhanced payroll product to address the customer’s needs cesulting in the
reacquisition of 4 number of key clients. Guided the transivon of the wire
payments product

1. “ice Presdent International Qperatzons

EDUCATION

« Atkinson college, York Uruversity, Canada
s McMaster Univecsity, Canada

» Queens University, Canada

s Puce Univessity, New York

s University of Miami, Miarni

s 5t Mary's College, Jamaica

» 51 Paul's Catholic Church, Jamaica






CAS Annex B3

Angola - IBRD/IDA Lending Program

Past Current Planned”

Category 1995 1996 1997 1998 1999 2000 2001
Commitments (US$m) 0.0 24.0 0.0 5.0 111.0 165.0 80.0
Sector (%)h

Agriculture 0.0 0.0 0.0 0.0 0.0 24.2 0.0

Education 0.0 0.0 0.0 0.0 0.0 0.0 37.5

Public Sector Mgmt. 0.0 0.0 0.0 0.0 27 9.1 0.0

Soc Protection, etc. 0.0 100.0 0.0 100.0 0.0 36.4 0.0

Transportation 0.0 0.0 0.0 0.0 0.0 0.0 62.5

Urban Development 0.0 0.0 0.0 0.0 0.0 30.3 0.0

Water Supply & Santn 0.0 0.0 0.0 0.0 97.3 0.0 0.0
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Lending instrument (%)

Adjustment loans’ 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Specific investment loans and others 0.0 100.0 0.0 100.0 100.0 100.0 100.0
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Disbursements (US$m)

Adjustment loans® 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Specific investment loans and others 339 37.4 323 17.0 14.0 76 1.9
Repayments (US$m) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest (US$m) 3 4 3 7 0.0 0.0 0.0

* Ranges that reflect the base-case (i.¢., most likely) Scenario. for [DA countries, planned commitments are not presented by FY butasa
three-year-total range; the figures are shown in brackets. A footnote indicates if the pattern of IDA lending has unusual characteristics
(e.g., a high degree of frontloading, backloading, or lumpiness). For blend countries, planned IBRD and TDA commitments are presented
for each year as a combined total.

® For future lending, rounded to the nearest 0 or 5%. To convey the thrust of country strategy more clearly, staff may aggregate sectors.

¢ Structural adjustment loans, sector adjustment loans, and debt service reduction loans.

Note:
Disbursement data is updated at the end of the first week of the month.

Generated by the Operations Information System (OIS) on 03/17/98



Angola - IFC and MIGA Program, FY95-98

CAS Annex B3

Past
Category 1995 1996 1997 1998
IFC approvals (US$m)*® 0.00 0.00 6.58 0.00
Sector (%)

0.00 0.00 0.00 0.00

Cement & Construction 0.00 0.00 100.00 0.00

TOTAL 100.00 100.00 100.00 100.00
Investment instrument (%6)

Loans 0.00 0.00 88.00 0.00

Equity 0.00 0.00 12.00 0.00

Quasi-Equity ° 0.00 0.00 0.00 0.00

Other 0.00 0.00 0.00 0.00

TOTAL 100.00 100.00 100.00 100.00

MIGA guarantees (US$m) 0.00 0.00 0.00 0.00

MIGA commitments (US$m) 0.00 0.00 0.00 0.00

*Excludes AEF projects.

*Includes quasi-equity types of both loan and equity instruments.

Generated by the Operations Information System (OIS) on 03/17/98









The World Bank Group in Africa:

An Overview

In 1996 economic growth for Sub-Saharan Africa was estimated at around 5% compared
to 3.8% in 1995 and 2.6% in 1994. Thirty-seven (out of a total of 48) economies grew
faster than their population in 1996. Africa’s economic performance is improving, but the
encouraging economic opening should be seen in the context of a continent with
population growth of nearly 3% per year and with 45% of the population of 580 million
people living below $1 per day. The challenge is to achieve sustainable -- and broad-based
-- economic growth of over 6% if poverty is to be reduced significantly.

L. Stimulating growth in Africa

In recent years, consensus has emerged on the essential elements of increasing growth.
Accelerated economic growth in Affrica requires better use of existing resources as well as
increased investment and strengthening of the private sector. Continuing macroeconomic
reform is a prime element, in particular efforts to restructure public finance and open
economie; to trade and private investment. In addition, growth and development will not
be sustained in the absence of essential investments in human and social infrastructure -- in
particular in the rural areas -- and without enhancing the capacity of African governments
to manage their economies effectively. The World Bank is actively involved in all of these
areas, which are central to the resurgence of African economic performance emphasized
during the Denver G7 Summit.

II. Macroeconomic Policy and Selectivity

The Bank’s portfolio in Africa represents an overall commitment value of US$18 billion.
In FY97 the focus was on improving portfolio quality and on reducing the often large
undisbursed balances. These efforts have paid off. The disbursement ratio (funds
disbursed on investment operations as a percentage of the undisbursed balance at the
opening of the fiscal year) is now a full third higher than it was two years ago. We have
also critically reviewed our lending strategies and moved out of failed models (official
agricultural and industrial credit lines) and into new and more promising approaches which
emphasize participation and decentralization in line with the market economy.

We now aim to substantially increase our new lending to Africa, from SDR 1.2 billion in
FY97 to SDR 2.0 billion in our current fiscal year. As part of our strategy to increase the
role of IDA in accelerating growth in Affica, we are increasing the number of Country
Assistance Strategies that target accelerated growth; scaling-up or supplementing
successful on-going projects (rather than letting them close and designing new
operations), and moving rapidly into new approaches to investment projects and programs
(for example, the adaptable lending initiative, high-impact adjustment lending, social
funds, sector investment programs).

03/06/98
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Commitment to finance Africa’s growth needs to be complemented by selectivity. Recent
research findings support a growing body of evidence that the impact of aid is positive in
countries pursuing sound economic policies but negligible in those lacking a supportive
policy framework. ]

The economic policy framework is therefore the first level at which the concept of
selectivity operates. The Region has identified the top performing countnies for increased
support. 'n countries that perform better, especially with regard to policies that effectively
promote poverty reduction through growth, trade and investment, we plan significant
increases in lending provided that this does not jeopardize longer-term financial viability.
The Country Assistance Strategies of these countries will then be adjusted to work
through the resource implications and feasibility of targeting higher growth rates (over
6%). In such countries, IFC and MIGA are also playing an increasing role.

Second, within the country programs and also in the context of the Country Assistance
Strategy, we are also now distinguishing much more carefully among the different
instruments for support and raising the thresholds for access to our new High Impact
Adjustment Lending instrument.

II1. Heavily Indebted Poor Countries Initiative

Removing unsustainable debt overhang is an essential component of restoring
macroeconomic stability and investor confidence. We have so far considered 7 countries
5 of which are from Africa (Benin, Burkina Faso, Cote d’Ivoire, Mozambique and
Uganda). Another 3 African countries -- Mali, Senegal and Togo -- are expected to be
reviewed between now and the next Spring Meetings. Debt relief packages for 6
countries were presented to the Boards of the Fund and the Bank, worth about US$3
billion in Net Present Value (NPV) terms. This could translate in an estimated US$5
billion of nominal debt service relief. Decisions have been taken to provide debt relief to
Uganda -- US$338 million (NPV) or US$700 million (nominal estimate) and Burkina
Faso is close to a decision that will grant relief equivalent to US$106 million (NPV) or
US$200 million (nominal estimate).

We have worked in partnership with the Paris Club and the multilaterals on the basis of
proportional burden sharing. The Bank has already transferred US$500 million to the
HIPC Trust Fund and the Bank’s Executive Directors have recommended another transfer
of US$250 million from IBRD net income.

IV. Trade

Expanding Africa’s trade is a high priority in the Bank’s strategy to accelerate growth in
Africa. Bank-supported economic adjustment programs support the lowering of African
countries’ trade barriers. Most of the 14 recent High Impact Adjustment Lending
operations have specific components that focus on the tariff and tax reforms needed to
create a more level playing field and reduce anti-export bias.
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Intensive sector work on a number of countries is focusing on trade expansion and the
competitiveness of African countries in the global economy. A Regional Program on trade
has been initiated with the objective of providing an up to date assessment of trade policies
and performance in Africa and the remaining obstacles to increased trade.

Trade taxes still amount to some 40% of fiscal revenue in a representative African
country. The Bank therefore also supports the fiscal reforms needed to make a country
less dependent on trade taxes through Public Expenditure Reviews and adjustment
operations. :

The Bank is also working to lower the trade barriers of the developed countries vis-a-vis
Africa’s exports. We will this year initiate a regional analysis on trade, which will include
an assessment of the existing barriers to agricultural products from Africa. As part of this
program, and complementing a program of training seminars, we are also actively assisting
a number of countries to prepare for the WTO meeting in October. This meeting will
focus on expanding access to world markets for the least-developed countries and on
building capacity in these countries to work effectively within the world trading system.

We have discussed the revision of the Lome Convention with staff from the European
Union and provided information and analysis to support the recent US initiatives which
aim to increase Africa’s trade and investment. In addition, we are exploring and
developing innovative mechanisms for expanding trade flows. One example is a proposal
to support mutual co-insurance of political and policy risk on trade credits for a group of
countries.

V. Private Sector Development

The Bank Group is active in private sector development on a number of fronts. Together
with the West Africa Enterprise Network (a group of second-generation African
entrepreneurs), the Bank and IFC are organizing a seminar at the 1997 Annual Meetings
on Opportunities for Asian Investors in Africa. We are assessing the possibility of a major
workshop in Europe focusing on developing business in Africa. We are also being pro-
active with respect to private sector outreach through non-lending services, including
analytical pieces for influential publications and presentations to private sector groups.

In the critical area of infrastructure, new public-private partnerships are emerging and
Africa 1s rethinking the role of government. The Bank Group’s catalytic role in bringing
together the appropriate mix of international advice and financial resources to support
these partnerships has been well received.

For example, in the power sector, the IFC will invest US$20 million in a private power
plant in Senegal, which is expected to become a model for private power development in
Africa. In telecommunications, France Telecom paid USS$193 million for a 51% stake in
Cote d’Ivoire’s national telecommunications company, and another US$107 million for a
33.3% stake in Senegal’s telecommunications company, where it will invest another
US$330 million in the next 10 years to install 300,000 new lines.
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In transpertation, a private company now operates the Abidjan-Ouagadougou rail line.
South Africa, Mozambique and a number of private financing and engineering companies
are developing the toll road between Johannesburg and Maputo.

To further encourage private investment we are working on additional instruments —
including private sector guarantees for IDA countries.

These new infrastructure partnerships are often linked to regional integration. Most local
markets are not big enough to attract sufficient private investment. Botswana, Malawi,
Mozambique, South Africa, Swaziland, Zambia, and Zimbabwe are working together to
create new growth poles for Southern Africa (roads, rails, ports). The Maputo Corridor
and the Beira Development Corridor will link these countries closer together. Mali,
Mauritania, and Senegal are working together on the Regional Hydropower Development
Project.

"To further support regional projects we need new lending instruments. We have modified
the rules of the Institutional Development Fund to allow grant-funding of regional
organizations.

We directly assist export and investment promotion. One example of the several export
processing zcnes and gateway projects supported by the Bank is the $50 million Ghana
Gateway Project. Developed and managed by the private sector, it aims to reduce the
cost of doing business and to provide internationally competitive infrastructure.

Active export promotion and the provision of industrial infrastructure, supported by the
Bank, made Lesotho into one of the largest garment exporters in Sub-Saharan Africa and
generated over 8,000 jobs in less than five years. In Cote d’Ivoire, we are assisting an
export promotion agency managed by an association of private enterprises. The agency
administers a matching grants scheme designed to promote the private delivery of a variety
of export support services to firms that want to export.

We now have thirteen such matching grants projects in Africa. An evaluation of the
Mauritian project after three years showed a success rate of 80% in terms of rejection
rates, response times, productivity per unit of labor, etc.

Since 1991, MIGA has issued around $190 million in coverage for approximately $1.2
billion of Foreign Direct Investment in 9 African countries. MIGA’s Investment
Marketing Services Department has assisted over 30 African countries through investment
promotion conferences, executive training programs, promotion strategy workshops,
investmert missions, and creation of a CD-ROM on mining investment. MIGA’s
electronic network, IPAnet, has extended the reach of African countries into the global
marketplace, facilitating the flow of information to potential investors worldwide.

In 1996/97, the IFC doubled its investments to US$384 million for 72 projects in 24
countries in Sub-Saharan Africa. One of every four new IFC projects is in Africa, the
highest proportion of any region. An example is the Mozal project, a greenfield US$1.3
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billion aluminum smelter--the largest private investment ever undertaken in Mozambique,
and which includes an IFC investment of US$120 million. The smelter is expected to
boost GDP by more than 7% and triple exports. Complementing the Bank’s work to
strengthen financial systems, IFC has helped set up stock exchanges, private merchant
banks, venture capital, leasing companies, insurance companies and investment funds in
numerous countries. IFC will launch the Africa Business Network (ABN) website at the
1997 Anrual Meetings.

V1. Rural Development

About 70% of Africa’s poor live in rural areas and Africa’s rural population will
outnumber its urban population for nearly three decades to come. And while agriculture
needs to be an engine of growth in the rural areas, national expenditures on agricultural
research are typically less than 1% of agricultural GDP.

However, signs of hope are visible after decades of stagnation. Agricultural growth was
estimated at 4.7% in 1996; and agricultural exports to OECD countries grew at around
20% in both 1994 and 1995. These positive trends are the result of substantial
improvements in macroeconomic and agricultural policies, which in the past taxed African
farmers relentlessly. These positive trends are also the result of the introduction of new
systems of agricultural extension, which listen, rather than dictate, to the farmer.

The agricultural portfolio of the Bank in Africa has undergone a complete review and
consolidation, as a response to past OED ratings, which showed that only 57% of the
agricultural projects were considered satisfactory. In the past three years, we have
reviewed sur portfolio and cut the number of loans under supervision from 144 to 99,
closing a large number of problem projects.

The consolidation is now complete and the quality of the current portfolio is starting to
improve. But our review of the portfolio has revealed a number of gaps and design
problems. For instance, many of our projects are poorly adapted to new decentralized and
demand-driven approaches, due to cumbersome procurement and disbursement
procedures.

We are currently buiiding a new agricultural portfolio which reflects the movement of
Africa to more open market economies. But rather than to design a new crop of Bank
projects, we want to assist our clients in developing truly country-driven rural
development programs. These programs are focused not only on production and
technology, but also on marketing, rural infrastructure, appropriate finance and credit
schemes, and human resources development, with a particular focus on rural women.
Under this approach, national task forces will develop strategies and forge consensus. The
EU, AfDB, IFAD, FAO and France have agreed to jointly support these task forces.

Work will be particularly intensive in 5 focus countries: Guinea, Malawi, Mali,
Madagascar, and Uganda.
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To efficiently support this locally-driven approach, we intend to work closely with our
clients and further decentralize our technical capacities to the field. In line with the Bank-
wide decentralization effort, the Africa Region of the Bank is piloting the creation of
multi-disciplinary, multi-donor hubs to support the new emphasis on rural development.

Finally, rural development is again attracting the attention it merits among decision
makers. For instance, at the Hong Kong Annual Meetings, the African Governors of the
Fund and the Bank made a strong call for action in their memorandum to the Bank. Such
attention bodes well for our current initiatives to mobilize donor support, help strengthen
rural development strategies, and increase the resources going to Africa’s villages.

VII. Human Development

In education, Africa faces an alarming deficit: (i) 15 countries (out of 48) still enroll less
than half of their children in primary school; (ii) 25 countries have adult literacy rates
below 40%,; (iii) less than 4% of the relevant age-group has access to higher education;
and (iv) more than half of all African women are illiterate. Further, enrollment rates are
dropping.

To achieve higher growth, and to sustain it, education needs to improve dramatically to
—_ provide the skills needed by market economies. The Bank is working on several fronts to
help African countries tackle the educational challenge.

A new program has been designed to focus on countries with low enrollments and help
them achieve universal primary education in the minimum possible time. This is part of
the UN Special Initiative for Africa. We are also increasing our emphasis on areas where
we have so far done relatively little — adult education, literacy (especially for women), and
early childhood development. We will step up our support for higher education — through
the Partnership for Capacity Building Initiative to help revitalize African Universities, the
Africa Virtual University, and EDI’s World Links program.

To help Africa succeed, we need to work together with other partners. We are working
with UN agencies, donors, and NGOs to develop Education Sector Investment Programs

~ in most African countries (for example in Burkina, Ethiopia, Guinea, Mali, Mozambique,
Senegal and Uganda).

African leadership is crucial, because external help can only be effective if the educational
reforms are home grown and developed in full consultation with all stakeholders. A good
example of an African-led partnership is the Association for the Development of
Education in Africa (ADEA) — whose bureau of African ministers has become a leading
force in reforming African education.

In health, we are focusing on the decentralized provision of basic health services, and we
; are increasing the use of participatory approaches in the design of sector wide operations

(Zambia, Senegal, Ghana). This will allow to design operations that meet the needs and

financial capabilities of local populations. We have increased our capacity to intervene in
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areas where we need to do more: population, nutrition, and the impact of AIDS on
development. ’

VIII. Post Conflict Situations

The challenges of Affican development are compounded in countries emerging from
conflict situations. There the Bank is working in close collaboration with other
institutions to ensure that post conflict situations are handled in a manner that preserves
future economic prospects. Working within the framework provided for post-conflict
countries adopted by the Board, we are developing approaches that can help countries
reintegrate refugees and promote reconciliation at the community level. In close
collaboration with the UN, we have also developed support programs for demobilization
(Angola, Chad, Rwanda) and provided emergency relief (Rwanda). We are using non-
lending services in cases where lending is not possible (Liberia, Central African Republic,
Sierra Leone), and are adapting the existing portfolio to the needs of local populations in
other cases (Angola, Burundi and Rwanda). We have reacted swiftly to the evolving
situation in the Democratic Republic of Congo. In all cases, we coordinate closely with
our partners.

IX. Knowledge

Knowledge is another resource that the Bank is helping to mobilize in support for
accelerated growth in Africa. Ideas matter as much as money -- information is one of the
most Important resources in today’s global economy. The World Bank is ready to play a
role. The 1998 World Development Report will be the first comprehensive statement by
the Bank about knowledge, information and development.

Our knowledge-based activities in Africa are manifold. For instance, very soon, we will be
able to share publicly all the data we have compiled on Africa -- the Africa Live Data
Base. By connecting to the Bank Web site on the Internet, it will be possible to access 27
years’ worth of data (around 1,500 variables) for all countries in Africa. Similarly, we will
share information and best practices from all over the world across 30 sectors and

thematic areas through our Sector Knowledge Base. Already available on the Internet are
poverty, education, gender, aids, participation and Internet connectivity.

The program known as Connectivity for the Poor uses Bank projects and Resident
Mission communications facilities to help develop local networks with access to global
knowledg?> sources. In Mozambique, we worked together with other partners in
establishing a satellite connection and extending the link to the Eduardo Mondlane
University to expand distance learning opportunities. This link was inaugurated
successfully during the Global Knowledge Conference in Toronto last June.

InfoDev is a public-private partnership that finances innovation in connectivity. Half of its
current projects are in Affica. It has already committed US$1 million in grants for Africa,
and is expecting another US$2 million to be added in the near future.
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The African Virtual University will offer degree programs in science, engineering and
continuing education via satellite. This is a partnership between the Bank, InfoDev, and
others (currently Belgium, Canada, Ireland and the US). In July, an undergraduate
summer course started in Kenya. Soon, courses will also start in Benin, Burkina Faso,
Cote d’Ivoire, Ghana, Ethiopia, Senegal, Tanzania, Uganda, and Zimbabwe.

World Links 1s a school-to-school connectivity program between secondary schools, first
piloted between Uganda, Ghana and Senegal, and Wyoming, Toronto and Chicago. In
partnership with UNDP, UNESCO, GLOBE, USAID, OXFAM and others, we are now
planning to connect 60 African schools with partner schools in the industrialized world by
the end of this fiscal year.

But knowledge should not be seen as not the exclusive domain of the technologically
advanced world. We need to learn, preserve and share the knowledge embodied in
traditional practices, especially in Africa; and give a new meaning to empowering the poor
— to assist them in becoming contributors to the global knowledge base, and not simply to
treat them as recipients.

X. Partnerships

We are continuing to work closely with the IMF on economic reforms and on
implementation of the HIPC initiative.

In the context of the UN system Special Initiative for Africa (UNSIA), the Bank is the
leading agency in education, health, and water supply; we also cooperate on governance
and connectivity with UNDP and the UN Economic Commission for Africa (UN-ECA).

We have Jaunched a closer partnership with the European Commission and are holding
high level meetings twice a year. We have identified three countries to pilot joint strategy
work (Cote d’Ivoire, Mozambique, and Ethiopia) and three sectors for heightened
cooperation (private sector, poverty, and rural development).

As noted above, we are working closely with WTO in their efforts to integrate the least
developed countries (many are in Africa) into their global framework.

We are working with the African Development Bank (ADB). We have moved beyond
simple co-financing of 33 projects. In the last two years, our partnership has strengthened
enormously in terms of exchange of information. For instance, the ADB has received a
great deal of technical assistance from practically all units in the Bank to assist it in its
internal change program. Now we are gearing up to undertake joint activities across a
broad spectrum in three pilot focus countries (Cote d’Ivoire, Mozambique and Senegal).

~ We are also deepening our partnerships with Africa’s regional institutions to put in place
the regional policies needed to attract more trade and investment. In particular, we are
working with the Union Economique et Monétaire Quest-Africaine (UEMOA), 'Union
Douaniére et Economique de I'Afrique Centrale (UDEAC), the Eastern Africa
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Cooperation (EAC) and the Southern African Development Community (SADC) on
various trade and investment-related issues, including the important cross border initiative
(CBI) which aims at lowering trade barriers in Southern Africa.

The United Nations’ Economic Commission for Africa (UN-ECA) is another important
partner, which we also assisted in its reorganization efforts. Together with UN-ECA, we
co-chair the UN Special Initiative on Africa and are working together on the use of
information technology for development.

Finally, we will be deepening our partnership with the Organization for African Unity. For
instance, we will work together on the Partnership for Capacity-Building. And we

frequently support the OAU-led economic fora with technical papers on a wide range of

issues, including international trade.

Besides official institutions, we are also strengthening our partnerships with NGOs. We
have 26 staff in our resident missions who devote all or a significant part of their time to
liaising with NGOs. This has begun to facilitate the launching of joint initiatives that
enhance participation in poverty assessments (25 to date in Africa) and help organize
beneficiary consultations. Of special importance is the joint review of structural
adjustment programs (SAPRI) underway in Ghana, Mali, Uganda, and Zimbabwe.

XI. Capacity-Building

After the Governors’ request to the Bank at the Annual Meetings two years ago, the
critical importance of this “missing link” is now widely recognized by governments and
international development agencies. At the Annual Meetings in Hong Kong, a separate
seminar on the Partnership for Capacity Building will be organized to reach out to the
private sector.

The Partnership for Capacity-Building is a new, continent-wide initiative. The Bank feels
privileged to be part of this partnership, which is entirely led by Africans. Our shared
vision 1s that the Capacity-Building Partnership will be an initiative that helps African
countries help themselves. It will be truly African-owned, demand-driven and it will be
provide a long-term solution. This initiative will soon get the endorsement from African
leadership at the highest level.

The Governors’ diagnosis of the problem of capacity is that there are a lot of good and
not-so-good activities already on the ground, but that a regional umbrella backed by the
African leadership is now needed to make real progress. The Bank stands ready to
support this Partnership and immediately assist it financially in getting started. We will
provide the support required to help draw up a financing plan, modalities to ensure
accountability, and a strategy to approach various types of donors.

In its own operations, the Bank is fully committed to mainstreaming capacity building in
the full array of lending and non-lending services that it offers. We will work together
with the Partnership in each sector, and we have involved the entire Bank Group. For
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instance, the IFC targets capacity-building through the Africa Project Development
Facility, the African Management Services Company and the Enterprise Support Services
for Africa. We have also established a Capacity Building Technical Group in the Africa
Region to serve as a focal point. On the basis of a solid financing plan, we will assist the
Partnership in mobilizing resources from donors and the private sector, and in providing
support to other partners — such as the African Capacity Building Foundation (ACBF),
and the African Economic Research Consortium (AERC).

XTII. Governance

Capacity building activities are part of our on-going agenda to help countries improve
governance. Following the 1996 Annual Meetings speech, a number of countries have
approached the Bank to help design anti-corruption programs and we are responding. In
addition to public finance management, we have provided assistance to reform public
procurement and are piloting “no bribery pledges” in Bank-financed contracts in countries
which have requested this approach.

XIII. Internal Change

The Bank has changed considerably in the past year and the Africa Region has led the
way toward greater client focus and improved responsiveness. The Africa Renewal
Program is now in its second year. To lead a more focused dialogue with our clients, we
now have 16 Country Directors, three of them in the field (Kenya, Cote d’Ivoire and
Ghana). We are stepping up our efforts to provide full connectivity to our Resident
Missions. By the end of FY98, all of our existing 28 missions will have been linked to the

Bank’s network.

We have made progress since the Africa Renewal Program was launched 15 months ago.
Early results include an increase in the disbursement ratio from 15% in FY95 to 17% in
FY96, and 20% in FY97 and the reduction of management overhead costs by 15%. We
are also getting positive feedback in terms of increased responsiveness from client groups,
and we are conducting systematic client feedback surveys. This feedback, together with
regular staff surveys, will allow us to adapt and to continue the change process.
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ANGOLA

Historical Context and Relationship with the

World Bank:

Bank Group Portfolio
e Angola is a potentially wealthy country, with a IDA/IBRD Commitments by Sector (US$):
population of 11 million and substantial natural Infrastructure:' RLIALE
resources. Qil and diamond production in 1997 Fealth/Ed/Social Fund: $71M
are estimated to have a value of over $4.5 Other: $44M
billion, and recent offshore oil finds could raise Total ’ e
. IDA Undisbursed: $128M
production from the current level of 750,000 g
barrels per day to more than 1.2 million bpd s Undlsbu{'sed: WA
within three years. However, despite its Number of Projects: 9
tremendous

natural resource endowment, 30 years of war and poor economic management have
resulted in a per capita income of only $410 in 1995,

» Recent regional developments have left Angola as one of the strongest military powers in
the region. Government forces were involved in the recent civil wars in the Democratic
Republic of the Congo and in Congo, unseating allies of the Angolan opposition rebels,
UNITA.

»  The Government continues to focus on immediate military and political issues to the
detriment of attention to reform and the social sectors. The lack of capacity and budget
on all levels of Government have severely slowed progress on the nine Bank-supported
projects. Corruption is also an issue which has hindered the country’s development and
slowed its economic recovery.

e  Angola is addressing a number of transitions simultaneously, moving from a centrally
planned economy to the market, and from war to peace. Serious macro imbalances
continue to stifle the country’s development.

The Peace Situation:

e UN Sanctions were imposed on the UNITA rebels at the end of October, 1997. The
sanctions call for the closure of UNITA’s international offices, a travel ban on UNITA
representatives and a ban on flights to UNITA-controlled territory in Angola. Since then,
there has been slow progress towards a durable peace. Latest reports indicate that some
80% of territory formerly under UNITA control has now reverted to the Government,
including key diamond producing areas. However, the most recent deadline of end
February for completion of obligations under the 1994 Lusaka protocol was missed, and
new targets have apparently been set for end March.

e Political Situation Remains Uncertain. Though both sides signed on to the 1994 peace
accord, the Lusaka Protocol, and despite the formation of a Government of National
Unity (GURN) in April 1997, differences between UNITA and the Government remain
deep. UNITA is still estimated to have significant men and arms. At the same time, a
return to all-out war is considered unlikely, given the recent losses of UNITA’s
international bases of support.

Barbara Kafka, Country Director, Ext. 39488
Pagelof2 3/12/98



Status of Bank Program

The Bank has nine projects in Angola; a tenth, a Learning and Innovation Loan (LIL), the
Post-Conflict Social Recovery Project, has recently been negotiated. The Bank has prepared
a draft assistance strategy for discussion with the Government in early May. In addition, we
have proposed to the Government that it make use of a grant under the Development Grant
Facility to develop a Transitional Support Strategy, and await government’s decision.

Social Indicators (1996)
Economic Indicators % of Population Living

Population (1996): 11.1M Below 1 US$/day: N/A
Population Growth (1990-96): 3.1% Literacy Rate: 42%
GNP (1996): 3$3.6Bn Female:
GNP per capita (1996): $320 Gross Primary Enrollment: 88%
GDP Growth (1996, 1997): 7.1%, 6% Female:
Fiscal Deficit (1995, 1996):-28.7%, -21.2% Infant Mortality Rate: 124/1000
Inflation (1996, 1997): 1,651%, 64% Child Malnutrition: 20% under 5 years

Life Expectancy at Birth: 47

Barbara Kafka, Country Director, Ext. 39488
Page 20f2 3/12/98
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Gross primary enriiment (% of school-age population) 88 72 105 ;
Male 78 447 — Low-income group
Famalz : 88 28
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1976 1988 1096 1996
= 5 e o o Economic ratios*
GDP (billions US8i i 6.8 54 A7
Gross domestic investment/GDP : 18.0 2072 11 o ¢
Exports of goods and serices/GDPR BT o P 774 PERNERS ORecaha’
Gross domeslic savings/GDP s 283 B40 483
Gross national savings/GOR 708 [ 38
Current account balance/GOP 29 -13.1 8 )
interest paymeanis/GDP 0.8 12.4 117 Savings o Investment
Tatat debl/GDP 269 2588 136.0 v
Total dedt servics/exports : 1286 502 364 J
Present vaiue of debt/GDRP i
resend vaiu dabt/axpors
TEm R P Indebtedness
1876-86 1986-86 1596 1896 199708
{average annual growthi f—Angola
G 15 10.8 71 = :
GNP per capita 43 D4 04 %0 Low-income group
Exporls of goods and services ana iz 12.8 180
STRUCTURE of the ECONOMY
1976 1986 1996 1996 X
(% of GDP) Growth rates of output and investment (%)
Agriculture = 13.5 7.8 74
Industry 433 67.5 69.1
Manufacturing 97 T 68
Services i 432 247 235
Private consumption 383 95 19.0
General government consumption a2 324 365 37
Imports of goods and services 253 379 402
1976-86 1986-96 1996 1996
(average annual growth)
Agriculture ) -3.6 376 80
Industry 57 12.6 10.4
Manufacturing ; -3.8 17.5 8.0
Services 2.3 36 1.8
Private consumption : -0.7 319 6.9
General government consumption -1.D 70 05
Gross domestic investment m 0.5 135 8.0
Imports of goods and services 54 14.8 121 —yports  ==O==|mports
Gross national product > 2.0 0.4 33

Note: 1996 data are preliminary estimates. Figures in italics are for years other than those specified.

* The diamonds show four key indicators in the country (in bold) compared with its income-group average If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prices
(% change)
Consumer prices
Implicit GDP deflator

Govermment finance
(% of GDF)

Current revenue
Current budget balance
Overall surplus/deficit

TRADE

(millions US§)

Total exports (fob)
Commodity 1 - Crude oil
Commodity 2 - Diamonds
Manufactures

Total imports (cif)

Food
Fuel and energy
Capital goods

Expoart price index (1987=100)
Import price index (1987=100)
Terms of trade (1987=100)

BALANCE of PAYMENTS

{millions US$)

Exports of goods and services
Imports of goods and services
Resource balance

Net income
Net current transfers

Current account balance,
before official capital transfers

Financing items (net)
Changes in net reserves

Memao:
Reserves including gold (mill. US$)
Conversion rate (local/US$)

EXTERNAL DEBT and RESOURCE FLOWS

(millions US§)

Total debt outstanding and disbursed
IBRD
IDA

Total debt service
IBRD
IDA

Composition of net resource flows
Official grants
Official creditors
Private creditors
Fareign direct investment
Portfolio equity

World Bank program
Commitments
Disbursements
Principal repayments
Net flows
Interest payments
Net transfers

1976

1876

1876

266

1976

1986

1986

2,301
2,150
74

1.401
387

355
140

149

1986

2,431
1,724
707

-532
21

196

75
24

299

1986

2,983

157
1,042
278

(o [l o Ji s o oo I

1996

3,661.4
1,862.0

309
-229
-28.7

1995

3,724
3,522
168

1,468
205

a7e

a8
128
7

1988

3,836
2,027
1,809

2,667
156

-702

78
624

2,728,672

1996
13,850

0
81

1,927
0
8}

197

123
472

30
30

30

1.651.3
5.373.6

44.0
A77
4.9

1996

5,077
4771
267

1,983
275
a7
118

106
111

1996

5,201
2,702
2,499

-3,171
164

-508

686
-178

1.27E+08

1996
9,146

0
115

1,997
0
1

197

477

24
38

38

37

Inflation (%)

6.000
4.000
2.000

0

a1 92 23 o4 45 96

—COP dof, )

Export and import levels (mill. US$)

6.000
4.000

2,000

a0 91 92 ] 94 a5 2

m Exports | Imports

Current account balance to GDP ratio (%)

0+ II *-Iw
-10‘ I
-15

o

Composition of total debt, 1996 (mill. US$)

G B p
427115 424

E
5543
A - IBRD E - Bilateral
B-IDA D - Other multilateral F - Private
C- IMF G - Short-tarm
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CAS Annex B8
Generated: 03/17/98

Status of Bank Group Operations in Angola
IBRD Loans and IDA Credits in the Operations Portfolio

Difference Between
expected
and actual

Original Amount in US$ Millions Last ARPP

Loan or Fiscal disbursements a/ Supervision Rating b/
Project ID Credit Year Borrower Purpose
No. IBRD IDA Cancellations Undisbursed Orig Frm Rev’d Dev 0Obj Imp Prog
Number of Closed Loans/credits: 0
Active Loans
AQO-PE-37 IDA 22740 15%1 GOVT ECCN FIN MGMT I 0.00 23.00 0.00 4.12 P =1.21 u S
AO-PE-40 IDA 23850 1992 GOVT OF ANGOLA POWER SECTOR REHAB. 0.00 33.50 0.00 26.60 26,64 0.00 u S
AO-PE-42 IDA 23750 1992 GOVERNMENT OF ANGOLA EDUCATION I 0.00 27.10 0.00 T ES 632D 0.00 u S
AO-PE-35 IDA 23260 19%2 GOVT OF ANGOLA LOBITC/BENG.REHAE. 0.00 45.58 0.00 6.80 1.50 0.00 u 5
AO-PE-34 IDA 2289%0 1982 GOVT OF ANGOLA INFRASTRUCTURE REHAB 0,00 37.70 393 12.09 13.50 10.15 u s
AO-PE-48 IDA 24900 1963 GOVT OF ANGOLA HEALTH 0.00 19.90 0.00 12.37 12;02 2.77 u U
AO-PE-44 IDA 24210 1993 GOVENRMENT FINANCIAL INSTITUTIC 0.00 21.00 0.00 9.94 543 0.00 u 5
AO-PE-30 IDA 24200 1993 GOVT TRANSPORT RECOVERY 0,00 41.00 0.00 34.74 14.82 0.00 U 5
AO-PE-61 IDA 28020 1986 GOVERNMENT OF ANGOLA SOCIAL ACTION 0.00 24.00 0.00 10.56 -1.59 0.00 U S
Total 0.00 272.78 3,73 124.47 101.70 2 ;7 5
Active Loans Closed Loans Total
Total Disbursed (IBRD and IDA): 148.91 0,00 148.91
of which has been repaid: 0.00 0.00 0.00 i

Total now held by IBRD and IDA: 269.05 0.00 269.05
Amount sold : 0.00 0.00 0.00

0f which repaid i 0.00 0.00 0.00
Total Undisbursed { 124.47 0.00 124.47

a. Intended disbursements to date minus actual disbursements to date as projected at appraisal.
b. Following the FY94 Annual Review of Portfeclio performance (ARPP}, a letter based system was introduced (HS = highly Satisfactory, § = satisfactory,
highly unsatisfactory): see proposed Improvements in Project and Portfolio Performance Rating Methodology (SecM94-801), August 23, 19894.

U = unsatisfactory, HU =

Note:
Disbursement data is updated at the end of the first week of the month.

Generated by the Operations Information System (OIS) Page 1



Angola
STATEMENT OF IFC’s

Committed and Disbursed Portfolio

As of 31-Jan-98
(In US Dollar Millions)

CAS Annex B8

Committed Disbursed
1IFC IFC
FY Approval Company Loan Equity Quasi Partic Loan Equity Quasi Partic
1996 AEF Hotel Conti 1.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total Portfolio; 1.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00

1997 NOVA CIMANGOLA

Total Pending Commitment:

Approvals Pending Commitment

Loan Equity Quasi Partic
5.80 .78 0.00 0.00
5.80 .78 0.00 0.00

Generated by the Operations Information System (OIS) on 03/17/98



Angola - Selected Indicators of

Bank Portfolio Performance and Management

CAS Annex B2
Generated: 03/17/98

Indicator 1995 1996 1997 1998
Fortfolio Assessment
Number of Projects under implementation® 8 9 9 9
Average implementation period (years)’ 3.17 3.77 4.77 5.47
Percent of problem projects™°
by number 12.50 100.00 100.00 100.00
by amount 13.67 100.00 100.00 100.00
Percent of projects at risk™‘
by number 37.50 100.00 100.00 100.00
by amount 39.79 100.00 100.00 100.00
Disbursement ratio (%)° 14.70 17.47 17.61 11.65
Portfolio Management
CPPR during the year (yes/no)
Supervision resources (total US$ thousands) 826.80 669.94 891.70 478.82
Average Supervision (US$/project) 103.35 74.44 99.08 59.85

Memorandum item

Since FY80

Last five FYs

Projects evaluated by OED

by number

by amount (US$ millions)
Percent rated U or HU

by number

by amount

oo o

year: investment projects only.

Generated by the Operations Information System (OIS)

As shown in the Annual Report on Portfolio Perlormance (except for current F'Y?)
Average age of projects in the Bank's country portfolio.

Percent of projects rated U or HU on development objectives (DO) and/or implementation progress (IP).

As defined under the Portfolio Improvement Program.

Ratio of disbursements during the year to the undisbursed balance of the Bank’s portfolio at the beginning of the






Sub-Saharan Africa
Some Basic Facts and Figures

Number of countries in Sub Saharan Africa: 48
Average GDP growth rate (simple average, unweighted) in 1997 - 4.5% (preliminary estimate)
1996 - 4.5 percent
1995 - 3.8 percent
1994 - 2.6 percent
33 countries have registered positive GDP growth per capital in 1995-1996 (average over 2 years)
At least 37 countries registered positive GDP growth per capita 1996
20 countries had GDP growth of 5 percent or more in 1996
Population (1996): 600 million (note: an estimated 114 million live in Nigeria alone)
Population growth rate: 2.8 percent
Percentage of population living at under $1 per day: 40 percent
Primary school enrollment rate (1995): 78 percent (84% for males and 71% for females)
Secondary school enrollment rate (1994): 18 percent
Population without access to health services: 200 million (35 percent)
Population without access to safe water: 54 percent
Illiteracy rate (1990): 47 percent

External debt (1996): Approximately $235 billion

Private capital inflows: $11.8 billion, compared with $244 billion to all developing countries in
1996. That is nearly 5%.

Foreign direct investment: $2.6 billion, compared to 109.5 billion to all developing countries in
1996. That is 2.4%

Merchandise exports: While merchandise exports from developing countries (totaling $950 billion)
now constitute a third of total world trade in goods, more than half of this amount comes from Asia,
while only a fraction (totaling less than $60 billion) comes from Africa.

World Bank lending to Africa: 49 projects to Board in FY1997. $1.6 billion IDA; $56 million
IBRD

Updated January 12, 98
Rogier van den Brink, Rob Floyd, Satya Yalamanchili



Sub-Saharan Africa: Quick Overview
High, Medium, and Low Performers

Top 10 Performers
Mauritius
Botswana

South Africa
Namibia
Cote d’Ivoire
Lesotho
Malawi
Uganda
Benin
Cape Verde

Economic Indicators

Population: 600 million
Population Growth: 2.8%
GNP per capita (Atlas): $510
GDP growth: 1994 2.6%
1995:3.8%
1996: 4.5%
1997: 4.5% (preliminary estimate)
Export growth: 1990-95: 3.9%;
1996: 8.0%
33 of 48 countries positive per capita
GDP growth in 1996 (avg)

Social Indicators
% of pop<$1/dav: 40%
Urban population (% total): 31%
Life expectancy: 53 years
Infant mortality (per 1000): 94
Malnutrition (%<5 years old): 26%
Access to safe water: 46%
Iliteracy rate: 44%
Male primary enrollment: 84%
Female primary enrollment: 71%

Africa Portfolio - End FY97

491 Projects

Total commitment: $18 billion
Undisbursed: $9 billion

49 projects to Board FY97

$1.7 billion IDA; $56 million IBRD
IFC investments: 72 projects; 24 countries; $384 millios
MIGA: 31 contracts 1991-1997; $126 million liability

% Highest performers

D Medium performers

\| Low performers

|:| Not ranked

FDI and Portfolio Flows to SSA

00

50
.00
.50
.00
50
(s]0]
50
00
.50
0a

SUS billion
DO 22NN WWA DO

1990
1991
1992

1993
99

1995

mFD!
mF ortfolio

o
D
(=2}
i

Long term debt

FDI

Portfolio

Grants

Total Net Resource Flows
Net Transfers:

(bilateral 42%,private 26%, multilateral 32%)

(net resource flows minus interest and prafit remittances)

Total Net Resource Flows (1996, $ billion)

$8.1 billion

$2.6 billion
$3.6 billion
$11.8 billion}
$26.1 billion
$17.6 billion

Rob Flovd, AFRVP, x87445_ Satya Yalamanchili. January 13, 1998 quick.ppt

Net Private Capital Flows (1996)

3§ billion
FDI 26
Portfolio 3.6
Private non guaranteed 5.8
Private creditors 02
Total $11.8




Sub-Saharan Africa

1/12/98
Sub- Top third  Mwidie third Bottom third
POVERTY and SOCIAL Saharan perform- perform. perfarm. Development diamand”
{Most recent estimate) Aftica B8 L1 L]
Life expectancy
MNumbe: of countries * 48 15 % 15
FopuiRlion mid-{milions} &0 166 180 214
Fopulation growth (updated) (%) 28 2% 29 29
Atias GNP pat capita {1998} ** 510 1168 177 278 GNP SR
Foverty: % of pop. iiving with less than §1kday (FRP) ™ 40 37 a0 30 per pamary
(% of tote! popufation) *7 31 3% 23 3 capita enroliment
pdaiad) Goars; 53 57 51 53
ity (updated ) (per 1,00C five hirths) 34 ¥4 106 8
Child mainitriion (ipd f children under & 26 “ 3 g Access fo safe water
Access to sale § of populaticn 45 54 40
Iitesze ad} (‘k a'snpub:tm ags 154} ™ A4 41 A5
rary anroliment (% of SCROCR8gE POpUIBLON 7 93 oo Sub-sahera:n A
Male {updated; 84 a8 25 —— Low- and middle-income
Femaile (updated) 71 ] 72
KEY ECONOMIC VARIABLES
1986 astimates ex¢ept whare rolad
GDP {average dnnuai giowth) 4 5 82 44 3 = T
avarage annual growth) i2.4 6.1 31 Rexmhmic miloy
savingsiGRP 142 12 80
Gross dom invesimentGOP 202 187 17 Codllest bl
Private invesimantianr a8 120
Fis¢al bay TS A8 -T2
Current account balance/GD2 4.4 128
Infiation rate 111 12.8 4 Savings Investment
‘Total debt service/exports {updated 1896) 122 185 164
Fresent vaiue of debl/GDP {updated 1995} 857 724 235
Present vaiue of debt/axpons (updated 1935} 1781 2528 2899
Indebtedness
LONG.TERM TRENDS: S84
1980-80 1990-95 1895 1996
{average annual growth - ypdated) — Sub-Saharan Africa
GDP 28 21 3E 45 — L ow- and middie-income
Exporis of goods and nfs 32 29 68 80
Terms ot trade -2 o1 56 -2

* Liberie Somalia & Sudan axchuded in performance classification. ** Waighted averages; ** Weigted averages for 18 couninies with 387 million population and 584 estimaie is
from: “Taking Action to Reduce Povary

EXTERNAL DEBY and RESOURCE FLOWS: §84

in Sub-Saharan Africa”

1880 1880 1898 1866
(milions LSH | Composition of SSA debt, 1886 (bil. US$)
Compesition of net resource flows
Cfficial grants 3,658 12,289 11,405 11,800
Official crediiors 3593 4,692 2821 2,300
Privale creditors 7873 678 2102 «200
Foreign ditect investnent 33 &7 2,187 2,600
Forttolio aquity o e] 4368 3,600
Waorid Bank program
Commitments 1,466 3096 2474 1E12 |
Disburserants 324 2850 2650 2,800 A- IBRD
Principal repavments "7 Tz 1178 1,200 B- DA D - private
Net flows 07 2078 1405 1,700 C- IMF E - shart toem
Ininrest paviments 233 748 a12 800 |
Net transfers 474 1.330 &81 00 ‘
BULLETIN BOARD
Dacision  pount [NEV: 16 Al B17Cr and- 1999 $US G SiAre)
HIPC debt initiative (prelim) 1998 1407 1038 1548 ot ThE HEE
possbiy stressed Ugand Gd) Cemerson  Congo, Madag. Niger, Tanz. TulieteR T 23
unsustananie £t Guinez-8 Moz  Zambiz DI 4.4 )
TRRLY 2.8 4
Globat communications pilots Cote d'ivoire, Ethiopia, Mozambique 1DA 4.5 &
53] x5 T
Connactivity for tha Poor Ghuna Malawi Mozambique and Sspegal ADF 1 1
Chers ] 3
Rural developmeant focus countries Guinea, Madagascsr, Malawi Mali Mozambique Liganda Tnlaterat 438 |
privais i07 FE]
WTO {noeds assessments) Benin, Cape Verde, Chad, Comores, Maurftania short-term 54 ks

Hationa} capacity ssscssmants done

Bank-NGO study

EU-WB coliaboration

World Bank {internal) Gountry Ranking
top 10 performers

medium parformears

low performers

Burkina, Cut, Com., Gabon, Ghana, Guin -Bis. Guin, Kenya,

Malaw:. Tanz | Uganda, Zambia.
Ghana, Uganda, Zmbabwe. Mali

Cdt, Ethiopia, Mozambigue, Burkina Faso (cond.}

Muouritive. Bolswana, South Adfica, Namibia, Cote d'lvoire, Lesotho, Malawi, Uganda, Benin, Cape Verde

(Ghana Senegal, Mauritania, Zimhabwe Henya Erifrea, Zambia, Mali, Ethiopia Swaziland. Gambia, Mozambigue,

Buikina Faso, Niger. Sevchelles, Sisira Leone. Togoe, Madagascar,
S Toine & Principe, Gabon, Congo, Comeros, Diltouli, Nigeris, Rwanda Buiundi By Guinga

Carmeroon,
CAR, Dern. Rep of Congoe. Angoly

Tarzama, Chad, Guinea Bissau, Guinea




AFRICA

Figure 1:Growth and Performance

(Simple country averages)

81-90 9183 194 1995 1996 1997

Average
Population
Growth 2.8%

Figure 2: Accounting for Growth

B Countries with GNP below $1000 per capita [l -- and with social stability
B - and with macro stability

BB ... and with resource allocation efficiency
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James D. Wolfensohn
Economic Commission for Africa of the United Nations
Africa Hall
Addis Ababa
Tuesday, January 27, 1998

Mr. Chairman. Dr. Salim, Your Excellencies, and Friends:

I want to say at the outset how much I appreciate those very generous words of
introduction. They are helping me get over the nerves I feel being in this hall where thirty-
five years ago, thirty one of the historic leaders of Africa signed the charter of the
Organization of African Unity. Ben-Bella, Houphouet-Boigny, Nkrumah, Nyerere,
Senghor, and all the towering figures I see on the beautiful mural which adorns this hall.
Their images encourage and stimulate me to try and do more for the development of this
great continent.

I have much to learn. The continent of Africa is a very difficult place to describe in
a few words. It is a place of enormous contrast; a place on which it is very hard to get a
handle. A place where any positive statement is likely to be contradicted somewhere on
the continent; a place where any negative statement is likely to be contradicted somewhere

else.

Last night, as I was getting ready for these remarks, I started to jot down a few
thoughts about my impressions after two-and-a-half years working as President of the
World Bank and spending time in Africa. When I speak of Africa in the United States, I,
of course, say that economic statistics have shown increases in overall GNP growth and in
per-capita GNP growth. That civil society is flourishing. That there is a new spirit of
optimism which I share.

But, even as I say that, I know that more people are dying on this continent for
reasons that could be avoided than anywhere else. I know that some parts of the continent
are wracked by chaos and conflict; that in these parts not only is there no growth, but
people are dving of malnutrition.

I know of the new leadership, those with passion, with vision, with integrity, of
whom we speak with such honor and with such pride. And vyet I also know of those of
whom we do not speak with honor and pride; in fact, of whom we do not speak at all.

I 'know of how proud we are that many countries have reached more than 5%
growth. But I also know that population is increasing at close to three percent per year
and to make the sort of quantum leaps Africa needs remains a daunting challenge and
requires growth rates of 8-10 percent.

I know that we have seen improvements in education - a 78 percent primary
school enrollment rate, with an increasing enrollment of girls. But I also know of the 30-
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odd countries that are at the same educational level as 15 years ago where progress has
stalled.

And I know of the history and culture of Africa. I have personally been
enormously moved as I have traveled around the continent. In villages, slums, middle-
class areas, I have seen a reflection of the rich and diverse culture of this continent. I have
seen the strength of its family values. I have seen people in absolute poverty who do not
want a hand-out, who simply want a chance. They have dignity, they have nobility. These
people are the core and the strength of Africa.

And, yet, in other parts of Africa, I have seen chaos and irrational killing that
does no credit either to those who participate or to the continent.

And against this background of contradictions and contrasts, I am also struck by
the remarkable set of cross-currents in the ways in which people deal with each other
when it comes to Africa. Inthe way we deal with each other. When people speak of the
World Bank and the Bretton Woods Institutions, they automatically say “Structural
adjustment. Massive debt. Messed up economies. Damaged lives.” And even when I go
to Kampala to meet with 12 African leaders, the headline in the London press before the
press conference has even been called, tells the world that the meeting is a failure, when it
was, in fact, an enormous success.

There are so many images that we have of each other; set pieces. Stereotypes
that box us in and keep partnership and progress out. The way in which NGOs speak of
the World Bank. The way in which many multilateral institutions speak of governments.
The way in which some speak of the private sector. Relationships have congealed in a
way which affects the entire discussion on Africa.

It is time for a new beginning. It is time to stop laying the blame for past
mistakes. It is time to stop claiming credit for past achievements. It is time to focus on the
future. Africa’s future. Last week in this Hall, the Archbishop of Canterbury talked of the
“Chains Around Africa”. We should not think of the chains of Africa, we should think of
the freedom of Africa; the liberation of Africa; the chance to move forward in Africa.

From the confusing picture that I sketched, one very important notion emerges.
There is leadership in this continent. There is strength in the people of this continent.
There is a humanity here that can allow Africa to break free from the stereotypes of the
past and stand proudly and face the future. I see it here in Et}uopla one of the poorest
countries in Africa. A country that was wracked by chacs and conflict, a country that was
driven to its knees. But even in their brief six years in power, its dyndmic and committed
leaders are making a difference. This remarkable group of people is facing up to a set of
economic and social indicators which most people would have found extraordinarily
daunting. They are doing it with courage, they are doing it with perseverance, they are
doing it with transparency. And I would just like to say to the ministers here in the
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audience how much I admire what you are doing and how much we at the Bank
appreciate our partnership with you.

The Bank has lent over $50-billion in Africa since our first loan to Ethiopia in the
1950s. We have had a lot of experience, and we are anxious to build on the past. Have
we made mistakes? Certainly. But so have we all. Development is a tough business. It is
not a business in which there is a text book in which you can look up how to solve every
problem. Development takes courage, it takes daring, it takes the risk of failure, and it
takes partnership.

I met, this week in Kampala with 12 leaders from Eastern and Southern Africa,
including Prime Minister Meles at a meeting convened by President Museveni. After the
niceties of the introduction, we got down to the question of “What are we here for?” This
‘was the first time that a group of leaders had ever sat down with the President of the
World Bank to discuss the question of “What are the issues facing Africa? What we can
do together?” It was also the first time, with or without the President of the World Bank,
that the leaders had sat down for that sort of discussion in an informal setting. And what
did they talk about? Let me quote from the press release.

“The Jeaders identified several constraints to Africa’s development: inadequate
levels of human development as evidenced in particular by education and health indicators,
inadequate physical and social infrastructure, poor prioritization of development needs,
bureaucracy and ineptitude, low value-adding capacity and unfavorable terms of trade,
small and fragmented markets, an under-developed agricultural sector dominated by
subsistence farming, limited access to Western markets, a heavy debt burden, low savings
and lack of entrepreneurship, lack of research and application of technology, and lack of
meaningful partnership between African leaders and donors leading to identifying the
wrong development priorities.” These are not my words, these are the words of the 12
presidents.

The message coming out of Kampala was a very simple message. It is a message
I would like to align myself with today. The simple, positive, and powerful message said:
“Let us not look back at what has happened in the past, let us look forward. Let us take a
simple, business-like approach to the future. Let us stand up as equals and face the issues.
Let us set an agenda for growth and development over the next five or ten years.” We
came out of that meeting with an enormous sense of forward motion, shared by President
Diouf of Senegal, with whom I will be meeting next June with a group of West African
and Central African leaders to review these results, and perhaps add to them and move
further forward.

What targets did we set? It is worth outlining them because they constitute our
agenda for the next few years. But before doing so, let me set one ground rule, one
significant and important ground rule. I said to the African leadership, the buck stops with
African leaders, the buck stops with Africa. Without strong African leadership, the World
Bank, the International Monetary Fund, the multilateral institutions, the bilateral
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institutions, the remarkable agencies of the UN, the private sector, NGOs will all be fairly
helpless to bring about meaningful and lasting changes.

I told them that I do not want to come to another meeting where we talk about
World Bank projects. I reject “World Bank projects”. I do not own “World Bank
projects”. The projects I want to have are Ivorian projects, Senegalese projects, Ethiopian
projects. And unless they are owned by African leadership and African people, we are not
going to participate. Africa is not dependent on the World Bank -- this is a continent of 48
proud countries. Recognizing it and acting on it is the basis for moving forward. African
leadership was the ground rule for the targets set by the meeting in Kampala, and it must
be the ground rule for all our work in Africa.

Let me go briefly through the targets.

First, human resource development, education for all with no gender bias. A
highly significant starting point for growth. Not just setting up schools but integrated
educational development. Why? Because building schools without textbooks or teachers is
not education.

But education without health care is also meaningless. You cannot have 25, 30,
or 40 percent of your children being damaged nutritionally and physically before they get
to school, and expect that you are going to educate them. I have just come back from
Bangladesh, where 25 percent of the children are stunted from malnutrition before they

are even enrolled in school.

To have a health-care system that works vou need to reach out and move to the
field, you need nutrition, you need family planning, vou need distributive justice. And in
Africa, you need vigorously and straight-forwardly to pronounce the word “AIDS” and
“AlIDS prevention.” ATDS can destroy a people and a continent. It needs to be put front
and center and we need to emphasize prevention. Even though it is hard to talk about in
many societies, and even though it is hard to bring out into the open, it is a fact that we

must face.

We then stressed capacity-building at all levels. Capacity-building is crucial in the
government and public sector. But it is also crucial in the private sector, it is crucial in
farmers' organizations, it is crucial in NGOs, it is crucial in administrative and technical
professions. Let me give you an example from my last 24 hours here in Ethiopia. We
signed two programs: one of $300 million for roads, and one of $200 million for power.
Reaping the full benefits of these programs will require the sustained participation of
Ethiopians from all walks of life --large and small entrepreneurs, engineers, technicians,
local authorities, and village groups.

To avoid the cry of technical assistance which does not build capacity, we must

confront the issue of how to get Ethiopian engineers who can build roads when they have
not built roads in this country for 50 or 60 years. How to get engineers who will know
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about pre-stressed concrete technology when there has been none? We have to bring
about technical training and capacity building at all levels.

And so, I discussed with members of the cabinet this morning, how you can
advance the country by focusing on capacity building. And we have been talking about
capacity building on a range of levels, including teaching, distance learning, using new
technology, satellite technology, setting up classrooms so that there can be exchange of
ideas over thousands of miles. But also low-tech approaches - wind-up radios that need no
batteries, for classrooms on-the-air. We have talked about establishing distance learning
facilities here in Addis Ababa and the Bank is prepared to finance them with classes not
only for advanced subjects but also for training at local levels, for technical skills and

manual trades.

This kind of capacity building is crucial and in Kampala, the Jeaders strongly
endorsed the African-designed initiative, that was completed in 1996, called, “Partnership
for Capacity Building in Africa,” which they are now going to elevate to their level and
push further forward.

We also talked about rural development and rural transformation. In a continent
where 40 percent of the population live on less than one dollar a day and where 70 percent
of the poor are rural, rural development is essential. But we talked not just about
agricultural development, about extension services, about increasing vields. We talked
about the fact that rural development means rural roads, it means financing, it means
microcredit, it means opportunities for women, it means the opportunity to transform
agricultural products, be it into clothing or into food products. We have to look at rural
development systematically. So that village infrastructure, rural electrification,
communication, empowerment of farmers to make their own decisions, and administrative
de-centralization of the type that is going on here in Ethiopia can become a reality.

The leaders then spoke of private-sector development. This is a requirement
which is not unique to Africa. The numbers are staggering. Seven years ago, private
sector investment in the developing world was of the order of $30 billion a year, net flows.
And the official flows of institutions such as the Bank and multilateral institutions and
bilateral institutions were $60 billion a year to developing countries. Today, official
development assistance has dropped from $60 billion to $45 billion and private-sector
investing has gone from $30 billion to $300 billion. From being half the size seven years
ago, private sector external investment is now five or six times the size of public-sector
net flows of development assistance. And this changes the dynamics. It means the private
sector has 1o take an ever-increasing role in development. And I do not mean just the
foreign private sector, I also mean the domestic private sector.

But what do we see when we look at Africa? We see that Africa is missing out.
Of $300 billion in total foreign private capital flows, Sub-Saharan Africa, received about
$12 billion. And of that, only $2.6 billion in direct investments -- a trivial number in
relation to the size and the potential of this continent. But we also have to face facts. It is
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not just because the private sector is myopic that less than one percent of direct
investment comes to Africa. Africa needs to set itself up to attract private investment and
that means a clean regulatory environment, it means a judicial system that works, it means
property rights, corporate law, predictability in taxes and in relationships with
governments, it means capacity-building, health care and the infrastructure necessary to go
along with it. And it means corruption must be stamped out. Without these, private
investors simply will not invest.

Infrastructure was the sixth item on the leaders’ agenda in Kampala: rural roads
to Improve access to remote regions, rural water for its health benefits and the time
savings for women, rural electricity and also major roads to facilitate national unity or
international road links to speed up regional integration. This latter is vital. With 48 states
in Africa, markets are too small and fragmented. African countries need to come together
in terms of regional development and that, too, was one of the leaders’ important areas for
target setting. Progress will require reducing imbalances among countries in infrastructure,
harmonizing policies — especially on trade matters, and building on SADC, COMESA and

the West African Economic and Monetary Union.

And then we talked about conflict prevention and resolution. What the OAU is
doing in this area, under the leadership of its Secretary General, Dr. Salim, is remarkable.
But you cannot have growth in Africa if people are killing one another. You cannot have
growth in Africa if societies are crumbling. You cannot have growth in Africa if people are
living frightened, fragile lives. What we have got to do is stop the fighting. And when the
fighting stops, we must replace it with economic development, with opportunity, with
hope, so that it does not start again. That is as true in Africa, as it is in Bosnia, in Gaza,
in Guatemala or across the world. So what we need to do is to develop that sense of
justice and expectation on the part of the people of this continent.

_And then we talked about public sector reform and good governance. Training,
accountability, living wages for the people who work in government.

Two other themes cut across all our discussions: gender and environment.
For each priority set in Kampala, the specific needs and contributions of women must be
identified and addressed: be it their transport needs, their access to credit or their legal
standing to own assets; be it their reproductive health and old age problems, or their
education and literacv. And economic statistics need to record and to monitor the
progress of both genders.

And Africa’s precious environmental rescurces must be nurtured. Water must be
carefully managed and the soil preserved, especially in fragile ecological areas. The rich
biodiversity of the continent must be preserved by working in collaboration with the local
populations who depend on their environment.
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How then to achieve all this? This much we know. We will not succeed unless we
put the congealed relationships of the past behind us, and move to a new relationship. In
this critical endeavor, four partners are key.

The first and most obvious partner are the governments of the countries that are
developing. What can we expect of them? Rigorous, predictable and sustained good
economic management; transparency; accountability; and measures to fight corruption --
not just in Africa, but among external partners as well. In those countries where
“extraordinary expenditures”--bribes and enticements-- are tax deductible, we also need to
follow on the OECD Convention against corruption with early action.

But the issue goes beyond that. My experiences in Africa and in other places
have convinced me that corruption is a tough thing to talk about. People will say the boss
1s not corrupt, but the people around him are. Or, sometimes they will say the boss is
corrupt and the people around him wish that he was not. Sometimes they will say they are
all corrupt.

We have to be able to talk about corruption. We have to be abie to recognize
that the biggest obstacle to social equity is corruption, the biggest obstacle to the inclusion
of the majority of the people in the benefits of growth, is corruption. Corruption, by
definition, is exclusive. It promotes the interests of the few over the many. We have to talk
about it, we have to bring it to light, and we have to fight it.

The second of the four partners is the donor community. Not just in terms of
giving money, but sharing knowledge and expertise. We all have to do a better job of
working together. We cannot fight over whose flag should fly on each and every project.
We cannot all send large teams to study every subject. We cannot operate in a manner
which is less than cooperative and which does not add value. I am sure that in the past the
Bank has not adhered to such rules in every case. I just tell you now that this will not be
the case in the future. We will lead when it is appropriate for us to lead. We will follow
when it is appropriate to follow, and we will not participate when it is better done by
others. I give you a commitment that from hereon this is the way we will operate.

The third partner is, of course, the private sector. They clearly need to
participate fully and we have to establish an environment that attracts private investment.
But even when such an environment is in place, there is still an enormous selling job to do.
Why? Because Africa’s image among investors is still much worse than the risks entailed
by its economic fundamentals. Let me give you a statistic which stunned me last night
when I was reading. Ilooked at how much money Africans hold abroad as compared with
how much money Latin Americans hold abroad or Asians hold abroad as a reflection of
what Africans think about the investment climate in their own Continent. You will be
staggered to know, as I was, that 37 percent of Affrican private wealth is held outside
Africa; whereas in Asia, 3 percent is held outside; and in Latin America, 17 percent is held
outside. Africans have to show confidence in Africa if we are going to have foreign
investment in this continent.
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And finally and most important perhaps, as the fourth partner we have NGOs
and the organizations of civil society. NGOs represent an important and critical force.
Not all NGOs are created equal. There are good NGOs and, I am hesitant to say it, but
there are bad NGOs. But where we can establish partnerships the potential is enormous.
Let me give you a striking example from West Africa where we have worked with
governments and NGOs in eradicating river blindness. This program is an excellent
example of the type of four-way partnership I have in mind: the Governments have been
committed; international institutions--WHQO, UNDP, FAOQ, the World Bank-- have
collaborated on the basis of what each had to offer; the private sector has donated the
drug; and NGOs have played an essential role in delivering it. Their involvement is
helping to enlarge the program to the rest of the infected parts of Africa.

Other such partnerships are under way. Last night we announced a 20-year
program with SmithKline Beecham and with WHO on elephantiasis, which is another
disease which affects the continent. And in 20 years we want to eradicate that disease t00.
SmithKline is giving us a drug--you take one pill once a year much like the drug that we
have in river blindness. Here too, the four-way partnership will be the key to success.

That is the dream and the vision -- to bring the four groups together to tackle
issues in the context of long term, nationwide programs that reach the greatest number of

people.

To make this vision a reality, we must face other issues. None perhaps as
important as debt. His Grace, the Archbishop of Canterbury, when he was here, talked
about the chains of debt and colonialism. Yes, debt is a heavy burden indeed and we
should be grateful to the Archbishop for his efforts. But we should deal with it not with
rhetoric, we should deal with it with strategy, with precision, and with practicality within
the framework of the initiative for highly-indebted poor countries (HIPC).

I have seen His Holiness the Pope and members of the Pontifical Council three
times in the last year. In February 1998 the Bank is meeting with religious leaders in
London. We are talking with NGOs. We now have a chance of resolving the debt
problem in Africa. The HIPC initiative is not, perhaps, the total answer, but it is an
intelligent and appropriate approach to try to deal with the issue. HIPC’s long-term debt
1s around $167 billion in net present value terms (with Africa accounting for about $120
billion). Of that, the World Bank - that is the IBRD and IDA - constitutes 10 percent.
So, the problem is not just the Bank and IDA. The major probiem lies with the creditor
governments. They must be mobilized to do much more.

The Bank is an institution that has $150 billion of assets, we have $25 billion of
capital, we have borrowed another $125 billion. So the most that we can forgive is $25
billion because we have to pay back the $125 billion. We can forgive $25 billion of African
debt but if we do that there is no Bank left, we can stop business. Clearly there is a limit to
what we can do.
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And the same is true of IDA. We have $70 billion for IDA and we are relying
for half of IDA's replenishment on what we receive from repayments. If we forgive the
debt, we do not get repaid and then we have to halve the size of the program on IDA. If
you like that, we will do that and we can close IDA. Again there is a clear, practical limit
to what we can do.

The real question does not relate to the World Bank. We are intermediaries. The
real question gets back to the governments that own us, the major creditors that make up
the other 90 percent. And I think the way to gain their support is not with rhetoric, it is by
trying to mobilize and build momentum for the debt-relief program so that they can build
on the very constructive steps already taken.

Let me also underline that HIPC is the newest and most innovative, but by no
means the only instrument we have to reduce Africa’s debt burden. We are using IDA
reflows to cover the IBRD debt of IDA countries -- the so called Fifth Dimension. Over
one billion of relief has been provided since we started using this instrument in 1988. We
have a debt facility for buying back commercial debt. We helped countries buy back $4.4
billion of their debt in the 1990s -- which is equivalent to 11% of the GDP of the
concerned countries. Recently we have approved a significant package that should help
Cote d’Ivoire cancel about $5 billion of its commercial debt, which is equivalent to 45% of
its GDP.

Debt is a problem. I am committed to doing something about it and so is
~ Michel Camdessus, at the International Monetary Fund. You have my promise to do
everything humanly possible to solve this issue.

So my message is simple: Let us stop taking pre-ordained positions about
each other. Let us look forward. Let us analyze the problems and let us adopt the game
plan for the future. Let us set ourselves targets of how we, the four partners:
governments, multilateral institutions, private sector and civil society, can work together.
And let us judge ourselves on our results. When we get things right, let us congratulate
ourselves and move forward. When we get things wrong, let us not react with
recniminations and anger, let us try and see what went wrong so we do not do it again.

Unless we are united, unless we forget a lot of the pre-set positions, Africa will
not move forward. This moment, which should be Africa’s, will be lost.

Yesterday, at the museum, I saw a painting by Afework Tekele, who made the
beautiful stain glass window outside Africa Hall. It was a wonderful painting, It was a
painting with a perimeter about Africa, about Africa’s troubles. Out there at the edge, it
had a UN symbol. But in the center, it had a sunrise, the sunrise of Africa. Your sunrise.
This is Africa’s moment. A moment Africa richly deserves. A moment to seize. A moment

to build a sunrise that will bathe us all in light.
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James S. Coleman — an appreciation

Thank you. It is a real pleasure for me to be here. At the end of my graduate school, I
was offered an opportunity to become a university teacher in California and of course as
a young man I was very excited about the possibility of teaching in California. But that
Spring at Notre Dame University, Robert McNamara, who had then taken over as
president of the World Bank, gave an outstanding and highly courageous speech on
promoting family planning around the world. To have done this at Notre Dame, a
Catholic university; to have had that courage and that passion, made me sit up and
wonder whether perhaps I should consider joining the World Bank after all. I have never
regretted that decision, having chosen to work in international development since then.

Recently I had lunch with Robert McNamara — he’s in his late seventies now — and we
were reminiscing about Africa. What always struck me about this man, who remains so
intellectually sharp and so very present, was the optimism: the optimism then when he
was president of the Bank and the optimism now about Africa. This theme of optimism
will be the beginning of my talk and it will be the full stop of my talk, this afternoon, in
honor and in memory of Dr. James S. Coleman, whose own optimism for Africa in the
1950s and Sixties would have found a real place during my lunch with McNamara.

I believe James Coleman would have found the present a most exciting time to be
working on Africa. It was his vision of the significance and challenge of the African
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continent which inspired him to found the African Studies Center here in 1959. He was
something of a pioneer in having established African studies as a credible discipline in
American universities, when it was not yet popular.

But in fact he did more. He went out to Africa; he went out to Nigeria, to Uganda, to
Kenya and he went out to the Democratic Republic of the Congo and contributed to
African scholarship and the development of universities and institutes. He was a pioneer
too because he understood very early on that Africa’s long-term development needed
long-term solutions designed and implemented by Africans. And he had the wisdom to
focus on capacity building and the building of institutions. It is only now that institutions
like mine, the World Bank, are in some sense retracing Coleman’s steps on some of these
key and critical issues of capacity and institutional development.

Today, in the Coleman spirit, I will explore the relationship between Africa and the
World Bank. I will also explore whether we are getting better at putting structural
solutions to work on structural problems.

First, I will talk about the present context for a new-found optimism in Africa,
represented by the expression that my colleagues and I have been using, namely that
“Africa is on the move” (Madavo and Sarbib, 1997).

Second, I will address the three decades of development work in Africa and distill from
them the lessons that we — the Bank and Africa — have learned together.

Thirdly and finally, I will present a broad strategic framework for the new and most
promising phase we are now entering with Africa — the phase of partnership, energized
by a sense that this is a new era for Africa and it can also be a new era for institutions
like mine, the World Bank. I am told that Coleman was informed by a sense of the
possible and that he rejected the standard pessimism about Africa. I hope to describe here
the framework of what I believe is a development partnership for a very possible future
in Africa — and a hopeful future.

Africa is on the Move — the Context for Optimism

We at the Bank and, I believe, many Africanists like you, are conscious of the unique
alignment of forces and factors that make Africa today a continent on the move. In this
sense we meet at a time, for Africa, of great hope, opportunity, and challenge ... the
challenge to bring about economic progress, the challenge to bring about the reduction of
poverty. But you might well ask why I am optimistic. Let me offer three reasons for my
optimism about Africa.

Firstly, Africa is on the move because increasingly its citizens are choosing that this be
so. We have seen political changes in the 1990s and some of them are very real. Over 40
Sub-Saharan African countries out of 48 are at various stages of political liberalization.
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And I am not just talking about the question of Western-style elections, although that
might not be unimportant. I am talking about the possibility of opening up these
societies, opening them up to the possibility of people participating in their future in
terms of economic and political life. This, done on a broad scale in Africa, can provide
the political legitimacy and broad-based support for the many tough choices that
fundamental reforms will demand in Africa.

The second reason for my optimism is that this wave of political reform has brought with
it a new style of African leaders. Today some of them that we look to are remarkable not
for their ideology but for their lack of it. We admire some of them for their no-nonsense
pragmatism. Some too are grappling with issues of accountability and transparency.
Gone are the days of statist doctrine in most places. Although from time to time, some of
today’s reformed leaders fall back into old habits and rhetoric — and I've even seen this
happen on private sector promotion tours.

There 1s also a willingness on the part of the new leadership to acknowledge the issues of
corruption and mismanagement and the need to deal with them. These African leaders
care about development; they care about the kinds of programs that are going to make
sense for them. They are not willing to be pushed around: I have seen, for example, for
the first time in some of these countries, Prime Ministers and Presidents saying to an
institution like the World Bank, “no, no we don’t want to do that and if you insist then,
take your money back to Washington™”. This ability to say “no”, this ability to have the
self confidence that they need to own these programs, that they need to be the master of
their own house, this is an element which gives me tremendous confidence in the future.

And some of these leaders have begun to articulate a vision for us. Take for example the
Deputy President of South Africa, Thabo Mbeki, who has called for an African
renaissance. To quote him: “... we’ve had a whole generation which has experimented
with many different things ... politicians with one-party states which did not work,
military governments which did not work and all kinds of economic policies which did
not work. Now I believe there is a new generation on the continent saying we are ready
to turn things around.” (Friedman, 1997)

It is very much my hope that this spirit Mbeki is trying to articulate and the spirit of
people such as Museveni and others who are becoming the new African leaders, will
serve as role models for young Africans who are coming up so that they too can be proud
of their continent and its possibilities.

But there is a third reason why I am optimistic about Africa: the economic figures are
beginning to say so. In 1996, we saw average growth rates of 5 percent compared with
3.4 percent in 1995, compared with barely 1 percent in 1994. Forty one of the 48 Sub-
Saharan countries now have positive per capita GDP. We are beginning to see the long-
dormant private sector revive and we are beginning to see capital flows trickle back into
Africa. Sure, the numbers are still small — $12-billion — but what is encouraging is that
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three years ago it was much less than that so the trend is up and if we can build on this it
will be a major contribution to the future.

It 1s gratifying too that Africa is beginning to get the international attention it did not
have three years ago, five years ago. And I believe this is for the good. We saw Africa
being featured at the G7 summit in Denver this past summer. We had the amazing event
outside Washington DC organized by the Corporate Council on Africa in April: the place
was simply oversubscribed by people from the private sector. Further, a friend of mine
was telling me that at the ninetieth American Assembly of Columbia University, 70
influential Americans got together to talk about “Africa and U.S. National Interests”
(American Assembly, 1997). And of course, some of you are aware, the United States
Congress is currently considering legislation that would strengthen trade ties to Africa
and offer opportunities to exports from Africa to the United States.

The image of Africa in the public eye is also changing as a result. A number of the
serious media publications of the developed world have focused not just on bloody war
stories out of Africa but on economic gains and investment potential. These are not
reports that gloss over the pitfalls and challenges, but we are all strengthened in our work
by the more balanced attention which Africa is receiving. My point is that this all adds up
and if we can build on this we will make a difference in Africa.

Now, I do not want to be naive. There are of course sad footnotes. You and I know that
we have intolerable human suffering in places like the Horn of Africa — Somalia, Sudan;
in places like the Great Lakes — Burundi, Rwanda, the Democratic Republic of Congo; in
places like Sierra Leone where we thought we had begun to make progress but in fact
there has been a retrogression. We have been waiting for a long time for improvements
in a place like Angola and we are still waiting. So, by my talking optimistically about
Africa I am not ignoring these other realities. But it is very important that those of us
who know Africa and who are concerned about Africa, not allow some of the civil
conflicts to mask the gains that are really taking place in other parts of the continent. In
many ways we need to continue to remind those we work with that Africa is not a
country; that Africa is a set of countries where some may be making tremendous progress
while others are not doing so well; that we need to take a differentiated approach rather
than a one-size-fits-all approach.

There 1s another dose of realism that I want to share with you. The economic and
political gains I am talking about are remarkable alright given what was happening in the
1980s into the early 1990s. But I think we also have to concede that these gains remain
fragile. These achievements need to be deepened, they need to be broadened, and in
many ways they need to be accelerated.

The hard fact of the matter is that some 282 million Sub-Saharan Africans live on less
than USS1 a day. The fact of the matter is that ninety out of every 1,000 babies in Sub-
Saharan Africa still die before their first birthday. I was recently in Ethiopia — 60 million
people, the second-largest country, population-wise, in Sub-Saharan Africa — and guess
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what, only one, I repeat one, in four primary-aged children is in school. What are the
implications of this for Ethiopia? What are the implications for Affica?

The point I am trying to dramatize is that 5 percent growth rates, while encouraging, are
not enough. We are talking about a continent the population of which is growing at 3
percent a year so the gains per capita are 2 percent. At that rate it would take a generation
to double Mozambique’s $90 per capita income. It would take a generation — 35 years —
to bring Mozambique’s per capita income from $90 to $180. We cannot afford that!

Tough economic and social policy choices will, therefore, have to be made in order to
raise the growth rates in Africa from 5 percent to 7 to 8 to 10 percent. And these kind of
hard choices can only be made if they are commanded and supported by civil society; if
indeed Africans as a people will their future with determination.

My friends it is also not just a question of getting the growth rates from 5 to 10 percent.
It is not just the level but the nature of this growth that will matter. Will it be the kind of
growth that will provide a conveyor belt to pull the poor along? Will it be the kind of
growth that will enable a child to go to school, a sick child to go to a health clinic, with
drugs? Will it be the kind of growth that will enable a man in a township of
Johannesburg to get a job? I am saying the quality of growth and its composition matter
as much as its level.

Before I share a few ideas about the way I see the future, allow me to reflect a little bit
on the past: the World Bank and Africa — where have we been on this journey and what
have we learned together.

Three Phases of Development over Three Decades

For convenience allow me to divide this experience into three phases: the period of the
1960s to the early 1970s, the first phase, was a period of relative economic tranquillity
and, in some sense, real growth. In 1957, the Bank had just two African members. By
1971 there were 40 and today there are 48. The first Bank loan in Africa was in 1950, to
Ethiopia for road rehabilitation, and until the early Seventies, the Bank’s support in
Africa focused on power and transport.

Africa in the Sixties was preoccupied with consolidating political power. There was not
much attention paid to long-range economic policy and the building of institutions. Of
course the harmful effects of some of these omissions are now recognized both by
African leaders and their external partners.

The economic systems of the colonial powers were seen as part of the problem during
this period rather than an inheritance that could be adapted. Most African governments,
as we all know, opted for state-led economic models which suppressed private initiative
and used the state’s economic apparatus to consolidate power.
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Robert McNamara, in his seminal speech in 1973 in Nairobi (McNamara, 1973), really
provided the first major wake-up call on African development. He stressed the need for
agriculture, for rural development and he stressed the need to reach what he called the
“absolute poor”. But what was interesting about the World Bank at that time — and I was
a junior officer — was that, fundamentally, Africa was not on the radar screen of the
institution. If you look at the people who were the intellectual giants around McNamara,
helping formulate the direction the World Bank could and would turn, there were very,
very few people who made it their business, on a day-to-day basis, to worry about Africa.
They were steeped in Asia or Latin America or some other part of the world and they
provided the intellectual underpinning to much of the leadership McNamara gave at that
time. By the way, when I talked to him about this during our lunch he admitted it and
thus all the more remarkable his own insight at the time and the leadership he alone gave
on Africa.

There emerged after 1973 a very interesting cultural struggle in the Bank. There were the
young, bright and eager professionals, the kind of people who came through the same
program I did, the Young Professionals, who believed in the call by McNamara. On the
other side were the core of colonial administrators who were specialists in their fields and
who were deeply skeptical. At that time the Bank was dominated by Americans and
British for the most part, making up over 40 percent of the staff. And some of my British
and American friends, I must say, were highly paternalistic towards Africa. For example,
I remember startling my African audience when I went to Zambia in 1974. That was the
first mission which I led. There were seven of us and among them I was relatively young.
We were all sorts of colors but I was the only black. And so I started to speak and the
various facial expressions told the story ... The Zambians just did not believe that I could
be the spokesman of the mission. This lack of respect for African capacity in leadership
lingered for a long time in the Bank. I am glad to say we are gradually coming out of it
and in a sense I am a symbol of that progress.

I make the point because as a result of these attitudes, because of the ways in which
people looked at Africa, because of the lack of confidence in the ability of Africans to
take care of their own house, we, at the Bank, resorted to technical assistance and to
short-term solutions to issues that were essentially long-term. So there was a fundamental
mismatch. The foreign technical assistance model was simply inappropriate for the kinds
of things we faced. So it is not surprising that in this first phase, the Bank focused on
infrastructure and paid limited attention to policy, to institutions and to capacity.

What then happened between the mid 1970s and the mid 1980s, what I might call the
second phase? During this period we built on McNamara's drive towards poverty
reduction, agriculture, rural development and education. We relied in many ways on
McNamara’s individual leadership and his call to the “moral” case for development
assistance. In fact, McNamara had tripled lending to Africa from 1969 to 1973 and by
1981, lending for agriculture and rural development — and these are the social sectors —
exceeded a third of Bank lending to Africa.
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I think we should place some of these activities by McNamara in this period in another
context too. McNamara’s Nairobi speech came six years after President Nyerere’s
Arusha Declaration (Nyerere, 1967) which, you will recall, captured the imagination of
everyone by putting the rural poor at the center of development. But political elites in
Africa were very slow to recognize the importance of people in the rural sector and
indeed we, external supporters of Africa, did not make it easy to make this particular
change. We were too inclined to translate potentially sweeping reforms and demanding,
long-haul efforts into five-year project schedules and six-month “action plans”.

Then of course in the Seventies, the oil crises and especially the 1979 price shock hit
Africa particularly hard, coming alongside the collapse in primary commodity prices and
the beginning of the burgeoning of the debt burden. In addition, few Africans and few
development practitioners had been alert to the institutional decay that had been
happening in African economies during the Seventies. The expansion of state enterprises,
the close regulation of economic activities, the virtual elimination of the private sector
and the bloat of the public sector, made Africa especially vulnerable to external changes.
The cumulative effect of this became evident at the beginning of the Eighties.

What did we in the Bank do? We came out with a report in 1981 called Accelerated
Development in Sub-Saharan Africa: An Agenda for Action (World Bank, 1981), the
famous Berg Report. It offered a remedy for economies caught in a downward spiral, a
remedy that lay in sound economic policy. This report was a major shock to Africans
because it suggested that the World Bank was losing patience with Africa. For Africans,
the easiest way of explaining the problems that were being faced was to point to
exogenous economic factors and the colonial inheritance. We at the Bank seemed,
suddenly, like a stern schoolmaster: “sound policy, sound policy,” we were saying,
Interestingly, the cultural struggle I told you about between the young and the old
colonials, with the young pushing for change along McNamara’s road, became less clear.
These young foot soldiers began to lose faith in Africa and they began to join the group
which questioned fundamentally whether Africa could turn over a new leaf. In many
ways these young people, most of whom were my friends, began to behave like
disappointed lovers towards Africa, revising their assessment of countries like Tanzania
dramatically where only three years before they had given us glowing pictures — and this
despite little change in the objective circumstances of many African economies.

In retrospect I believe it was right that the Berg Report sounded the alarm. The
misfortune is that we did not do it very convincingly — the report had a sharp tone to it;
as [ said, a stern schoolmaster tone. It alienated those around Africa who could have
become our allies in reform and we are still living with the consequences of some of that
debate in the Eighties on the Berg Report. It is interesting that the 75 anniversary
edition of Foreign Affairs that recently came out cited four important books in this
century on Africa. They were Lord Lugard’s The Dual Mandate in British Tropical
Africa (Lugard, 1922), Frantz Fanon’s The Wretched of the Earth (Fanon, 1963), René
Dumont’s False Start in Africa (Dumont, 1962) and the Berg Report. The reviewer’s
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judgment, though — and this is telling — is that: “Today most countries still await
convincing proof that the Bank’s prescriptions will eventually accelerate growth.”
(Foreign Affairs, 1997). That takes us back to the point that it was right for us to sound
the alarm bell but perhaps we did it in a way about which there still exists skepticism as
to whether or not some of our ideas are really eventually going to bear fruit.

Indeed today, in the minds of the African public, the phrase “structural adjustment” is
synonymous with the World Bank in Africa. This is an ironic turn of events because
when structural adjustment programs were initially granted us we were thinking of places
like Korea, Thailand and others. They did in fact structurally adjust in the 1980s and
went on to become big successes until of course two or three weeks ago when some
turbulence in their currencies emerged which needs to be worked on. Kenya was the first
African country to receive a structural adjustment loan and some of the issues we were
dealing with there in the early Eighties are still on the table and have not been resolved.

In many ways, Africa was perceived as not having either the economic prospects or the
administrative capacity necessary to undertake serious structural adjustment. So in Africa
we saw adjustment in the early period turn more towards stabilization rather than real
adjustment — leading to the confusion between the roles of the Bank and the IMF on the
continent. And of course in this early period of adjustment, we fell prey to another old
habit of the Bank which is that we tended to think that if we influenced a small number
of decision-makers rather than helping governments establish the conditions for broad-
based ownership, that everything would be alright. The fact of the matter is that we have
learned the hard way that the Finance Minister signing off on a piece of paper does not
mean that things will happen on the ground.

This brings me to the third period, the mid 1980s to the mid 1990s. During this time
structural adjustment programs really matured and we began to see a greater
preoccupation in making sure that we fed issues of growth and poverty into adjustment.
We began to grapple with the issue of providing more sophisticated and targeted safety
nets than those of the mid 1980s and to pay attention to the social sectors in our
programs. The share of loans which included social sector initiatives increased from less
than 5 percent in FY 1984 to 1986 to almost 30 percent in FY 1990 to 1992. We began to
grapple too with the need for political support and to discuss with governments how one
grows political support for some of these difficult adjustment programs. Many reform
prescriptions required that governments take hard political knocks and it is probably in
this area where the Bank and its African partners have experienced some of the most
frustrating aspects of our relationship.

During this period Africans became impatient with the idea of being “dictated to”. The
Bank, on the other side, said it was merely sharing the experience of other countries
which showed that policy reforms had to be implemented. We were simply trying to
point out that it was a world on the move and that if Africa was going to participate in
the global economy in a competitive way, it had to change the way in which its
economies functioned. And those Young Turks I mentioned, who had been fighting in
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the Seventies and then disillusioned, were coming back now, feeling that Africa could do
better and should do better. And yet, at the same time, we were in this unfortunate
circumstance of watching Africa in an economic free-fall that went well into the early
Nineties. With this we saw poverty expanding when the very thing that was really
motivating people to work for the Bank was to do something about poverty.

In my interpretation we could have handled the structural adjustment debate much better;
we could have anticipated some of the social dimensions much earlier. And we should
have appreciated earlier too that we could not just deal with a small group in core
economic ministries but that these programs were difficult and needed to be soid to the
public. We should have appreciated that without public support, things were not really
going to work.

I conclude that if we were right in the 1970s to focus on infrastructure — and I think we
were — and if we were right in the 1980s, to insist on economic reform, we did a very
poor job in the implementation of the latter. Our instruments, our language, our approach
were simply wrong. It is only in the early 1990s that we began to change, just as Africa
was beginning to turn itself around and ask of us at the Bank, as an international
institution, that we provide that which Africa required rather than that which the Bank
thought was good for Africa.

The changes that were made in the late 1980s were anticipated in another very important
Bank report entitled From Crisis to Sustainable Growth which was issued in 1989. It
rung the alarm bells and showed the need to go beyond the issues of structural adjustment
to address fundamental questions of human capacity, institutions, governance and the
environment. It also began to diagnose what ailed us and to shift our focus from
prescriptions to a more humble approach. Let me quote: “Responsibility for Africa’s
economic crisis is shared. Donor agencies and foreign advisers have been heavily
involved in past development efforts along with the African governments themselves.
Governments and donors alike must be prepared to change their thinking fundamentally
in order to revive Africa’s fortunes. However, Africa’s future can only be decided by
Africans. External agencies can play at most a supportive role.” (World Bank, 1989)

So you see, here, a real shift in the way in which we began to look at Africa.

By the mid-1990s, and preparing ourselves for the future I want to address now, we had
refined this new perspective further. There could not be talk of a grand-scale solution for
Africa any more. We recognized instead a mosaic of different opportunities. And I quote
from another Bank report in 1995 entitled A Continent in Transition: Sub-Saharan Africa
in the Mid-1990s: “As the conditions, constraints and progress of African countries vary,
so do their agendas.” (World Bank, 1995). We began to understand, in other words, that
“a dynamic partnership between the African people, African governments and donors is
needed to realize the potential of Africa in the coming years.” We realized here that we
could not apply one solution to every situation; we could not treat Africa as if it was one
country.
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A Partnership for the Future

So what about the future and where is the Bank going with Africa? I would characterize
our relations with Africa now in this fourth phase, if I may call it that, as a relationship
built around partnership. And this partnership is built around five mutually reinforcing
building blocks.

Block One is the need to support the emerging new style of African leadership. We must
accept the fact that Africans must lead and take responsibility for their economic future.
That means a change in the way in which we deal with Africa: rather than dictate we
need to listen, rather than lead we need to support and rather than always imposing
conditions we need to arrive at jointly agreed-upon performance targets. I am not
suggesting here that the Bank go soft on Africa. I am suggesting though that the Bank
proceed on the basis of a compact: here is what needs to be done and within that the
Africans have a certain responsibility to do their part and their partners from outside have
their responsibility to support them. This way of doing business is going to be much
more difficult for my institution as it is for Africans because it means they, the African
leaders, are going to have to grow these reform programs on the basis of consensus and
participation in countries where this is not always easy. It means they are going to have
to be prepared to open up to civil society, to non-governmental organizations and to other
players that have tended to be ignored in the past in Africa. And for the Bank, it is not
going to be easy because it requires that we let go of control.

Block Two calls for us to assist the African leadership in establishing and deepening the
consensus around a strategy to accelerate growth with both internal and external
development partners. We are challenged here to examine some of the elements of the
way forward. I have said that the challenge is to raise growth rates from 5 to 8 to 10
percent. What will it take to do this? It is very clear we are going to have to talk about
private sector-led growth because there are not going to be adequate investments coming
from the public sector. It is very clear, too, we are going to have to ensure that the
growth addresses rural areas and the social sectors otherwise there is not going to be the
political and social underpinning to sustain this sort of progress. It means we have to help
Africans develop a growth strategy based on the preposition that development is about
inclusion and not exclusion. Africans have to come up with strategies that will bring
about growth that raises all the boats with the tide rather than benefiting a few people.

I said I do not see progress in Africa unless the private sector begins to play a strong role.
For our Block Three this means we must look at trade, at investment and at the
mobilization of domestic resources so that ultimately Africa can generate its own'
development finance. We must create Africa as a good business address which means
creating the policy environment that will make the private sector want to go to Africa
rather than Asia or Latin America. We have to provide access in international markets to
African exports. Fortunately we are beginning to see the trickle back to Africa of private
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sector flows although they are still very small. And we are beginning to see the trickle
back of foreign direct investment. This needs to be accelerated.

Block Four requires that we continue to support official development assistance (ODA)
to Africa. For Africa, ODA is absolutely critical and we must be careful that we are not
swept along by the fact that private sector flows have becomes five times the ODA flows
to developing countries. We know that private sector flows are not going to go to
countries that do not have infrastructure and an educated work force. They are simply not
going to go to Africa unless we significantly improve conditions by doing some of the
things that cannot be done by the private sector but need to be done by the public sector.
We need to redouble our efforts to support IDA, the International Development
Association, the soft window of the Bank which is really the lifeline for Africa and
averages an annual commitment of $2.5 billion. We need further to strongly support the
efforts to deal with the debt issue in Africa, the so-called Highly Indebted Poor Countries
Initiative that is now underway. And I think, in making the case for some of these issues
in the United States, we can and should make the point that IDA contributions are not
just charity. IDA contributions used well in Africa, can create business opportunities, can
create win-win situations in which all of us, Africans and non-Africans alike, can benefit.

Block Five recognizes that African countries and their international and bilateral
development partners cannot tackle the development effort alone. There is a need to
consult much more closely with beneficiaries of projects that we finance in Africa. There
is a need to involve the civil society, the private sector and non-governmental
organizations. There is a need, in working together in this way, for people to listen, to
learn from each other and to combine efforts and leverage the impact of what we are
doing.

There are two other key elements which cut across all five blocks and will remain very
important in Africa. One is building capacity. The kind of Africa I am talking about, the
kind of ownership of development programs that I am talking about, are not going to be
possible if the capacity on the African side is weak. It simply means you do not have the
building blocks for a partnership of people. Fortunately the African Finance Ministers
have come up with a project that will address some of this. I think their Partnership for
Capacity Building (African Governors, 1996) will be a rallying point for external donors
to support this great need.

The other key element which will be very important is the diffusion of knowledge.
Africa comes late to the information age but is in a position to leapfrog into the latest
information technology. In the development game, ideas matter as much as money and
perhaps in some cases, more. The access to ideas, to knowledge, to the experience of
other parts of the world by Africa is going to be absolutely fundamental to the future. We
have begun to take some initiatives as the Bank tries to become a knowledge bank to
support Africa. We are involved in a range of knowledge-based development activities
like the African Virtual University which will soon be operating in 10 African countries
and a school-to-school Internet connectivity program which has been established between
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Uganda, Ghana and Senegal on the African side and Wyoming, Toronto and Chicago on
the North American side. We must be alert, too, to gathering Africa’s experience and
contributing if to the knowledge bank.

Conclusion

I have suggested that Africa now is a continent on the move; that Africa’s people are
ready to will their own future. But in many ways those of us who have worked in
development should have, a long time ago, taken a longer view of development by
building institutions and people very much in the spirit of the pioneering work of James
S. Coleman. This 1s the lesson that we should all take: that Africans should lead us into
the future; that we, as their supporters in academia, in civil society and in development
agencies, should listen and support. And it is very important in this process that we raise
Africa’s confidence as much as we raise its output; that we should, in thinking about
Africa, think about equipping its young people with the ways and means — not just the
hope — for a better day. We must think too about securing its older people the prospect of
a more secure twilight to their lives in the heart of their families and communities. And
finally, we must ensure that poor people find a path away from their difficulties and
1solation.

As World Bank President Wolfensohn said: “This is what the challenge of development
is all about - inclusion. Bringing people into society who have never been part of it
before.

“Our goal must be to reduce these disparities across and within countries, to bring more
and more people into the mainstream, to promote equitable access to the benefits of
development regardless of nationality, race or gender. This — the Challenge of Inclusion
— is the key to the development challenge of our time.” (Wolfensohn, 1997).

All of us, Africans and Africanists, as well as those yet to perceive and learn the special
qualities of the continent and its peoples, have a role to play — together — in achieving
that.

Thank you.
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natural resource endowment, 30 years of war and poor economic management have
resulted in a per capita income of only $410 in 1995,

Recent regional developments have left Angola as one of the strongest military powers in
the region. Government forces were involved in the recent civil wars in the Democratic
Republic of the Congo and in Congo, unseating allies of the Angolan opposition rebels,
UNITA.

The Government continues to focus on immediate military and political issues to the
detriment of attention to reform and the social sectors. The lack of capacity and budget
on all levels of Government have severely slowed progress on the nine Bank-supported
projects. Corruption is also an issue which has hindered the country’s development and
slowed its economic recovery.

Angola is addressing a number of transitions simultaneously, moving from a centrally
planned economy to the market, and from war to peace. Serious macro imbalances
continue to stifle the country’s development.

The Peace Situation:

UN Sanctions were imposed on the UNITA rebels at the end of October, 1997. The
sanctions call for the closure of UNITA’s international offices, a travel ban on UNITA
representatives and a ban on flights to UNITA-controlled territory in Angola. Since then,
there has been slow progress towards a durable peace. Latest reports indicate that some
80% of territory formerly under UNITA control has now reverted to the Government,
including key diamond producing areas. However, the most recent deadline of end
February for completion of obligations under the 1994 Lusaka protocol was missed, and
new targets have apparently been set for end March.

Political Situation Remains Uncertain. Though both sides signed on to the 1994 peace
accord, the Lusaka Protocol, and despite the formation of a Government of National
Unity (GURN) in April 1997, differences between UNITA and the Government remain
deep. UNITA is still estimated to have significant men and arms. At the same time, a
return to all-out war is considered unlikely, given the recent losses of UNITA’s
international bases of support.

Barbara Kafka, Country Director, Ext. 39488
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Status of Bank Program

The Bank has nine projects in Angola; a tenth, a Learning and Innovation Loan (LIL), the
Post-Conflict Social Recovery Project, has recently been negotiated. The Bank has prepared
a draft assistance strategy for discussion with the Government in early May. In addition, we
have proposed to the Government that it make use of a grant under the Development Grant
Facility to develop a Transitional Support Strategy, and await government’s decision.

Social Indicators (1996)
Economic Indicators % of Population Living

Population (1996): 11.1IM Below 1 US$/day: N/A
Population Growth (1990-96): 3.1% Literacy Rate: 42%
GNP (1996): $3.6Bn Female:
GNP per capita (1996): $320 Gross Primary Enrollment: 88%
GDP Growth (1996, 1997): 7.1%, 6% Female:
Fiscal Deficit (1995, 1996):-28.7%, -21.2% Infant Mortality Rate: 124/1000
Inflation (1996, 1997): 1,651%, 64% Child Malnutrition: 20% under 5 years

Life Expectancy at Birth: 47

Barbara Kafka, Country Director, Ext. 39488
Page 2of 2 3/12/98
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Status of Bank Group Operations in Angola
IBRD Loans and IDA Credits in the Operations Portfolio

Difference Between
expected
and actual

Original Amount in US$ Millions Last ARPP

Loan or Fiscal disbursements a/ Supervision Rating b/
Project ID Credit Year Borrower Purpose
No. IBRD 1DA Cancellations Undisbursed Orig Frm Rev’d Dev Obj Imp Prog

Number of Closed Loans/credits: 0
Active Leans
AO-PE-37 IDA 22740 19%1 GOVT ECON FIN MGMT I 0.00 23.00 0.00 4.12 2.73 =123 u 5
AO-PE-40 IDA 23850 1992 GOVT CF ANGOLA POWER SECTOR REHAB. 0.00 33.50 0.00 26.860 26.64 0.00 u 5
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AO-PE-61 IDA 28020 1996 GOVERNMENT OF ANGOLA SOCIAL ACTION 0.00 24.00 0.00 10.56 =159 0.00 U S
Total 0.00 272.78 3. 73 124.47 101.70 3173

Active Loans Closed Loans Total
Total Disbursed (IBRD and IDA]: 148.91 0.00 148 .9]
of which has been repaid: 0.00 0.00 0.00 ”
Total now held by IBRD and IDA: 269.05 0.00 265.05
Amount sold i 0.00 0.00 0.00
0f which repaid i 0.00 0.00 0.00
Total Undisbursed 1 124.47 0.00 124.47

a. Intended disbursements tc date minus actual disbursements tc date as projected at appraisal.
b. Following the FY94 Annual Review of Portfolio performance (RRPP), a letter based system was introduced (HS = highly Satisfactory, § = satisfactory, U = unsatisfactory, HU =
highly unsatisfactory): see proposed Improvements in Project and Portfolic Performance Rating Methodology (SecM%4-%01), August 23, 1894.

Note:
Disbursement data is updated at the end of the first week of the month.

Generated by the Operations Information System (OIS) Page 1



Angola
STATEMENT OF IFC’s

Committed and Disbursed Portfolio

As of 31-Jan-98
(In US Dollar Millions)

CAS Annex B8

Committed Disbursed
IFC IFC
FY Approval Company Loan Equity Quasi Partic Loan Equity Quasi Partic
1996 AEF Hotel Conti 1.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total Portfolio: 1.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00

1997 NOVA CIMANGOLA

Total Pending Commitment;

Approvals Pending Commitment

Loan Equity Quasi Partic
5.80 .78 0.00 0.00
5.80 78 0.00 0.00

Generated by the Operations Information System (OIS) on 03/17/98



Angola - Selected Indicators of

Bank Portfolio Performance and Management

CAS Annex B2
Generated: 03/17/98

Indicator 1995 1996 1997 1998
Portfolio Assessment
Number of Projects under implementation® 8 9 9 9
Average implementation period (years)" 3.17 3T 4.77 5.47
Percent of problem projects™®
by number 12.50 100.00 100.00 100.00
by amount 13.67 100.00 100.00 100.00
Percent of projects at risk™®
by number 37.50 100.00 100.00 100.00
by amount 39.79 100.00 100.00 100.00
Disbursement ratio (%) 14.70 17.47 17.61 11.65
Portfolio Management
CPPR during the year (ves/no)
Supervision resources (total LJS$ thousands) 826.80 669.94 891.70 478.82
Average Supervision (US$/project) 103.35 74.44 99.08 59.85
Memorandum item Since FY80 Last five FYs

Projects evaluated by OED

by number

by amount (US$ millions)
Percent rated U or HU

by number

by amount

e TR

year: investment projects only.

Generated by the Operations Information System (OIS)

As shown in the Annual Report on Portfolio Performance (except for current FY)
Average age of projects in the Bank's country portfolio.

Percent of projects rated U or HU on development objectives (I2O) and/or implementation progress (IP).

As defined under the Portfolio Improvement Program.

Ratio of disbursements during the year to the undisbursed balance of the Bank’s portfolio at the beginning of the



Angola - IFC and MIGA Program, FY95-98

CAS Annex B3

Past
Category 1995 1996 1997 1998
IFC approvals (US$m) * 0.00 0.00 6.58 0.00
Sector (%)

0.00 0.00 0.00 0.00

Cement & Construction 0.00 0.00 100.00 0.00

TOTAL 100.00 100.00 100.00 100.00
Investment instrument (%)

Loans 0.00 0.00 88.00 0.00

Equity 0.00 0.00 12.00 0.00

Quasi-Equity ° 0.00 0.00 0.00 0.00

Other 0.00 0.00 0.00 0.00

TOTAL 100.00 100.00 100.00 100.00

MIGA guarantees (US$m) 0.00 0.00 0.00 0.00

MIGA commitments (US$m) 0.00 0.00 0.00 0.00

*Excludes AEF projects.

*Includes quasi-equity types of both loan and equity instruments.

Generated by the Operations Information System (OIS) on 03/17/98
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Angola - IBRD/IDA Lending Program

Past Current Planned"

Category 1995 1996 1997 1998 1999 2000 2001
Commitments (US$m) 0.0 24.0 0.0 5.0 111.0 165.0 80.0
Sector (%)

Agriculture 0.0 0.0 0.0 0.0 0.0 24.2 0.0

Education 0.0 0.0 0.0 0.0 0.0 0.0 375

Public Sector Mgmt. 0.0 0.0 0.0 0.0 2.7 9.1 0.0

Soc Protection, etc. 0.0 100.0 0.0 100.0 0.0 36.4 0.0

Transportation 0.0 0.0 0.0 0.0 0.0 0.0 62.5

Urban Development 0.0 0.0 0.0 0.0 0.0 303 0.0

Water Supply & Santn 0.0 0.0 0.0 0.0 973 0.0 0.0
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Lending instrument (%)

Adjustment loans® 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Specific investment loans and others 0.0 100.0 0.0 100.0 100.0 100.0 100.0
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Disbursements (US$m)

Adjustment loans® 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Specific investment loans and others 339 37.4 323 17.0 14.0 7.6 1.9
Repayments (US$m) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Interest (US$m) 3 4 7 i 0.0 0.0 0.0

* Ranges that reflect the base-case (i.e., most likely) Scenario. for IDA countries, planned commitments are not presented by FY but as a
three-year-total range; the figures are shown in brackets. A footnote indicates if the pattern of DA lending has unusual characteristics
(e.g., a high degree of frontloading, backloading, or lumpiness). For blend countries, planned IBRD and IDA commitments are presented
for each year as a combined total.

® For future lending, rounded to the nearest 0 or 5%. To convey the thrust of country strategy more clearly, staff may aggregate sectors.

¢ Structural adjustment loans, sector adjustment loans, and debt service reduction loans.

Note:
Disbursement data is updated at the end of the first week of the month.

Generated by the Operations Information System (OIS) on 03/17/98



Macroeconomic
Brief



Leaders’ Forum: Macroeconomic Brief 1

Sub-Saharan Africa:
Recent Economic Performance and the Challenges Ahead

Economic performance in many countries of SSA has improved markedly.
While some counties are still locked in civil conflict, others are beginning to see the
payoff to sound economic management.

But Africa has a long way to go. Performance falls short of levels needed to
substantially reduce poverty as well as furthering peace.

Policy improvements need to be sustained to reduce perceptions of high risk
that deter savings and investments. Reforms need to be deepened to include
“second generation” issues including those that strengthen social cohesion.

Current developments in East and South Asia show just how vital is a sound
regulatory role for the state.

Economic performance in Sub-Saharan Africa (SSA) has improved markedly
since 1993 (Figure I).

In 1994-96 the average country grew at 3.5%. Thirty seven countries out of 48
saw income per head increase in 1996, a major achievement. Exports have expanded
roughly twice as fast as GDP in recent years. Preliminary estimates for 1997 suggest that
growth of the average country will be close to 4.5 percent, despite a slowdown in
agriculture as a result of localized drought. Improved performance has been accompanied
by lower fiscal deficits and inflation.

Performance within the region has shown divergent trends -- but it is clear
that African economies respond to social stability and sound policies.

The growth of countries in the top third of policy performers (as judged by the
Bank’s 1997 ratings) averaged 5.2% in 1994-96 while those in the lowest third grew at
only 2.2%. Countries that maintained social stability, macroeconomic stability and
efficient resource allocation have been growing far more rapidly than those that have not
(Figure 2). Foreign direct investment has increased though less rapidly than in some
other regions (Figure 3). Net private capital inflows (which include foreign direct
investment, portfolio investment, commercial bank lending and other private capital flows)
are estimated to have risen from $5 billion in 1994 to $12 billion in 1996. Interest in
Africa as a place to invest in has been rising.

Alan Gelb, AFTMI, x37667. January 15, 1998
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This positive assessment needs to be put in perspective. SSA has a very long
way to go.

With population growth close to 3%, income per head has increased at barely 1%
per year in SSA as a whole over the last four years. In 1997 some 20 countries still had
income levels lower than in 1990. Economic performance is severely affected by civil
strife or discord in some eight countries. Poverty is a major cause of civil strife.

FDI is still heavily concentrated in oil and gold exporting countries which account
for 62% of the total (Figure 4). Current account deficits averaged 8.4% of GDP in 1994-
96 and, in contrast to those of fast-growing regions, were mostly financed by concessional
aid rather than private capital. This implies that countries have been able to fund only
about two thirds of their investment themselves.

On average, growth still falls short of the level (about 5.5%) needed for the
absolute number of poor to decline, and the projected growth rate of 4.1% (Global
Economic Prospects 1997) would result in regional income per head in 2006 still 5%
lower than in 1974.

There are also concerns over the quality and inclusiveness of growth in some
countries. In Angola, for example, oil-led growth at about 8% has not translated into
higher resource allocation for basic services or a higher living standard for the population
at large.

Prospects for maintaining and accelerating growth are, however, better than
in the past. Effective African leadership is essential.

Recent experience has demonstrated to scholars and policy-makers alike that the
fortunes of Africa’s economies can be turned around, and that the keys to success are
largely in the hands of African governments themselves. There is now far more consensus
on what needs to be done, and more ownership.

Further, while there is always risk of policy reversals, some of the structural
reforms that have been implemented, such as privatizations and liquidations of loss-making
entities, will be hard to reverse.

Increasing growth will require both raising investment levels and increasing
the efficiency with which resources are used. Recent experience in SSA suggests
that sound policies, sustained over a period of time, are essential in reaching these
objectives--but that they are achievable.

While investment levels have risen slightly in SSA, their current levels of 19-20%
of GDP are lower than those of South Asia (23%) or East Asia (29%). Moreover, the
productivity of investment (as measured by the incremental output/capital ratio or IOCR)
has been below that of East Asia and well below that of South Asia (Table 1). The

Alan Gelb, AFTMI, x37667. January 15, 1998
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productivity of labor, and that of all factors together (total factor productivity) have
stagnated in Africa over the last 25 years, in contrast to a steady increase in rapidly
growing regions.

The top third of the policy performers in SSA have both sustained the highest
investment levels and the highest IOCRs. Their performance on these counts has
approached the average levels of East and South Asia in the last few years.

Maintaining growth and reducing poverty requires consistent management
that strengthens expectations of a sound economic environment. Reforms now need
to be “locked in” and deepened to include “second generation” issues.

The leading countries in SSA have now passed through the first stages of
macroeconomic stabilization and structural reforms. These need to be sustained while
reforms address “second generation” reform issues. The latter now include reshaping the
role of the state and improving its capacity to manage public resources, to deliver essential
social services and infrastructure to the broad population and to create an a safe and
attractive environment for private savings, investment and business activities. Affica
needs “centers of economic excellence”. It is up to the countries themselves to show the
way.

Current developments in East and South Asia show just how vital is a sound
regulatory role for the state.

The impact of the Asian crisis may be felt in the form of lower global growth and
greater competition in some export markets with producers in countries with newly-
devalued currencies. Few African countries are deeply integrated into world capital
markets, and this will limit the scope of direct contagion effects. But Asia has important
lessons for Africa. It shows the need to avoid overvalued exchange rates and excessive
reliance on short-term capital inflows. It also demonstrates how important it is for
countries to ensure sound financial infrastructure as they liberalize their economies and
move towards the global economy. Strengthening weak financial sectors is now a high -

priority.

Alan Gelb, AFTMI, x37667. January 15, 1998



Averages

Country group 1972-93/1994-96
SSA: Simple average - 0.95 1.44
SSA: weighted average N - 0.53 0.97
Other developing: Simple average 7 0.94 244

Other developing: SSA weighted average 1 0.46 | 1.82

Figure 3: FDI Flows to Sub-Saharan Africa And Other Developing Countries,
1972-93 & 1994-96
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Figure 4
Sub-Saharan Africa: Share of Foreign Direct Investment 1994-96
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Figure 1:Growth and Performance

(Simple country averages)
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Figure 2: Accounting for Growth
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Sub-Saharan Africa: Comparative Economic Performance 1/

Table 1

( Unweighted country averages)

Annual GDP Growth (%) E Annual Inflation (%) *
Country Group 1980-93 1994-96 1957 HCountry Group 1980-93 1994-96 1597
Sub-Saharan Africa 2.7 3.5 4.4 §8ub-8aharan Africa 17.5 18.6 9.2
Top-third perfarmers 3.5 82 4.9 Top-third performers 19.1 13.0 10.0
Middie-third performers 2.4 3.0 4.6 Middle-third performers 18.0 19.3 54
Bottom-third perfarmers 2.0 22 4.0 Bottem-third performers 14.1 242 12.9
LAC 28 341 LAC 82.7 263
East Asia 4.4 55 East Asia 7.4 5.8
South Asia 5.8 8.5 South Asia 12.0 8.1
| : |
Annual Exports Growth (%) Annual Investment/GDP (%)
Country Group 1980-33 1994-36 1997 Country Group 1980-93 1994-96 1897
Sub-Saharan Africa 2.7 8.3 8.0 Sub-Saharan Africa 20.0 18.0 19.6
Taop-third performers 3.2 9.4 5.4 Top-third performers 21.0 20.0 203
Middle-third performers 1.6 4.3 11.7 Micdle-third performers 18.7 18.9 20.8
Bottom-third performers 32 4.6 10.3 Bottom-third performers 20.0 1T 17.1
LAC 4.4 T HLAC 20.5 19.1
East Asia 8.7 8.9 East Asia 251 29.3
South Asia 8.1 13.0 South Asia 225 23.4
IOCR ™ Current Account Deficit/GDP (%) ™
Country Group 1980-35 | Country Graup 1380-93 1994-36 1997
Sub-Saharan Africa 0.11 i Sub-Saharan Africa -7.4 2.4 5.8
Tap-third performers 0.16 | Top-third performers -3.9 4.7 4.8
Middle-third performers 0.10 | Middle-third performers -7.7 -11.3 -9.8
Bottom-third performers 006 | Bottom-third performers -11.1 -3.5 -5.8
|
LAC 0.10 ‘ ErLﬂt(‘: 78 -5.6
East Asia 0.18 HEast Asia 6.6 4.4
= i
South Asia | 021 | HSouth Asia 5.0 4.3
| : H

Nates: 1/ Except for Annual Inflation, Data for nan-African regions und

* Change in consumer price index.
** Incremental Output-Capital Ratio.
*=* Excluding net official transfers.

er the head "1994-36" relate to 1554-55.
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AFRICA CAN COMPETE!

AFRAMEWORKFOR
WORLD BANK GROUP SUPPORT FOR
PRIVATE SECTOR DEVELOPMENT
IN SUB-SAHARAN AFRICA

L. INTRODUCTION

As the world moves into the twenty-first century, the consensus is greater than ever that
markets, private initiative and integration into the global marketplace are the cornerstones of
economic success. Andforallthcgloomthatcharacheﬁmpopu]nrandmediapcmepﬁonsof
Aﬁ-ica,overthepastdecademmywunuiesontheAﬁimnmnﬁnemhavemkcnimpommmeps
to make it easier to participate in a globalized world economy. The challenge for the World
BankGroup(WBG)ishowbesttompponthispmmsandhelpmsmethateommimdAﬁican
countries achieve accelerated development as the fruit of their efforts. The framework presented
hcre,whichisbasedonextcnsiveanalyticalwoﬂ:anddiscussionswithintheWBGandwiththe
private sector, aims to meet this challenge.

The basic objective is to help African countries foster private sector development (PSD),
which is critical for economic development. Some countries are on the threshold of sustainable
growth: in 1996 continent-wide GNP growth averaged 5 percent and foreign investment in
Africa bounced back from zero in 1993 to about US$12 billion in 1996. In addition,
privatization and concessioning to private firms are gaining momentum. Yet fragilities remain.
Some governments continue to pursue erratic macroeconomic policies and to impose
microeconomic controls which block the functioning of markets. Even where major reform has
taken place, many private firms continue to perceive the risks of doing business in Africa to be
high and consequently refrain from investing. The indigenous private sector in many African
countries remains underdeveloped. For these reasons, even countries which have pursued
reforms have enjoyed only a limited supply response. Building on the 1995 Bank report Private
Sector Development in Low-income Countries, the present framework is intended to spur action
to overcome these obstacles. 0w

With the above fundamental purpose, this framework is designed to enable the re-
organized WBG—including the Bank (IBRD and IDA), IFC, MIGA, FIAS and EDI-to promote
and support PSD in Africa more effectively,” and also to build understanding among staff as to

o Each of these institutions has separately detailed a strategy for its operations in sub-Saharan Africa within
the context of this framework. .
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how we can enhance the effectiveness of our PSD work. The framework should help attain this

objective in three distinct ways:

e It advocates greater organization of PSD country work around tangible (concrete, visible)
initiatives not as a substitute for broader policy and institutional reform but as an “entry
point” from which systematic constraints can be identified and reform initiatives can be
undertaken as logical and necessary corollaries; :

e It provides a basis for preparing strategies of assistance for PSD at the country level that
better suit the circumstances of individual countries; and

® IthighlightsthesetofcorecommtenciesneededwithintthBGtodealwithPSDissuwin
Africa.

IL. TAKING STOCK: THE BUILDING BLOCKS OF PSD IN AFRICA

The challenge of PSD is multifaceted. Successful PSD in Africa depends on the
following four facets:

e Sound economic incentives and functioning physical infrastructure;

e Sound institutional underpinnings of markets;

Private firms willing and able o respond to market opportunities; and

Robustﬁmncialsyswmsandwmstoboﬂ:short-andlong-termﬁmnoe.

Formorethanadecade,theWorldBaﬂkhasplwedmostemphasisoneconomicand
infrastructural foundations. While recognizing their importance, this framework puts equal
anphasisonmbﬂiﬁngthce:qmﬁsemdbohhhelps&mg&mmeothuthrwfaoﬂsmd—as
oﬁinedinSecﬁonm—todeploy&emthmughappmpﬁm“muypoints"soastocapnn'ethe
potential synergies of PSD.

Securing the economic and infrastructural foundations

Successful development experiences over recent decades consistently confirm that a sound
mmmmm“n-ﬁmﬁmgpwwhhmmmmmﬁﬂfmpdvm
sector-led growth. YethmmyAﬁimmmuiestheeconomichceﬁmmdinﬁasthmlfoundaﬁom
nwdedmeSmemk;whmeimﬁmboﬁofﬂi&mhcking,hmaynmbewmﬂlmdingmuch
effort on a broader PSD agenda. ;
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Thus, to provide an appropriate economic incentive environment, the goal of
macroeconomic stability together with liberalized markets for trade and investment will continue
1o be a central platform of WBG assistance strategies for African countries. And dealing with the
infrastructural constraints (power, water, telecommunications, roads, rail, ports) that hamper
business activity will continue to need priority in government and WBG programs.

An approach which focuses principally on these foundations presumes too much,
however: it suffers from the “get the prices right and all will be well” syndrome—an unrealistic
viewthﬂputﬁngbeﬁcrﬁmdmcnﬁlsinphceuﬁﬂsuﬂiceWhiﬁﬂemdsusﬂineconomic
growth. Key assumptions of this approach have proved inadequate for many African countries
(and countries elsewhere), as can be seen from the following examples.

e The institutional foundations of private markets are adequate and, hence, with “distortions”
removed, growth will accelerate. In practice, building market-friendly institutions has proved
a formidable task, both in Africa and worldwide.

e The public sector could provide the requisite physical infrastructure reasonably efficiently
and effectively. In practice, in many African countries public institutions have become so
dysfunctional (and public resources so scarce) that they are incapable of providing
infrastructure. Asexaminedﬁmherhelow,newappmachwthatwinfostcrincreasedpﬁvm
participation in infrastructure are needed. ‘

° PrivatcﬁrmsinAﬁicaareweﬂposiﬁonedmrespondrapidlyandeﬁciemlywnewmarket-
based incentives. This is far from the case: most enterprises lack the management and
technical capabilities required for production and market in a competitive environment.

o The flow of financial resources to the private sector would be unimpeded. In practice,
inefficient public enterprises and privileged firms have cornered a large part of the resources,
crowding out the private sector. Weak financial systems have meant low local savings
mobilization and lack of funding for the more dynamic parts of the economies.

While the framework described here recognizes that workable economic incentives and
infrastructure are necessary for PSD, it goes beyond these foundations and focuses explicitly on
how to actively foster private sector growth by strengthening the institutional underpinnings of
markcts,buﬂdingbusinesscapacity,mddevelopingmbustﬁmncialsymms.

Focusing on institutions: strengthening the institutional underpinnings of markets

. Markets cannot develop unless an adequate foundation of institutional infrastructure--
including property rights and the rule of law—is in place. Such a foundation encompasses
protection from theft and violence; fair and predictable mechanisms for resolving private
ﬁmm;wgﬂmowmwhmimsfmbdmchgpﬁvmandm&mmm;pmwcﬁonﬁom
arbitrary actions by public officials; and provision of business services. Although collective
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private institutions can be important, in most countries government plays a central role in
underpinning each of these institutional foundations.

Public institutions influence private performance via their impact on non-commercial
risk, and on transactions costs (associated with dysfunctional institutuional and regulatory
arrangements) and the cost of doing business (associated with the high costs of inefficient )
infrastructure). Where public institutions are weak—and the risks of arbitrary political action are
commensurately high—the private sector will limit its investment to quick turnaround activities.
Well-functioning public institutions can help reduce risk, and thereby help foster investment, by:

e Imparting confidence that the policy regime-will remain stable over time by maintaining both
predictable economic policies and social legitimacy;

e Defining the rules of the game for public-private interactions in ways that restrain arbitrary
action by public officials; and

e Providing a judicial framework for monitoring and enforcing private-to-private contracts,
often as a complement to private mechanisms for conflict resolution.

Where public institutions enmesh firms with much red tape, the transactions costs of
doingbusinmswﬂlbehigh,productionwiﬂbelmoompeﬁtiveglobally,andﬁrmswillreﬁ'ain
from initiating non-routine activities. Corruption is also enhanced. Public institutions that
function well can reduce transactions costs by:

® Ensmingﬁﬂﬁenﬂesforpubﬁ&ﬁﬁvﬂehtmcﬁommdformfordngpﬂvﬂcmmdo
not impose cumbersome bureaucratic demands on firms and that they therefore keep
regulatory red-tape to a minimum;

e Increasing transparency and thus reducing the scope for corruption; and

° Acﬁvelyworkingtoimprovcthcopcraﬁonofmarkéts, including the flow of market

Unhappily, as the 1997 World Development Report has shown, many states—including
many in Africa—fail to reduce risk and transactions costs. In some countries the bureaucratic
hand raises the transactions costs of doing business even as the risks associated with arbitrary
government action are low. In other countries the risks are high because power is concentrated in
the hands of an unpredictable leadership; but once the leadership gives its support, transactions
. costs are low because bureaucracy is swept aside. Still other countries suffer the worst of both
worlds: authority is fragmented and decision-making is arbitrary among both bureaucrats and
political leaders, so that wealth-creating entrepreneurial initiative and investment cannot proceed-
-a situation that exists in a number of African countries. The high level of corruption in many
African countries is a symptom of these dysfunctional state institutions. Bureaucratic overload

4
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fuels corruption as firms pay their way through the inevitable red-tape. Arbitrariness fuels
corruption as firms bribe officials and politicians in an effort to tilt discretionary decision-making
in their favor. Indeed, the challenges of strengthening the institutional underpinnings of PSD and
of fighting corruption are one and the same: 10 refocus public institutions away from heavy-
handed (and often corrupt) controls and toward an approach that aids and supports PSD.

The WBG has at ts disposal four sets of tools that can help refocus public institutions 5o
that they become supportive of PSD: _

e Tools for rolling back overextended governments;

o Tools for strengthening the legal, regulatory and judicial underpinnings of the business
environment;

e Tools for transforming publicperoepﬁonsandenhancingthclegiﬁmacy of the role of the
private sector in the development process; and
e Tools for mitigating risk.

Deploying these tools—determining the priorities and how they should be implemented—
must be tailored to the specific circumstances of individual countries. Box 1 shows how these
four sets of tools might most effectively be made responsive to the four categories of institutional
conditions prevailing across African countries. The discussion which follows elaborates options
for strategically deploying each set of tools.

Box 1: Matching PSD tools with country institutional environments

F
TOOL SETS FOg_STRENGTHENlNG INSTITUTIONS
Rollback Strengthen legal, | Transform Mitigate risk
PROFILE OF overextended Jjudicial and domestic
INSTITUTIONAL governments regulatory perceptions
ENVIRONMENT underpinnings
Excessive bureaucracy ses - @ .
——E - 1 -l 3 r . .
(and associated non- . sos Ll ' ese
commercial risk)
and high non-commercial o ® wRG e
risk
Benign business »s ®
environment g

##% = highest priority; ** = moderate priority; * = include on agenda, if feasible
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(i) Rolling back overextended governmenis

Figure 1 summarizes the array of tools available to the WBG to help roll back
overextended governments. Reform priorities focus on:

e Public enterprise reform, including exposure to competition through removing monopoly
rights, adopting private sector best practices for corporate governance, and undertaking
appropriate business restructuring; »

e Privatization, through transparent procedures;

£ Pﬂvﬂepmﬁdpaﬁonmmﬁnsmmmwhichnecﬁsarymﬁasuucmdmlopmmﬂe
managed by and partly financed by the private sector;
e Deregulation, to remove restrictions on market operations (for example, price controls,

import quotes and other types of rationing and forced allocation, cumbersome tax regimes);
and . .

° Insﬁmﬁonalcapacitybuﬂdingmshmpenﬂ:efocusmdsldﬂsofﬂ:epubﬁcseaorm
efficiently carry out its tasks in the reformed environment.

Figure 1 : Rolling back overextended governments
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The significant impact of enterprise reform and privatization is the reduction of budget
outlays on public enterprises and the stoppage of leakages from the banking system. This in turn
creates the necessary fiscal space for targeted public expenditure, especially in the social sectors,
and for decreased rationing of bank credit to the private sector.

Public enterprise reform, privatization and deregulation have long been part of the
WBG’s arsenal of economic reforms and we have learned much about deploying them more
effectively. An important lesson has been the virtue of investing early in the process of reform in
order to learn about the specific ways in which dysfunctional public policies and institutions
contribute to arbitrariness and high transactions costs in individual countries. Surveys of firms—
for example the surveys undertaken by the Regional Program on Enterprise Development in
Africa (RPED), or those conducted as part of private sector assessments—are a useful tool for
identifying policies and institutions that constrain firms, and should thus become priorities for
reform. :

(ii) Strengthening legal, regulatory and judicial underpinnings

InsomeAﬁicancounﬁi&sthclegacytobeovercomemaybeless a problem of
overextended government but more a question of a tendency toward arbitrariness on the part of
political leaders and other public officials. To be sure, deregulation and privatization help reduce
ﬁﬁsmbiﬂmy&ndmcybyremoﬁngsomekcymmofdismﬁomau&oﬂwﬁommehmds
of public officials. Yet, despite the overlap, arbitrariness differs from problems associated with
an excess ofgovemmentandinsomewaysismoredeep-seated.

political leaders and public officials accountable for their actions, and for restraining the corrupt
use of their authority, may be weak. Political change, constitutional reform, and civil service
reform may be the key remedies to these problems (although the former two are outside the
scope of the agenda of WBG). But, as Box 1 suggests, regulatory and legal reform (as distinct
from deregulation), and risk mitigation can also help.

FigureZsmnmaﬁzesmearmyoftoolsthatﬂerBGcancmploywpromomlegal,
regulatory and judicial reform. 'Ihesetoolsspanacontinmnnﬁpmthesimplest(forexample,
assetmgisn'ies),mﬂzclesssimpleﬂmdﬁﬂing,mdmumﬁmﬁonofmovubhpmpmy),to
the highly complex (for example, protection of intellectual property, participatory approaches to
regulation, consumer protection and antitrust). The specific elements of a reform package are
likelytobequitedivergentacrosswmn'ies. In some African countries the immediate challenge
istoensmethatthebasiclegalandjudicialmdiment_sminplaoe. In other countries more
complex regulatory challenges may already be on the agenda.
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Figure 2: Strengthening legal, regulatory and judicial underpinnings

IFC__ MIGA FiAS- ] EDI

Much has been done to strengthen the legal and regulatory systems in a number of
African countries, particularly with regard to those components involving the liberalization of
trade and investment. A key lesson emerging from the WBG’s work in these areas is that
focusing solely on the specific substantive content of regulation (the details of good law, the
economic analysis of its consequences) is not enough. It is important to examine the following
more broadly: '

e The rules of the regulatory process (fostering transparency, reducing the scope for |
discretionary decision-making by regulators, and providing for regulatory independence from
political interference);

o The judicial and other mechanisms for monitoring and enforcing regulation and contracts
more broadly; and - ’

o The extent to which there exist private stakeholders with a stake in a well-functioning legal

Recognizing these broader considerations increases the strategic options for legal,
regulatory and judicial reform. One approach is to focus on the supply side—working directly
with governments to prepare good laws and regulations, and directly with regulatory agencies
and judiciaries to build their capabilitics. Mechanisms to deal with corruption also need to be
addressed. In some settings these technocratic inputs are adequate to achieve the desired goals.
In other settings, however, the root of regulatory, legal and judicial dysfunction may lie not in
technocratic shortfalls on the supply side, but in a lack of organizational incentive and political
will to proceed.
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A demand-side approach recognizes that it cannot be taken for granted that governments
will automatically promulgate (and that judiciaries and regulatory agencies will monitor and
enforce) good laws and regulations. On the contrary, since the purpose of legal and regulatory
change is often to restrain the arbitrary use of public authority, the strong support of non-
governmental actors may be needed to ensure the passage of reform. For this reason, it may
often be more effective to “piggyback” broader judicial reforms on specific initiatives—the titling
of urban land, for example—which can move forward on the basis of strong support from

: Boththedemandsideandsupplysideapproachesaimtobuildcapabilily, A third option
is to “match role and capability” — to recognize, and work within the constraints of, institutional
shortcomings. As one example, if the judicial system is cumbersome and unreliable, focus on

' complementary, parallel mechanisms such as credit information bureaus or standards
certification agencies that support private transactions. Alternatively, if judicial enforcement
remains crucial—as in the legal and regulatory arrangements that underpin private participation in
infrastructure and utilities—countries may fare better with simple, precisely specified rules that
offer limited scope for regulatory and judicial discretion and are enforced offshore.

Itisimpommwkeepinmindﬂ:atSMemwhanismsfurmfomingmmmsmdpmpaw
ﬁghtsareoﬁenoosﬂyandimpracﬁcalforpﬁvatcﬁnnstomilize. As a consequence, even where
publicimstituﬁonsmwelldeveloped,p:ivaﬁemechanismscanplayanhnpomntroleinreducing_
" transactions costs and facilitating economic activity.

Many business transactions can be self-policing. In any situation in which repeated
transactions occur, welching on commitments could tarnish a businessperson’s reputation, '
putting future transactions, and profits in jeopardy. Good business conduct is thus encouraged
by“pﬁvﬂe”memsaswommicpmﬁmpmishchmbywimholdingthekownfavom—
business, money or cooperation. Business associations and other social networks strengthen
these private reputation mechanisms.

Gmdbusinmconductisalsoencomgeiandtansacﬁonscostsmmduﬂbythe
_ pmseneeofmanyprivateu-ansacﬁonservioeprovidmwoﬂdngforafee. Accountants, lawyers
mdhvesmmbankﬁseunfeslugelybypmﬁdinggomds,fmmhawmhvmmsmd
firms in need of capital. Middlemen, such as trade and marketing intermediaries, earn fees by
bﬁdgingﬂien'ustgapbetwemtwoparﬁﬁtoamsacﬁon. Credit bureaus earn their monthly
mhscﬁpﬁonmtcsbygathahgmddissemhaﬁminfomaﬁmmbom%wpuﬁﬁom.
Standards agencies collect certification fees by verifying quality. And employment companies
mueafeesfmsmchingom.smeeningmdoﬁmmonhmingthebehaviorofpmspecﬁve
employees. In principle, WBG programs could include components that would help strengthen

(iii) Transforming domestic perceptions
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A central lesson gained from international experience is that acceptance (if not
unequivocal support) by citizens of the reform agenda is key to sustaining changes in the “rules
of the game” for PSD over the long run. Citizen acceptance requires in turn that PSD programs
10 take into account sensitive domestic political concerns - and that the goals and potential
benefits of the programs are communicated widely. Figure 3 sets out some of the tools currently
used by the WBG in managing domestic perceptions. :

Public perceptions of reforms may be influenced by the impact of these reforms on such
factors as ethnicity, nationality, and social and economic class. When the public perceives pro-
PSD reforms as benefiting only foreigners or the domestic elite, politicians may be reluctant to
support such reforms. One means the WBG could use to address these concerns would be to
advise governments on the design of programs that would take account of the legitimate concerns
of various groups within the population. Such concerns could be addressed principally through
programs that would encourage domestic participants in business activities which do not hinder
efforts to attract desirable foreign investment. This would include designing privatization
programs that would spread ownership broadly across the population—including non-elite groups
that might be excluded when more traditional methods are used. These “broad-based ownership”
methods include collective investment schemes (such as mutual funds), voucher programs and
initial public offerings. In addition to addressing political constraints, these methods create
opportunities for the redistribution of wealth and can also spur capital market development.
However, such programs can be institutionally more demanding to implement than traditional
privatization methods. Support for small-scale industry development would be another principal
means for broadening domestic participation.

Communication is also vital to transforming domestic perceptions. Without an
understanding on the part of citizens, without a continuing flow of information from firms as to
the ways in which government inhibits business activity, and without any explanation from
government as to why specific regulations are removed (some of these regulations sheltered
incumbent firms from competition), reform will bog down in the face of opposition from vested
private, bureaucratic and ideological interests.

In recent years the WBG has been experimenting with a variety of approaches
(consultative forums, and regulatory complaint offices, for example) designed to foster ongoing
public-private dialogue on the objectives, scope and details of reform. Private Sector
Foundations (in Senegal, Ghana and Uganda), Competitiveness Review Commissions (in Céte
d’Tvoire and Cameroon), and simpler networking activities have helped to harmonize the
asﬁviﬁsofdivqsePSDgroupsandfocustheagmdaforpublic—privatedebateinavariety of
African countries. Not only can such efforts as these help build a constituency for reform, but
consultative forums and other dialogue mechanisms provide the civil society with checks and
balances in the activities of public officials, thereby further reinforcing both the credibility of
economic policy and social legitimacy. )

10
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Figure 3: Transforming domestic pei'ceptions

(iv) Mitigating actual and perceived risks

Onccammuyembarksonreform,itmaytakeﬁmebefom'mnﬁdenccgrowsthatthe
newpathofeconomicpolicywillbemaintained. Even if a business venture looks promising,
pﬂvateﬁmsmaywonderwhetherthebusinessenvimnmentwiﬂmmainmpporﬁve. There is
considcmbleeﬁdencethatinA:&icamunnsasweﬂasﬁsksmhighuthaninthcrestofthe
mﬁmd-ﬁisbmaﬁngappo@ﬁ&sforpor&oﬁomvm(wimessmemmof
Africa-oriented funds). Direct investment is rebounding in a few countries, and there are
stirrings of interest in others. At the same time, firms worry about making irreversible
investments, in case the rules of the game should suddenly change: price and taxation
agwemmrsmigm,bewvoked;smwwnedcustomsmigm&ﬂmpay;amgimehosﬁlem

howdomesﬁcmdfmcignhwﬂompuueiwﬁsksmdhowmbeuammageﬂmmmecﬁng
those perceptions. Professionally managed investment promotion is crucial. If the WBG’s
miqucknowledg'eofAﬁ-im‘spmblemsandoppommiﬁescanbebmughttobeareﬂ'ecﬁvelyin
ﬂ:esems,themisconsidmbleswpemhelpmmageﬁsksmdenhmoeconﬁdenceh
investment.

The risks are both perceived and real. Where perceptions are concerned, Africa suffers
ﬁomtheimagefosteredbytheiniemaﬁonalmediaofaconﬁnemdoomedmfaﬂme. -A country’s
rcpmationintheglobalmnrketplacemaybe’shapedbytthroﬁleofAﬁ'icaasawholeasmuch
as by its own track record. Africa’s success stories need to be highlighted. Actions such as the

11
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G7 meetings in Denver, the Corporate Council for Africa summit and the recent West Africa
Enterprise Network (WAEN) trade mission to Asia are helping to put Africa on the map. The
WBG is playing a key role in improving Africa’s image by providing investment and related
information through forums, publications and the internet, and this role will continue more rigorousl
and with greater direction in the future. In this respect, a special focus on the groups of countries that
havehudgoodperformanee—afocusﬁmtwonldcmatemimage for these countries that would separate
them from the “trouble spots” of Africa—could have a high payoff. ' |

Asfarasmdﬁsksmcomed,ﬂxmismdenyingthattheyremainhighinAﬁic&
Here,too,thcWBGcanplayakeyrolebycreaﬁvclyusingthetoolshighlightedinFigure4to
mitigate risk at the project level. These instruments are transitional mechanisms to be used
whmpoﬁﬁcﬂleadushipiswmmiﬁedmmfombmmesmporﬁngmgmmmymvkomemis
weak and thus the risks of arbitrariness are perceived as high. Generally, the IFC will take the
lead through its financial participation in individual transactions. In addition, guarantee
insmmmts(forwhichLﬂGAwilloﬁenbetheleadplaya)canprovidethecomforttoconvert
interest into investment in a broad variety of sectors.

No one understands the risks of doing business in Africa better than Africans themselves.
HmmothachﬂﬂmgcismmcomageAﬁicmswhohavephnedsaﬁngsomsidethekmmm
that it would be worth investing back home. A significant repatriation of capital would make an
enormous difference, both economically and psychologically, to PSD in Affica.

Figure 4: Mitigating risk

¥ Boversign counter guarsniss required.
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- Focusing on firms: building business capacity

Upto this point, the framework has focused on tools intended to improve the business
environment within which firms operate. We now turn to the firms themselves.

In policy discussions on the private sector, the business environment is often viewed as
wholly determining: it shapes the actions that are most profitable, and profit maximizing
entrepreneurs are presumed to respond with appropriate levels of investment. The central policy
concern is to get the environment “right” to induce higher investment rates. The real world is
more complicated. The business environment certainly shapes and influences firm behavior, but
firms have a considerable range of freedom in whether to, or how to, take advantage of the
profitable opportunities placed before them. Indeed, often it is not obvious which strategic and
technological choices open to firms are the best ones. Even in mature markets, firms can choose
among multiple technologies, each with proven viability in the marketplace. More
fundamentally, uncertainty, differences in opinion, and differences in perceptions about feasible
paths are pervasive. In practice, therefore, strategic and technological choices involve a process
that is reactive rather than fully informed, with a good deal of learning through trial and error.
We thus observe an evolutionary process of technology diffusion within industries, with different
firms adopting new technologies at very different paces, and with constant innovation, learning,
and tinkering going on, which, in turn, further changes the efficiency of technologies and
organizational structures. ' _

Rwognizingtheimpoﬂmceofdismﬁonaryﬁmbehavimﬁmdamenmﬂybmadensthe
central policy problem. Even if we were to get prices and institutions “right” and strip away the
bmeaucraticmdtape,wewouldsﬁﬂneedﬁ:mscapableofrmpondingtothenewpmﬁtable
opportunities, of formulating effective strategies, developing efficient organizational structures to
suppoﬂﬁmnews&ategies,mdmeeﬁngtheﬁchnicquﬁmm&ofpmducﬁonmd
marketing. Along with reforming the business environment, it is also necessary to support the
mﬂepmemship,lemﬁngwdmnowﬁmwhichﬁcﬂitNenewiandwhichmakeit
effective. In short, the nature and character of the supply response will depend on both the
investment rate and the learning rate of firms. :

The challenge of developing effective strategies and organizational structures, and
building core technical capabilities, is especially formidable for many firms in Africa, for several
reasons: ; : ,

o To achieve the growth targets necessary to alleviate poverty, much of the burden will fall on
the indigenous business sector. Currently, most African countries lack a “middle class™ of

businesses, which will have to emerge largely through indigenous enterprises, many of which
are now operating at the smaller end of the business spectrum.

13
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® ThcmarketsinwhichAﬁicanﬁmsmaﬁbemIMdbusincssenvimnmmt“{iﬂhavem
compete, and the technologies that they will have to master, are areas in which they have
little experience.

e African economies are not well diversified and are therefore more sensitive to weather and
policy shocks. Thus, the profitability of firm investment decisions is more than normally
uncertain. Inaddiﬁon,itismomdiﬁculttodevisethe“best”busimsstrategiesand
organizational structures. Volatility requires flexibility and, often, a shift away from
specialization, and this can reduce competitiveness.

° ManyinvestorsinAﬁ‘icaarefomedtobé“greenﬁeld”investors,ente:ingbusinesswhercno
ancillary services or other firms exist. Therefore, African investors must build up capabilitie:
in areas which in other countries can be bought in local markets. Greater isolation also
mmsthnAﬁicmﬁmsmnmlikelymbmeﬁtﬁnmlmiug“spmwers”gmatedbythe
proximity of other firms.

e A large part of technology transfer involves uncodified knowledge (rules of thumb), thus

' lemningatechnologyrequirssustainedinm:cﬁonmmmiemed users. Accordingly,
time-consuming efforts must be made by firms to transfer new process and product. In
Aﬁica,thesecoslsoftansferamhighbecmseofﬂ:eregion’sisolaﬁonﬁ'omthemmal
businwsuaﬁcofmppﬁmandbuyws,bwameoftheabsmceofoﬂmm:pmimdm
and because of the policy-imposed difficulties in many countries of bringing in experienced

ThesefeanmofAﬁimwommiespointwtwom.inwhichdhemWBGassistmm
can stimulate private sector dynamism: fostering learning, and attracting “catalytic” investors
(including foreign investors) to provide greater opportunities for business.

(i) Fostering enterprise learning

National education attainment directly affects the operational efficiency of all enterprises
and the task-level efficiency of workers. Thus, WBG support in each country for an appropriate
national education policy, which encompasses vocational and technical training (perhaps
pﬁvatelynm,bmwithcontibuﬁonsﬁompubﬁcﬁmds),isahighpﬁoﬁty. At the firm level,
however, the key element influencing efficiency is an “information rich” learning environment.
Firms learn about new strategies and organizational structures, as well as new process and
product technologies via a variety of mechanisms. These mechanisms are listed in Box 2.

14
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Box 2: Learning mechanisms in technology transfer

Internal External
Private Learning Mechanisms | In-house training Foreign investors
R&D Foreign buyers and suppliers
Hiring expatriates Interaction with other firms (e.g.,
subcontracting) or networks
Courses
Hiring local or foreign consultants
Broad-based High-intensity
Collective Technical Support Cost sharing technical assistance Directtec}uﬁcnlsupporttospedﬁc
Services (NGOs, government, firms
business associations, donors) | Building up local TA services
Training courses (companies or
int Ainries)
Tnf re7p—

haﬂcomti&s,thcleadingsomeeoftechnicalleaminginﬁrmsisviapﬁ%
mwhmisms—ﬂomhmﬂwchnicaleﬁomofﬁmsthemsdves,ﬁomsmm&mwmcﬁons
Mthbuyﬁsmdsuppﬁem,ﬁomimmﬁonsﬁﬂmthmﬁmsmmesameindusuy,mdﬁomthe
hiﬁngofeonsultantsandomertechnicalexperts. When firms cannot meet all their leaming
nwdsmternaﬂy,thereisademmdforwnwﬁwwchnicdmpoﬁserﬁcesﬁomgovmmmn
NGOs and donor agencies. '

SmdiasbytheRPEDhavefomdﬁmPﬁvateasweﬂaspubﬁclemingmechanismsm
~ weak or missing in Africa. EMerpnsetrmnmgschemesarefewandfarbetween,buyersand
supplicrsdothawlmAﬁicaingwatthheavailabﬂityoﬂwﬂexpatmnsﬂmmsis "
vcryﬁmited,andfewforeigninthorsorexperienoedlocalﬁrmsmda Good public or private
businessuainhgsommﬂmquiwﬁmiwimdgovmmemﬂpmnmvicesmdther
nonexistent or are under-financed and poorly managed. The NGOs, business associations and
dommuppoﬁedprogramsmsupponanemﬂseleuningmﬂmﬁmiwialthoughtheym
making a positive contribution where they exist.

Giventherealityﬂ:atcoﬂecﬁveandgovemmeminsﬁunionsinAﬁicamweak,howcan
this void of learning mechanisms be filled? A relatively straightforward task is to remove
mmssmobmlwmlmhg.Aﬁmwmﬁammaﬂommcﬁvengmmwpmcﬁm
-thatinhibitthcﬂowofinformaﬁonandsldllsﬁbmtherest'ofthcwmld. Restrictions on the
recruitment of experienced expatriate personnel; strict conditions governing the terms under
which foreignﬁrmscaninvﬁt;obsmclestotechnology transfer—all are manifestations of
Africa’s overextended governments. As discussed earlier, overextended governments need to be
rolled back and replaced with less costly—and less institutionally demanding—means of fostering
local capability. it '
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A more challenging task is to put in place activist initiatives capable of supporting
enterprise learning even in settings where public institutions are weak. Some new approaches ar
showing promising results in several African countries. As a common starting point, these
approaches recognize that entrepreneurs learn best from the experience of other firms.
Consequently, public money is used to catalyze private-to-private learning, not to deliver training
programs directly. Mauritius, Uganda, South Africa, Zambia and Zimbabwe have each put in
place matching grant programs to foster learning by individual firms. Common features of these

programs include:

e A focus on inducing firms to learn from other firms, by drawing on domestic and
international specialist private management and engineering consulting services, and by
encouraging travel (including participation in trade fairs);

® Somcgl'amsupponﬁomgovmmemmddonom,inmcogniﬁonthmmesodﬂrenmsﬁom
private-to-private learning are greater than the private returns;

e Cost-sharing on a 50:50 basis as a way of ensuring that the supported services genuinely are
demanded by the recipient firms; and

e Appointment for a fixed term of a specialist, internationally recognized, private management
unit to play a central role in managing the scheme—as a way of keeping operations at arm’s
length from government, of helping firms to develop programs that could qualify for support
and of injecting new market knowledge into the domestic environment.

Matching grant schemes developed along these lines are very flexible and potentially car
be used to support a variety of learning mechanisms. In addition to fostering learning at the leve
of individual firms, they can be used to foster collective learning — as in Zimbabwe, where
matching grants are enabling business associations and other groupings to strengthen the
provision of technical and other productivity-enhancing services to their members. Matching
grant schemes can be used to promote R&D activities as in Mauritius and South Africa. And
they can support in-house training of workers.

In recent years, heightened attention has been given in Africa to the types of firms that
respond to new economic opportunities (their size, their ownership). For reasons of both equity
and political economy, there are special advantages to having indigenous, small and medium
enterprises (SMEs) participate strongly in the supply response. To an important extent,
economic structure dictates the amount of SME participation that may be possible. Low incomt
economies typically are characterized by a bifurcated pattern of economic organization, with a
few large firms surrounded by micro-enterprises with few medium firms in between. When
growth takes hold, new opportunities emerge, and gradually the “middle” of the size distributio:
of firms begins to fill in. How quickly this takes place depends not only on the rate but also on
the pattern of growth. As will be explored further below, growth led by, for example,
smallholder cash-crop exports will provide substantially more opportunities for SMEs (initially
in agro-related services, but in time—as learning accumulates—in repair and simple agro-related
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manufacturing, and then in manufacturing more broadly) than growth led by enclave capital-
intensive mining. However, even if the pattern of growth is SME-friendly, the new opportunities
could still be grasped by larger, expatriate enterprises rather than indigenous SMEs.

In theory, activist initiatives can make a key contribution to fostering a more inclusive,
'SME-oriented pattern of participation. Matching grants appear to hold more promise than many
prior initiatives, which have had disappointing results. The Ugandan, Zimbabwean and South
African schemes noted above have been expressly designed to help build capability among small
as well as large firms. And “voucher training” schemes (another form of matching grant) can '
also be developed to provide a vehicle for technical upgrading even for the smallest enterprises.
Inc:easedpre-andpost-ﬁnancingmanagemems@poﬂofIFCto SMEs of the type provided by
APDF, ESSA and AMSCO will also be important in this respect, with the objective of offering
clients an integrated package of financial and advisory services at each stage of the project cycle,
ranging from the preparation of business plans (APDF) to the provision of term and working
capital finance (IFC and/or local financial institutions) to management, production, marketing
and MIS support (AMSCO and ESSA). Often, IFC’s support has helped develop an industry
fromscratchthmughpmvidingnecwsmyﬁnaminganddemonsuaﬁoneﬁ'ects, such as was the
case in the development of the horticulture industry in Uganda. Figure 5 highlights various
policies for fostering learning.

Figure 5: Fostering learning

4. enterprise matchmaking

{C. Task Level Efficlency of Workers
1. tachnical and voostional schemes
2. in-house fraining
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(ii) Attracting foreign private investment

Attracting new private investors is vital, both to raise the aggregate rate of investment and
to inject new information on technological changes and global opportunities into African
countries.

As has been emphasized, the major causes of low foreign private investment in Africa lie
in the weaknesses in the economic and infrastructural foundations and in the public institutions.
Policy-induced distortions in factor and product markets have reduced or misdirected incentives
to invest; heavy government regulation has constrained investment opportunities; policy
" uncertainty has increased investment risks; inadequate or weak public institutions have reduced
the ability to enforce contracts and raised transaction costs; lack of financial depth coupled with
heavy government use of domestic credit has left little available for private borrowers wishing to
invest; and lack of good public infrastructure and public services have deterred foreign
investment in many countries. For the most part, the measures needed to attract new investment
thus comprise the building blocks described earlier in this chapter rather than tailor-made new
programs. Nevertheless, each of the constituent parts of the WBG has a valuable direct role in
attracting investment into Africa (see also Figure 6):

e IFC directly supportsinvmﬂnentthmughitspmﬁcipaﬁonasanequityanddebtﬁnancierin
new private investment projects and through providing guarantees and risk management
products.

e FIAS and the Bank/IFC have been active in helping governments to develop appropriate
foreign investment strategies by undertaking diagnostic reviews of the policy and regulatory
environment influencing foreign investment.

e MIGA, in addition to its guarantee activities which support investments in new private
sponsored projects, has been active in helping investment promotion agencies throughout
Africa to upgrade their efforts to “market their country” to the international business
community and to bring opportunities in Africa to the attention of investors.

e The World Bank, IFC and MIGA continue to support the establishment of new, generally
pﬁvmlydewlommﬁsuiﬂmhmmuwswhmascucityofappmmimbusmcss
premises constrains new investors (for example, in Ghana and Namibia). Foreign investors
must be able to obtain raw materials at world prices and to experience few hassles in
acquiring factory sites and critical inputs such as electricity and water. Where this cannot be
achieved on an economy-wide basis, establishing dedicated export processing zones
continues to be a useful initial step.

e The WBG has been active in participating in investor conferences and workshops and

disseminating information on opportunities in Africa through the internet (particularly
MIGA's IPAnet) and other media.
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Figure 6: Attracting foreign investment

With regard to attracting new investment into Africa, it is important to keep in mind that
one of the most important contributions of the World Bank will continue to be its ongoing work
on policy and institutional reform coupled with its increasingly public profile in building on
reform successes to project a more positive global image for Affica.

Focusing on robust financial systems: financing the private sector

Ashasbeenpoinredmn.gimthchckofskiﬂgthepmrinsﬁunionalmdmgtﬂawry
capacity, and the pernicious links between financial and public enterprises, building effective
financial systems in African countries will take time. Completing the agenda of policy reform--
m1udingraﬁonﬂiﬁngmtaestm:poﬁcymdmmhgdimwdaeditmdthcmxaﬁmof
financial intermediation—will be critical in this respect, as will establishing a solid foundation of
financial infrastructure (namely, sound and efficient payment and accounting, auditing and
supervision systems). Thegmaterchallenge,however,istomsn'ucunethcbanldngsystemsin-
mysﬁﬂmimmheﬁwmmmwmaym,mduwﬁem:eﬁhmdofmnﬁnguises,mddwelop
sound and competitive banking and non-banking systems that provide basic services—particularly
saf:mdsecmesaﬁngs,uﬁablepaymmtssysms,mdwmﬁngcaphalﬁnme—toﬂm :
population in both urban and rural areas. The development of capital markets and non-bank
ﬁnmcidmsﬁmﬁommimprowacoesswtamﬁnmuwiﬂmedwbeaddressedhmismnm

In all member countries, WBG involvement will focus on these fundamentals (see Figure
ﬂ,mmblymﬂnmciﬂpoﬁcismdinﬁnsuucmmdthehealthofbmks. Special emphasis will
be placed on capacity building. Strategies to develop and better integrate rural and informal-
markets will be pursued through microfinance pilots. More sophisticated elements in financial
sysmms,suchuthedevdopmmtofsecmiﬁesmmkm,mﬁnmeemdﬁqmdity,'winbe
undertaken where appropriate.
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TthBGalsohasaroletoplayinbridgingthelargegapbetweenlocalsavingsand
investment requirements through financing or guarantees to private sector projects, local and
foreign. In direct company financing, IFC will take the lead with the Bank and MIGA
intervening in situations where mitigation of risk through guarantees is key to carrying out
projects.

Because of their importance, separate and more detailed strategies have been prepared for
WBG support to the financial and micro/rural finance sectors (see 4 Framework for World Bank
Group Support for the Financial Sector in Sub-Saharan Africa, and A Framework for World
Bank Group Support for Micro, SME and. Rural Finance in Sub-Saharan Africa).

Figure 7: Financing the pr'ivaté sector

Bank IFC

III: ENTRY POINTS: CAPTURING THE SYNERGIES AND MOBILIZING
WBG COMPETENCIES '

Theprevioussecﬁonhigh]ighwdthcpﬁoritymolsforfosteﬁngPSD. Virtually all of
thesetoolshavealreadybeendeployedinWBGworkonPSDinAﬁ'ica,yettheremﬂishavebee:
uneven. What seems to have been missing is a recognition that PSD is a cumulative process and,
consequmﬂy,thatiniﬁaﬁvestopmmotePSDennbemmuaﬂyreinforcing. Synergies among the
sets of tools have often been absent. ;
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PSD as a cumulative process

Successful PSD is characterized by two sets of synergies: the first set results from the interplay
between private economic activity and the development of institutions; the second set plays out wholly

within the real economy itself.

Private dynamism and institution building: the virtuous spiral. While state action and
market-oriented PSD often have been perceived as in conflict, it is increasingly apparent that
states and markets are complements. States provide the foundation of institutions on which
markets and private activity are built. And private, profit-seeking firms create the wealth--and
hence the fiscal resources—that governments need to perform the social functions entrusted to
them.

These complementarities are mutually reinforcing: stronger performance on one side
creates pressures for performance to improve on the other side. As private entrepreneurs seeking
wmmpacmmemmaﬁonﬂmkemhummeupagainmweaknessesmmedomesﬁcbusimss
environment (perhaps a judiciary incapable of enforcing contracts, perhaps regulatory and
infrastructural obstacles to the smooth flow of imports and exports), they are likely to lobby for
reform. Correspondingly, as the legal and regulatory environment becomes stronger, the
churacteroftheprivatesectorislikclytoevolveby“crowdingin”ﬁrmsseekingtoproﬁtby
creating wealth, and “crowding out” firms that thrive on opportunistic, rent-seeking activities.

Asthefoﬂoudngdiagmnﬂus&ﬂe&thischmaderofstﬂesmdmukechhelpfostma
mussphd—acumulaﬁve,mmﬂymmfomingpmcessofpﬁvatcsecmrdwdopment The
impetus for this virtuous spiral can come from public action. In Uganda, for example, a new
govcmmentundcrtheleadershiponoweriMusevenLcameimopowerinthelate19803
committed to rule-based public institutions as a comerstone of development. This renewed
wmnﬁmmtwﬂlenﬂeofhwmcomagedpﬁvmmams(predomjmﬂyASian)whohad
earlier been forced to leave the country to make new investments. The resulting average:
economicgrowthsince'l985ofdmostGperemtperamumhns,inunn,beguntogencratethe
resources needed for systematic civil service reform. And these reforms, in turn, have deepened
tothepointwhereamwwaveofpﬂmeintemaﬁonalplaycrsisconsideﬁngUgandaapmmising
site for investment.

Enbsnsed private Suveager institetionsl
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Another source of impetus might come from private investors moving to exploit some

* potentially profitable natural resource opportunity. Such investments can set in motion both a
spiral of new opportunities for local private entrepreneurs (for example, as input suppliers, or as
providers of goods and services to workers in the new venture and their families) and, if
governments are receptive, an ongoing train of public sector reforms. As examined later,
examples here might include copper and cotton in Zambia or the Democratic Republic of Congo,
or natural gas in Mozambique.

InfosteringPSDinAﬁica,theoentralchallengefortheWBGistoidenﬁfyand
implement interventions that can initiate and sustain this virtuous spiral. As discussed below,
creative use of “entry points” can be a vehicle for capturing these synergies.

Inducing and induced linkages. Linkages—the second cumulative process highlighted
here—have a long pedigree in development economics, dating back almost 50 years to the debate
over “balanced” versus “unbalanced” growth. Implicit in the “unbalanced” approach to growth
wasarecogniﬁmthﬂﬂ:epmcﬁswhmbyﬁmsbuﬂdcapahﬂhy,mjobsmdsusmin
economic growth is a cumulative one. Pioneer firms identify and penetrate new export or
domestic markets at home, setting in motion a train of induced responses. Follower firms copy
the lead of the pioneers. Other firms enter into the business of supplying inputs to the pioneers.
Yet others experiment with ways of using their outputs. Gains in employment and earnings
stimulate domestic demand and create yet another round of opportunities. Traders come onto the
scmelookingforoppommiﬁestopmﬁtﬁ'omthesmgeinbusincssacﬁvityandinthcpmocss
help create linkages to new markets. Meanwhile, the pioneers themselves learn from experience,
pmgmssivdybemmemomadcptinﬂﬁrmbushess,mdmovemmghavﬂucadded
markets and product lines. Throughout, the process depends on actions by government to ensure
that infrastructural bottlenecks do not choke off the benign spiral of development. '

The key to activating these linkages is some initial “inducing” effective demand for the
goods and services local firms are capable of supplying. In an earlier era, the initial inducing
sﬁmulusgenerﬂlycameﬁomawmbinaﬁonochyn&dmpumppﬁmingmdms&icﬁonson
imports. InAﬁ'ica,aselsewhere,thisappmanhfomderedonnmawayﬁscaldeﬁcitsand
sﬁmulusgmaaﬂydcpmdsmminjwﬁmoffomignmhmge—ei&mm.mdimfomign
investment.

How the cumulative process is sustained depends in important part on the extent and
character of the demand generated by the initial inducing response. Enclave, capital-intensive
projects provide few induced opportunities for participation by domestic private firms. By
contrast, an inducing activity generates income for a broad swathe of the population—a key
source of demand for the goods and services produced by small and medium enterprises—and can
be a powerful stimulus for local activities.
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From “tools” to “entry points”

For a decade or longer PSD practitioners have debated the relative virtues of “picking
winners” versus strengthening the enabling environment. By and large, with the failure of
sectorally targeted investment strategies the enabling environment approach has had the better of
the argument. Indeed, each of the tools described earlier (including the “activist” tools, which
work functionally rather than sectorally) comprises specific means for improving the enabling
environment. However, as has been noted, in an economy trapped in a “low-level” equilibrium
these reforms alone may be inadequate to raise the rate of growth.

This section proposes an approach to PSD practice that builds on the basic lesson of the
past decade: that the enabling environment, and not sectorally targeted incentives for
investment, is the key to successful PSD—but that it packages it in a new way. While still
pursuing across-the-board institutional and functional reforms as appropriate, this approach puts
special emphasis on a tangible (concrete, visible) initiative~not as a substitute for policy and
institutional reform, but as an “entry point” from which systemic constraints can be identified
more specifically, and from which less tangible reforms would follow as corollaries.

This approach carries a variety of practical benefits. First, the concreteness of the goal
mﬂesas&ongincenﬁwfwgwmmtsmbmcethePSDagmda,mdmakﬁiteasierfor
govanmenumdefcndtheoomplememarymfomwkageinmsmdermndablemthc
citizenry. Seoond,concretegoalstanslatemuchmorereadﬂyhobmchmaﬂcstomeasm
progressinimplementaﬁonandtosignalwhcntoconﬁnuetoplayandwhentou&thdmw. Third,
itenablesafocusonspeciﬁcsofthebusinﬁsenvironment;wiﬂlgreatcrmﬁonmthedemilsof
doingbusiness,itispossibletogetatthemotofsomeofﬂaedysﬁmcﬁonalityandsystemic
problcmswhichmaynotbemdilyseenatthcmacmlevel. Fourth, by linking investment
projecisandpolicyandinsﬁmﬁonalrefonnpmgrms,theappmachpmvidmafocalpointfor
WBG staff to work together despite widely differing areas of specialization.

Box 3 ﬂlusﬁatesschemaﬁcaﬂythemlnﬁonbetwemenuypnimsandspeciﬁcﬂmcﬁonal
tools. Asthehvo—waynnominBoxﬁndicme,atﬁmesspeciﬁcmolswinbekeymwoking
acﬁﬁtymthechosmdomaimﬂothuﬁmes,ﬂwmuypohtimeﬁvﬁﬂmduce,inammdabom
way,hsﬁunionﬂmothurefmmsinthedomahmdinmﬂyaddmsseddirwﬂybymeml.
Pﬁvatepuﬁcipaﬁonmmﬁasuucm@bushess,mmmcuﬂngmdothawmmmtiﬂmbm
acﬁvhy,exﬂcﬁwindusuie&mdmmimmgoodexamplesofwayshwhichqnemrypoim
approach can energize the PSD reform agenda. These examples are not exclusive but are those
most likely to offer the entry points for reform and active PSD.
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Box 3: The interrelation between tools and entry points

Roll back , Strengthen
govermments judicial

\mm

m /'é é‘;

(i) Private participation in infrastructure (PPI) as an entry point

Throughomﬁ;ewoﬂmthemleofﬂnpﬁvatesecmrininﬁasmmisinmasing. The
1980s witnessed the deregulation and privatization of public service utilities _
(telecommunications, ports, power, rail, water, bridges and tunnels) in the developed world
(United States, Europe). The 1990s has seen a similar pattern in developing countries,
particularly in Latin America and Asia. BOTs, BOOs, privatizations, and other private
mechanisms are growing rapidly. In Africa, the evidence is increasingly clear that governments
cmmlongerﬁnmcememahnzmceuﬂcapiulinvesmmwedmmewmdexpmd
infrastructure networks and indeed have shown themselves to be ineffective owners and
operators of infrastructure. Although until recently only a handful of private investors were
found in African infrastructure, the move toward PP has begun to accelerate. Projects to
privatize infrastructure are under preparation in more than 20 countries across the continent—
across a variety of sectors including telecommunications; power generation, transmission and
distribution; water; roads; rail and ports. Telecommunications has been at the forefront of this;
because of its critical importance to unlocking the potential for information technology as a key
factor in international competitiveness, a separate strategy for WBG involvement in this sector
has been prepared (Annex 1). ‘ | :
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The immediateintercstinPPItcndstocomeﬁomthe specific sector in which a new
initiative is being considered. Ho . PPIs need to fit into a broader sectoral strategy—one that
is explicit as to its investment and performance goals and its market-based sources of revenue,
and as to the delivery goals that are sufficiently important from a development perspective that
they warrant subsidizing (either directly or in the form of a lower bid price). Sector specialists
are best placed to address these issues. However--and this is a basic reason why PPI can be
viewed as an entry point—in addition to sectoral expertise, many of the tools highlighted in Box 3
must be broughttobeaxforPPIstobesucmsﬁ.ﬂ:

e As a form of privatization, PPIs can usefully follow many of the good privatization practices
emergingﬁ'omome:q:ericnmtodatcinothersectors. ) :

. 'I'hcregulatoryandlegalﬁ-ameworkiskcy. Tt defines the rights and obligations of private
' mdpubﬁcpnﬁes—thcrebyredudngthemoamintymnﬁonwdbyapﬁvateparﬁdpmtmd
Mpownﬁaﬂymulﬁngmmommﬁvebidsmd(aslmgasagmmentsmadequatdy
' moniwmdandenfowed)hnprwedsubsequeﬂtperfomanoeﬂomthewmypaspecﬁw.

o Riskmiﬁgnﬁmhs&nmmtsmaybewﬂedfm,insofarasnewhﬁas&ucﬂnﬂinvesunemis
medeibm,mmmuiwwhmsigniﬁmmmmymainsasmthcsumimbﬂityofme
business environment, investment would not be forthcoming from private investors without
the comfort such instruments provide.

e Dealing with malfunctioning finance systems is critical. Without substantial progress on this
front, the successful mobilization of local capital for private infrastructure projects will
remain elusive.

# A-publicinfonnaﬁoncampaignmaybeneededtocreateaconﬁdenoeinPPlasa“win-win”
initiative that serves the national interest.

TheseoondbasickcyreasonwhyPPlisusefuﬂyviewed'asanentrypointisthatitcan
support virtuous cumulative spirals in both the real economy and institutional development.
hveshnmthmascsmpid]ywhmPthslpovmmtheconmintsassocimdwith N
underinvestment as a result of the inability of governments to attract finance. Since PPIs can be '
largeinmlaﬁmmtheovenﬂmnomy,theinmsedinvuuneMcmpmﬁdeasubsmnﬁal
stimulus to growth. (Arelatedbeneﬁtoocmswhmcashpaymetnstogovcmmml.?oeaseﬁscal
constraints.) Further, improvementsininﬁasu-ucun'alquality—expansionincovéragcand
improvements in operating efficiency—can stimulate activity in areas where dysfunctional
infrastructure previously inhibited private initiatives. This is notably the case in
telecommunications and informatics. RecentpﬂvaﬁzationactivityinAﬁ'ieahashighlightedthe
enormous demand by firms for more and better services. Reliable power, telecommunications,
andportsemcescanundcrpmncwmortmmahvesmmmufacumng Expansion of road
networks(mimahssmeannraﬂ)cm_opmupagﬁmﬂmmmwhﬁhmoisolned
smallholder farmers. ' ;
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As for the virtuous spiral on the institutional side, the legal, regulatory and judicial
requirement of PPI can strengthen local awareness of, and commitment to, rule-bound
governance of public-private relations more broadly, buttressing property rights. To be sure, in
the initial stages of a PPI regulation may comprise the limited task of monitoring and enforcing
the terms of a highly detailed concession agreement. Indeed, arbitration of disputes typically wi
itself be handled offshore (or jointly by a panel of national and international arbitrators). But
even these limited tasks can play a powerful role in strengthening the “rule-bounded”
underpinnings of public-private relations—and hence property rights. Joint arbitration can
provide a starting point for local enforcement. Issues that have not been addressed in the

for dealing with sensitive questions. And the concession contract itself will come up for review.
Sumssmmeeﬁngthesechaﬂmngﬁﬂpmﬁdeabasisfmsubsequengmomﬂexiblc
agreements. It should be borne in mi thatﬂambroaderinstimﬁonalbeneﬁtsofPleillnot
comea\nomaﬁcallyonoethedecisiontoproceedhasbeenmade. From the start they will have t
beinco:poratedintotheptognmobjecﬁves,andheneeshouldbetakcnintoaccountinthe
smﬁng,strategyandsequmingofPPl initiatives.

TheWBGisinfactacﬁvelyassisﬁngsub-SahmAﬁicatomﬁzeﬂ:epromiseof
infrastructure privatization. However, in view of the potential benefits of PPI as an entry point i
anumberofcomtriﬁ,andinviewofthcpossibﬂityofsub—regionalpmjects,ﬂmeisscopcfor:
more intensive and broader strategy for the WBG.

(ii) Agribusiness as an entry point

International experience has shown how an efficient agribusiness system can provide a
_dynamicmginefmmcpﬂmmyagrimhuﬂmbywnveyingmfomaﬁmmdmferﬁng
mologu,wmmlomwmshhmeforhmdbymﬁomingfam
commodities to meet and enhance consumer demand. Support to agribusiness—in countries as
vmiedasThaﬂand,Chile,deenya—hasbeenaeoreelentofsmtegicsfornnﬂ
development and poverty reduction, as agribusiness enterprises and institutions have provided
employmmtmdmprmmniﬂoppommiﬁeshwemmmmswstoffmdspmhasedbythe
poor, and have effectively linked smallholder farmers to markets. Although rarely measured as
mchmesyswmofagﬁhasinms—ommiﬁnngupplymdthehmmg,msmmpmcﬁsﬁ
mdmmkeﬁngofagﬁcplunﬂpmducm—typimﬂyawomfmmequﬂmgmammhmofGDP

Forhistoricalreasonsagn'businesshashadahadrepmaﬁoninAﬁiea. For some, it is
equatedvﬁmbigandforeignhsinmasu&&lmdaveagm-indusnidopaaﬁonsm
oligopsonistic trading by multinational corporations. For others, its most prominent expressior
mthcmdepmdmwmhasbemthcloss-mhngmdmarkaﬂodmgpammmluadmgand
pocesshgopaaﬁomwhichdonﬁnmdtheagnmsymdmmyA&imwmiﬁfm
two or more decades. With limited exceptions, the performance of such systems and their publ
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Structural and sectoral adjustment programs have begun to bring African governments
out of the businesses of selling seeds, plucking chickens, ginning cotton, and exporting roses.
Still, the investment and broader supply response has been uneven and in many cases below
initial expectations. Much of the experience and many of the skills acquired during the era of
“administered market systems” are ina iate to or inadequate for a market economy.
Suddenly the consumer is important, products are rejected on quality grounds, and firms must
manage commercial and other risks. The collapse or withdrawal of earlier institutions has not
been replaced overnight by the array of market and quasi-market institutions commonly found in
agribusiness systems elsewhere. .

Yet today, despite the importance of a well-functioning system, in terms of public
monitoring and support agribusiness is nobody’s business. Because of its intersectoral nature it
cither falls through the cracks or is uncomfortably embraced by sectoral ministries. Public
officials and donors working with agriculture often remain distinctly uncomfortable dealing with
private businesses. And public officials and donors working with industry or commerce tend to
neglect the countryside and often are uncomfortable with the seasonality, the perishable nature of
the product, and the specificity of trade regulations associated with agribusiness.

Aglibusinﬁscanserveasapowerﬁﬂenuypointfortthank’sPSDwork, given its
connections with regulatory and legal refoms,smlingbackandre—oﬁenﬁngthemarket
interventions of the state,riskmitigaﬁon,and.insomefoms,povertyreduction. Using
agﬁbusin&ssasanenh‘ypointcancounteraposm’ble“urbanbins”inomPSDworkwhile
complementing the Bank’s mainstream agricultural support work. Some possible themes for
agribusiness entry points might include:

o Development of non-traditional a, tural exports, with the requisite attention to transport
policieg, port/alrport infrastructure, proprietary technology rights, management skills and
strategic (international) partnerships; :

e Post-privatization support in traditional agro-industries, with attention to competition
policy, the strengthening of farmer/commodity organizations, and new institutional
arrangements for credit, risk management and technical service support (including outgrower
schemes); . Y

e Supporting small-scale agro-related trading and processing enterprises, with attention to
rmalmdgmwthpmmm&aswucum,shusmghcmng,marketmfomauonsmcesmd
financial services;

« Urban food marketing, including attention to market infrastructure, health and sanitary
regulations, warehousingacts,marketinformaﬁonsystemsandlandissucs; and

e Regional agricultural trade and investment, including attention to trade policies/barriers,
investment incentives, regional apex associations, telecommunications and harmonization of
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More generic support could focus on the development of local agribusiness management
skills and of modern market institutions. The former could involve various forms of training and
technical assistance on a country, sub-sectoral or even sub-regional basis. Support is needed in
the design and implementation of more complex forms of contracting and organization, including
o wer schemes, franchising agreements, joint venture arrangements, commodity exchanges
and producer or commodity associations. Legal and institutional issues are involved as possible
measures to enhance management capacities.

-

(iii) Manufacturing and other urban commercial activity as an eniry point

Amongﬁebeﬂdocmnen&dstyﬁmdfactstevelopmﬁmthﬂﬁsmgpercapim

. incomes are associated with a shift of resources from lower productivity agriculture to higher
productivity industry, and—since manufacturing (depending as it does on dense networks of
supportive savices)iSpredominanﬂyanwbanphenommon-ﬁdththerelawdmigmﬁon of
people to urban areas. Manufacun'inghasbemdubbedthe“engineofgromh”forthcne“dy
industrializing countries in Asia and Latin America. In the short span of 25 years, beginning in
thcmid-l960s,TaiwamKomandsmgapomraisedtheﬁshmesofmmufacnningmGDPmore
thanlSpemenmgepointsaspcrmpitaincomesnearlyquadrupled. A similar, though less rapid,
WomaﬁmiseﬁdeﬂfmmmﬂisinSoﬂheaﬂMgmchasThaﬂmdmdmdonesin,mdfm
low income countries in Latin America.

Sub-Saharan Africa has been the outstanding exception to this development pattern.
Manufacturing growth in the region has been stagnant. Today, manufacturing is only about 12
percent of GNP on average, a few percentage points above its 1960 level. Manufactured exports
havepickedupmenﬂy,bmmdaytheysﬁllacoountforabomthesameSwlOpercentoftoml
exports that they accounted for 25 years ago. While fostering manufacturing growth is an
imporﬂﬁpﬁoﬁtyfmaﬂAﬁicmmmni&thisismtmhnplymmepawofmmﬁmming
expansion and structural change should be forced.

A clear lesson from experience elsewhere is that pushing the pace of industrialization
when conditions within the sector or the wider economy are not conducive to such stimulation
can lead to disaster. Indeed, in many countries the path to manufacturing growth has come
throughagticuhm:ﬁsingnrﬂinoommlmdmmwpanmsofdemmdandsahmoﬁmthe
circumstances that encourage manufacturing activity to emerge and people to move to urban
areas. This is not to imply that no active PSD initiatives are required. On the contrary,
manufacturing and urban growth require sound economic and infrastructural foundations;
improving institutions; and appropriate complementary action to stimulate investment and
productivity growth. However, initiatives in these areas must be carefully calibrated: if they are
focused too narrowly, they risk falling into the trap of counterproductive sectoral targeting; if
they are too general, they risk missing their target altogether. An entry point approach--an
ensemble of initiatives, each focused around a concrete objective—can help provide the

appropriate degree of focus, as outlined below: ;
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e Focused regulatory reform. Regulatory reform—removing regulations that are dysfunctional
and putting in place new laws and regulations that will underpin efficient private activity—is a
potentially vast terrain. Targeting the regulations that prove especially constraining for
manufacturing and the urban economy can provide focus for an otherwise overwhelmingly
complex task, thereby ensuring that very specific (hence easy to miss with a more schematic
approach to regulatory reform) binding constraints are indeed identified and removed.

o Urban land issues. Businesses in rapidly growing urban areas frequently are constrained by
the lack of reasonably priced land suitable for industrial or commercial activity. More
broadly, weaknesses in land titling can result in “locking up” assets that might otherwise be
available (as collateral) to finance new investment. Targeting manufacturing and the urban
economy as an entry point will highlight these constraints and thereby set in motion a
focused search for solutions (including both regulatory and legal reforms and, at times,
customized soluﬁonssuchasthcestablishmentofservicede:q)oﬁpmoessingmncs in
settings where it is not possible to address in the short-term, the full array of land,
mﬂasmmnralmdmglﬂatorymnsuaintsmmhibitaccessmappmpﬁmbusiness
premises).

e Activist investment and productivity-enhancing initiatives. While the tools described earlier
tofosterenterpriselearningandinvestmmtmbroaﬂlyuseﬁﬂamss different types of
pﬁvateacﬁvity,focusingthemmmmufacuningmdthembmwommycanmhmoetheir
effectiveness. Form:mple,mmkeﬁngaeomlrytoforeigninvestorscanbemost effective if
the efforts are directed toward a target clientele (such as investors most likely to respond to
new manufacturing opportunities). Similarly, some productivity-enhancing initiatives are

~ especially relevant for the urban manufacturing economy. These could include, for example,
initiatives to foster worker training, or “cluster” initiatives intended to mobilize, through
participative learning processes, the latent synergies among related and supported activities
within a given geographic locale.

Another benefit from the selection of manufacturing and the urban economy as an entry
wMEﬁﬂﬁeMmﬁoMchmﬁmemsipﬁMcumﬂaﬁvemsemmm.
Forexample,thelinkageeﬂ’eclsofndWmanﬁacnn'ingacﬁvityembeconsiderableifarapid
a:pmsionofhbm—inwnsivemgcpmtsgenerateswageinmmefmmsldﬂed
workms,whichhumgmmwsamkedexpmsimmdmandforgwdsmdserﬁmofthe
kind produced by small and medium enterprises. At the same time, the cumulative institutional
consequences can be similarly strong: arapid]ygrowingclassofmbanbus’inwspeoplecan
becomeapowerﬁﬂpressmepohnforwnﬁmﬁngrefom(amoresummlinedbusiness
environment, improved infrastructure, a more sophisticated legal system), especially where
domestic entrepreneurs must compete in a challenging global economy.
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(v) Extractive industries as an entry point

Although their scope as entry points is limited—mainly because of their enclave nature--
extractive industries (mining and oil and gas) are where significant private foreign investment
has been taking place in Africa over the last decade. However, progress has been modest
compared with the potential. In the mining sector, where reforming countries have been
attracting investments in exploration, follow-on investments in new mines have been rare.
International mining companies have been cautious about making large commitments involving
long lead times for capital recovery in countries with unproved or poor track records with foreigr
investors, while many governments have been concerned about being duped by mining
‘companies that have considerable experience in negotiating mineral agreements. However,
merely putting new mines into operation will not be sufficient. Poor management of mineral
revenues and corruption coupled with negative environmental and social consequences have
often meant that the significant benefits expected from mining operations (export earnings,
employment, tax revenues) have not materialized. Finding ways to reduce the risks as perceived
by investors and governments, and to ensure that revenues and environmental and social impacts
are managed wisely, are critical to ensuring that the considerable untapped mineral resources of
Africa make a much greater contribution to the region’s development.

Because of the unique characteristics of mining, certain sector-specific reforms are
required, especially those relating to the granting and administration of exploration and mining
concessions. In addition to competitive and effective rules and regulations, successful mining
sector reform-reflected in increased private sector investment and activity—requires effective
public mining institutions. A third key element of mining sector reform is the privatization of
parastatal mining companies. Mining, with the need to use many of the tools highlighted in Box
3, is therefore a clear entry point for the WBG’s PSD work. The other arguments made earlier
for PPI as an entry point apply equally to mining.

The need to properly manage oil and gas resources can also provide an entry point,
although its scope is limited because of the enclave and/or small scale nature of the activities
being supported by the WBG. The WBG is providing advice and assistance in institutional
capacity-building to governments in the early stages of developing oil reserves, although efforts
in the oil sector are concentrated on rationalizing the downstream petroleum products industry
(notably, in upgrading viable refineries, closing non-competitive refineries, and lowering supply
corridor and product distribution costs). The WBG could play a larger role in promoting the use
of natural gas resources, although much of this is in smaller-scale local market activities. Under
the WBG’s Africa Gas Initiative (AGI), launched in 1994 to facilitate development of indigenous
gas resources for local markets, efforts to create enabling environments are under way in several
countries to enable gas projects to be developed primarily by the private sector.

Gas projects currently being pursued, and in which the financial involvement of IFC and
MIGA is expected, include the development of LPGs for domestic use and the use of gas for
power generation. While small scale projects are being emphasized, the WBG will also work
with governments of countries with significant gas reserves (particularly Angola, Cameroon,
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Gabon, and Nigeria) to encourage foreign companies to use gas for downstream manufacture
(methanol, fertilizers, etc.) for both local markets and export, and also to construct gas grids that
will move natural gas from gas-rich countries to major centers throughout the region for power
generation. Underpinning the WBG's efforts to promote private investment in gas will be
assistance to governments to put in place a regulatory and incentive framework conducive to gas

ion and utilization, and to promote more extensive use of the range of WBG products to
mitigate risk. Separate strategies for WBG involvement in the extractive industries in Africa
have been prepared. These are presented in Annex 2 (Mining) and Annex 3 (Oil and Gas).

(v) Tourism as an entry point

Whiletourismiswellestablishedinafcwcounn-i . ,inmanyotherAﬁ'icancountriesthe
industry is performing below its potential. Several governments in Africa accord tourism a high

mdinmpmmﬁonccmm)asweﬂasothasm,puﬁcnlulywﬂdlifemdthemﬁmnmm
fishing and infrastructure. Inaddiﬁontobeingasomoeofgrowthindiversiﬁedewnomiﬁ,
wmismiswnsidemdhnpomntfmmosewmiﬁthmhavefewmsommmnm
beauty, wildlife, and a strong cultural heritage, and that have few alternatives for economic
development. Resort or lei - ented tourism can often promote the economic development
of a country’s less developed regions, whilembanfaciliﬁessuchashotelsandairportsareofben
miﬁcﬂwemergingmdmsiﬁonﬂemnomiﬁthﬂhckmcbasicbusinessmﬁas&umm
attract international investors and businessmen. '

Tourism is a classic example of the need for public-private partnership. The public
secmr’Spﬁmarymleismmthepropwmvironmermpﬁvaminvesunentcreatingstable’
economic condiﬁom;facﬂitaﬁngandattracﬁngforeignanddomesﬁc investment, including
ngﬂaﬁommpmﬁngdesﬁmﬁonmukcﬁngmdpmmﬁomdmﬁngwimsecmitymdhedth
conecmsofwmists;andpmvidingmningmdlanduseplmningformuﬁmnthatwiﬂensmctha:t
ncgaﬁvcenvimnmentalandsocialimpactsareminimimd. The private sector’s primary role is to
provide investment funding and technical and operational management.

Asmmtypointmmimnthusoﬁasthcpotenﬁﬂofmchingomwothcrsectomofthc
economy, and its developmental linkages are many:

° Atthemacrowonomiclmmeimu&naﬂ’eamonewypoﬁcythmughthenwdform
appropriate exchange policy (foreign exchange earnings is a critical benefit of tourism),
pﬂcingpoﬁcies,taxaﬁonmdmﬁveswhichmmgnimmehmyup-ﬁnminvmm
requirements of tourism and its long gestation periods.

° Touimnasaserﬁceishbm-inwnsivgmdmmﬂmhabbphymmifappropﬁm
gkills enhancement is undertaken.
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o Tourism offers the potential for creating SMEs in a variety of fields, including transport, food
service, handicrafts and light manufacturing, as well as the industries that supply hotels and
offer maintenance services.

e The legal, regulatory and judicial requirements of tourism can strengthen public-private
parmﬂshipsmdcmbutu'eSSpmpenyﬁghtsmdhelpaeatcinvestormdconsumer
confidence.

e Infrastructure is an essential element of tourism development and can thus be used not only
1o serve tourism but also to fill other industrial, commercial and residential requirements.
Whﬂﬁhisisparﬁculmlytuchwbmamas,nndinﬁas&ucﬂmcmﬂmopenupagﬁcﬂﬂnﬂ
markets in the interior;

e Tourism can stimulate the demand for local products: food and drink; and handicrafts and
furniture.

e Sensitive interventions in the wildlife, environmental and cultural aspects of tourism can
influence the country’s approach to protection of - its patrimony; this includes interpretative
investments to explain heritage/natural resource endowments.

(vi)  Other entry points

The WBG's efforts to promote PSD will focus on the five areas discussed above; but
there are other activities with potential as entry points, for example, corridor development such
as Maputo, or a substantial privatization program. There is also a growing interest in private
participation in social sectors. Depending on a country’s resource endowments, other candidates
might serve as entry points. ‘And there could of course be more than one entry point in a country,
and some entry points could be multi-country in nature.

An integrated perspective

Box 4 brings together many of the themes in this framework. As the box suggests, PSD
does not lend itself to ready compartmentalization, either in what is done, or how it is done. As
Section II has pointed out, a rich variety of tools exists for fostering PSD. This section has
pointed to a variety of distinct entry points through which these tools could be deployed. But
judging which tools—and which entry points—are relevant in a particular country setting depends
on a wide array of country-specific incentives, political and institutional conditions, and
economic endowments. Thus, action must be complemented by careful, country-specific
analysis. In devising a PSD strategy, we need to analyze the following: :
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o The character of a country’s underlying macroeconomic and microeconomic policy
environment;

e The qﬁantity and quality of the country’s natural, human and infrastructural endowments and
their implications as to which sources of growth have greatest potential;

. e The way in which public institutions operate, whether they provide a stable basis for
investment decisions and whether political leaders are committed to continuing reform;

e The strengths and weaknesses of the existing industrial structure, and which segment of the
private sector (indigenous or foreign, large or small, firm-level or association) we should

support.

Box 4: PSD — an integrated perspective

Thechaﬂmgeofmalysisisthusahrgconemdcdlsforboﬂlsubsmnﬁﬂmsomsmda
diverse skill mix. Unl&ss&eseresomcesadskiﬂsmfoﬂhcoming,itisunlikelythatevcuthc
best-intentioned strategies to foster PSD will succeed.
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IV. THE WORLD BANK GROUP: TOWARD MORE EFFECTIVE SUPPORT

The strategy laid out in Sections I and III has important implications not only for what
we in the WBG do to foster private dynamism in Africa but also how we go about it. This final
section explores some of these implications.

Fostering synergies within the Bank Group

Bodeepicts,inasinglesnmmmymanixﬂaeintendaﬁonbeuveenthemuypoints
described in Section III and the sets of tools highlighted in Section II. Given these
interdependencies, as the Box highlights, development is a complex affair. The skills needed to
idenﬁfy,dcviseandimpltasuccessﬁﬂproject(andmorcbmadlymenhnncethe
environment for doing business in Africa) are unlikely to be found within a single work unit, let
alone a single brain. The proposed approach to PSD will thus succeed only if WBG staff
lolz.ejmmwrﬂmﬁﬂﬂymdmﬂrmmdymmhmepmmmssmmdﬁmcﬁonﬂ

Box 5: The interrelation between tools and entry points

ENTRY POINTS
Private Manufacturing
TOOL SETS: participation in Agribusiness and other urban Mining, oll Tourism
, infrastructure commerdial and gas
activities

Secure economic and

infrastructural > == = b b
|_foundations

Roll back overextended = . = = *
| governments

Strengthen legal, o * - = =

regulatory and judicial :
_underpinnings

Transform domestic - i = * =

perceptions
 Mitigate risk 2 ' = .. o

Foster enterprise leamning X - . w27 b

Attract foreign » w= - . .

Develop robust financial :

! !EEE ® 3 | -4 - ‘% ) *®

** = yery relevant; * = somewhat relevant; *? = may be relevant; x = not relevant
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Using the CAS to foster strategic coherence. As this approach suggests, country
strategies can comprise much more than the sum of individual initiatives undertaken by isolated
functional units. In the WBG’s new organizational framework, the country teams in general, and
the Country Assistance Strategy (CAS) in particular, provide the vehicles for fostering the
requisite integration: ' :

e In order to identify which concrete activities provide good sectoral entry points for PSD
programs, staff will need to assess carefully the strengths, weaknesses and opportunities in
the “real” economy within individual countries, and to arrive at consensus with their sectoral
and country counterparts.

e In order to tailor specific PSD tools and sectoral entry points to fit actual conditions, staff
will need to understand how legal, regulatory and judicial institutions work in practice within
individual countries. :

° Ifanenu-ypointappmachtoPSDistoyieldresults, staff leading the work in the specific
area will need to reach out to other WBG staff with complementary skills so that more
systemicconcemscanbebmuglnontomcagcnda.

Thtm,itisnecessmythatPSDsmﬁ'pﬁcipﬂeacﬁvelyineomtyteamsandtheCAS
process, with the PSD component of a CAS reflecting a joint effort of the WBG. However, the
prowssmustbeoomemoreacﬁon-oﬁentedandthcproducﬁonproewsﬁghter. More focused
su-ategimbasedonsectoralmu'ypointswillhelpinthism Coherent, integrated programs
will not emerge merelyas a by-product of consultations among different functional specialists.
In addition to hard thinking, field work and analysis are also needed. For a successful outcome,
mmtydimﬁommustaﬂocmthcmqtﬁsiwmforgmdquﬂhy,up-ﬁomsecmrmd
strategy development where needed.

BoxﬁpreviewstheapproachtodevisingcolmnyPSD strategies by highlighting some
keyqucsﬁonswhichneedtobeaddressedinﬁmdesignandimplentaﬁonofPSDprogramsin
specific African countries. Clarifying our approach to PSD will, in turn, lead to a more coherent
picnneofwhatcanbemcpwmdﬁommeWBGbytheexmdmmmunitythaiiswmmiﬁedm
fostering PSD in Africa—namely, the African private sector, African governments, international
businesses, and governmental and non-governmental donor organizations.
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Box 6: Devising country PSD strategies: checklist for WBG staff

misboxpmﬁewstheﬁamewmkbyhyhgmnachwklistoﬁkmﬁquesﬁonswhichWBGstaffcoulduseﬁl]ly
mcplmasﬂleyworkwthﬂ:eimmmtinthewmn'iﬁwdwelopcomuymiﬁcmstmtegies. The
infotmmionandmnlysisneededtomoﬁvntemdclmifysomcofﬂmquesﬁnnsmconninedmthebodyofﬁﬁs
document. The questions are not meant to be comprehensive.

I: Are the economic fundamentals adeguate?

Sound economic fundamentals may not be sufficient for PSD — but they are necessary. Reforming a radically
distwwdwonomicenvironmentisdiﬁcult;thus,itwonldheamimhmholanSDsupportpmgmmhosmgetoa
test of perfection with respect to the economic fundamentals. At the same time, unless the macroeconomic and
incentive environments are reasonably sound, other pro-PSD initiatives will run afoul of systemic economic

problems.

Mh&cidhghwmuﬁe@mdmmmmdm?sn.mmmmmm«m
trajectory of economic reform is a positive one. Specifically:

° hﬁewmﬁymmmmbigtmspuﬂ:wwudamsmlblymhkmmomicenmmmﬂ
° h&mnpoﬁﬁcﬂwmmhnmmmowﬁemmmmmﬂsm,md(mpplmtedbymplmm
programs) to live with the “wins” and “losses” that follow? :

II: How are the critical infrastructural constraints to be addressed?

Infrastructure comprises another kind of fundamental. In addressing infrastructural constraints staff need to
consider three questions:

e To what extent do weaknesses in physical infrastructure inhibit the competitiveness and potential for expansion
_ of firms? :
° MWWW(&WMW,MM, etc.) most constrain firms?
e  What is the potential for fostering private participation in the operation, maintenance and investment in
infrastructure as a way of alleviating these constraints?

Whether and how to proceed with private infrastructure will depend on the institutional conditions prevailing in
specific countries.
III: How can institutional shortfalls be addressed?

Toummmmumofwmmmmmmmdm
answer two sets of questions. The first set concerns the specific character of a country’s institutional shortcomings.
Here, key questions for analysis include:

e To what extent do firms continue to report that red tape and other bureaucratic rigidities are an important
obstacle to doing business? ‘

° T;:l;:?mdoﬁ:msmﬁm' from investing because of the risk of arbitrary action on the part of public
o :

e To what extent do the country’s judicial and other core institutions provide a foundation for enforcing private-
m-pﬁvmmmdﬂ:emlesofﬂ:egmeforpubﬁo-;rivminmmﬁm?

e To what extent do private firms (notably including potential investors from abroad) perceive non-commercial
risks to be greater than they actually are? _ ‘
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Answers to these questions will clarify what problemsneedtobeaddressed. How they should be addressed will
depend significantly on the answers to the second set of questions:

e To what extent do the country’s political leaders support pro-PSD institutional reforms (even though they are
likely to mduoeﬂlemopeofgovmmemdiscrcﬁm)andtowhatenemdoﬂ:ey have the authority to follow
through with their promulgation and implementation?

e Are citizens broadly supportive of a pro-PSD agenda? .

° Whatmtherisksﬂmtpm—PSDrefomswﬂlbepmiwdlsmﬂicﬁngwithadesh'eformbsmﬁalindigenous
participation in the economy?

Ifthemswmtoﬂ:elnﬁersetofqnsﬁonsnllmbroadlyfavunbletoPSDreforms,ﬂmnregulamry,legalandother
insﬁmﬁonalpmblemswhichcaﬂforredeﬁningﬂwpuhuc-pﬁmbmdmymbenckledd.irectly,mdrisk
miﬁgaﬁoninmsombeuggmssivelypmoted. But if the answers point to the likelihood of substantial
politicalresistance,ﬂnmm%mdaboﬁ“npmonh&swﬂbeneeded—hchﬁingexpﬁcﬁmmmmfmbmad-
busedpﬁvmmuship,pubﬁchfnmnﬁmcmpdgns,afomsmapwiﬁcmfomslikelywbesuppomdAby
wbmﬁﬂdmeﬁcmsﬁchiﬁ,MafmmmPSDmWanmderdMMdmmﬁc
insﬁmﬁonswhosepuformmoeislmlikctymimpmveinﬂmnwﬁm. e,

IV: How can private dynamism be activated?

' Mngmmgnimanomi:mdhsﬁnﬁmﬂmfmmmnynmhemﬁdmmomeﬁekolaﬁmmd
mgnn_ionofAﬁim’sprivmm. Cmsequenﬂy,italsofocmonnformswhichaimtowﬁvelyfoswrprivm
dynamism. lnsetﬁngpﬂoriﬁesforwﬁvnﬁngpivmdynmim.keyqusﬁonsmclude:

° Gimnwmy’snmmmmmmmemwkhmofmwﬁ(fwmmph,
mmmmmmmmmmm)hmmmw
for “kickstarting” and sustaining a cumulative process of economic growth? ‘

° Whntiniﬁativesmhelpml«mﬂlepmnwhichdephymbeginwmmhwﬂ:m“kicksmﬁng"
opportunities? : ,

° mqpmmmmmmpmﬁmmmmmmmm?

® Wﬁchhiﬁnﬁvummoﬂeﬁecﬁwlymhmﬁcmvﬁmmtofﬁcmmmppmmnu&dfm
firms to respond to these opportunities? ;

R® Ammappmpﬁmwﬁdesmdmerhmkmsfmfomhglwnmgumemﬁmmmmdwmmhvebh

place and, if not, what needs to be done?

¥: How can robust financial systems be built up?

Asnotedearlier,ﬂwchaﬂmgenfdewlopingruhuﬂﬁnmdﬂsystemskndd:medhnmﬂehoomplemmm
m.Nmmm,&mmmnmbmwmwﬂomekammﬁeWm.Kcy
questions to be considered by staff include:

® Towhatemntdnﬁrms,hchdingmin’omdruﬂmpﬂus,mpmﬁnalmkpfmsmﬁnmoeisa
constraint on business operations and expansion? : ‘

® Doomﬂahﬁhmhﬁnmeﬁguﬂpmbhmsofmditwmﬂ:hmmﬂwpﬁofﬁms,mmm
fundamental weaknesses in the financial system? =

° Whmfmmcinlsys&msmwuhhowfusfblcisﬁmwhievegainshthzshoﬂ-mmby:ﬂmgmmgﬂm
ngulﬁowfomdaﬁomofﬁnmciﬂmmhﬁ,mdfmmingmbymudemlymgedbmks—mdnm-
financial institutions (for example, leasing companies)?

5 Whmﬁepnspeﬁfaﬂug&mhgﬁnmcﬂhﬂmoﬁnﬁmﬁmuzhhsﬁﬂﬁmﬂmﬁmmmlﬁnmhme
M-mwhuoﬁuopﬁmmauﬂﬁhfpruxhgﬁeﬁnndﬂmmﬁwdbyﬂrms? :

Ll—#
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The path to reform of financial systems will vary from country to country and will often involve multicountry
approaches. The reforms should be underpinned by solid ESW.

VI: How can we identify entry points?

The framework proposes that, wherever possible, iﬁcPSmepnmsshouldleudwiﬂ:atangible
(concrete, visible)hiﬁaﬁve—notnsasubsﬁnmforpolicymdinsﬁulﬁonalrefom,bm-smenn'ypointﬁomwhich
symiceonstmimsunbeidmﬁﬁedandﬁ-umwhichmm“nbsm“nﬁmmswouldfouowaslogimlmd
necessary corollaries. Thus the question follows: ;

® Whnt“enirypoints"wﬂloﬁaﬂlegreatestmﬂeagemeSDhaspeciﬁcwmtry—h_ﬂmsmseM-ﬂwy
mmisepounﬁﬂypwufﬂsmofyowmmMmlyhmlnshedﬁaﬁchmyofmfmmeof
whichmsysmicinnme,ishnplunmd?

Fostering coo, jon across the WBG. While the CAS process will help, more is
neededtoeasetheorganiuﬁonalbomdati&sthatpresenﬂyhiveoﬂ‘tthmk(IBRDandIDA),
IFC, MIGA, FIAS and EDI from one another. It has been notable in preparing this framework to
seehowmuchmomopensmﬁwhhintthBGmmworkingmgetherthanweusedtpbe.
Whatisneededtofoﬂowthmughmconcretevehiclesthroughwhichtomslatethisnew
opennzssintoconsistentpmctice. Here we suggest three:

e A single tightly integrated team of WBG staff for each agreed selected country—both at
headquarters and in the field—to help country counterparts identify and implement rapidly a
well-defined program of action that will raise PSD petformance to a new level. Clearly, the
countries selected will have to have a business environment that already offers a good
foundation, and a strong local commitment at the highest levels to following through with a
next generation of initiatives (for example, Cote d’Ivoire, Uganda and Mozambique).

° Ajointcamparaﬁvcreview,byatenmofWBGstaﬁ'workingonAﬁica, of PSD programs
across all countries, highlighting both opportunities to raise the level of ambition in some
counﬂismdwuningsincomﬂiesinwhichmbiﬁonsmayoﬂpacelocalrmﬁﬁes. Sucha
wviewwuldbemdmkenwaytwoyem(mperhapsmuaﬂy,udﬂ:halfthecomﬁesin
the region considered each year). .

° ‘Iheselectionofsomckcypmjectswhichlendﬁemselvestoprivatepﬁrﬁcipﬂionandjoim
involvement; fore:mmple,inaroadprojectﬂmttheBankisﬁnancing,me_IFCJBankmay
workmgemﬂmincmasepﬁvatepuﬁdpaﬁonbypmﬁdingmhmcdaésismncemdmaking
availgbleleasinglinestoﬁnnmemadequipmentforlocalmeprenmns.

Momgenmaﬂy,momjoimﬁssionsmneeded,asweﬂascmss-useofstaﬁ‘,smﬂ‘
exchmgemdmmmonuainingsothnmﬁofeachorgmimﬁmmbmmefmnﬂiaruﬁthone
another. In addition, further rationalization of units may be needed. IFC and the Bank are
cooperating on IFC’s Africa Business Network (ABN); the Bank and MIGA are cooperating on
PrivatizationLink (a website of information on privatization opportunities in Africa which is

38



Africa Can Compete!
A Framework for WBG support for PSD in Africa

linked to IPAnet); IFC, MIGA and the Bank have cooperated jointly on such activities as the
Summit for Africa organized by the Corporate Council for Africa earlier this year; MIGA, IFC
and the Bank are actively cooperating on investment promotion for mining, one of Africa’s key
sources of growth. FIAS, as a joint venture between IFC and the Bank, necessarily involves
collateralization on providing techncial advice in areas of investment policy between different
units of the Bank, IFC, and even the IMF. Cooperation can also be seen on projects: the award
of the water and power supply concession in Gabon was led by IFC, with the Bank providing the
technical and policy underpinning; and MIGA and the Bank have worked together to design a
number of funds, including a Currency Convertibility Fund of the Songo Songo project in
Tanzania. Indirectcompanyﬁnancing,IFCistakingthelead,“dﬂltheBankandMGA
intervening in situations where risk mitigation through guarantees is required to enable projects
to proceed. :

Whﬂemomjohworkandfamilinritywitheachothcfsproglmsisneccssmyfor
success, itisequaﬂyimpomnttocreateaproductﬁneinwhichoveﬂapisminimiud.

Using WBG instruments flexibly. There is a wide range of instruments available for use
in support of PSD across the WBG—including various forms of financing and guarantees, ESW
and technical and training assistance—which, if flexibly used, could be tailored to meet most
needs. Inthepast,wehaveoﬁennottakenﬁﬂladvantageofthisﬂe:dbilitybecmmeomworkhas
been compartmentalized. Newinsu'umentshaverecenﬂybeeninn'odueedtoincreasethis
flexibility and to fill a needed gap (for example, IDA partial risk guarantees, adaptable program
lending, and learning and innovation loans). New instruments will emerge, although we have yet
toexploitfullytheopﬁonsprovidedbyﬂ:emoreinnovaﬁveuseoftheﬁlﬂrangeofinsmunents
now available across the WBG. '

Committing to results-driven decision-making

In the absence of an unambiguous commitment to results-driven decision-making, each
functional unit within the WBG has an incentive to embark on supply-driven initiatives in client
countries, even where the potential for having a positive impact seems limited. The new WBG
orgaﬁmﬁonﬂmmmbﬁngmﬁsdprﬂ:edeploymedemupmm. What |
ismededisinmsedsehcﬁvhy,bothvﬁﬂ:inmdbetwwnmmies,mdmmmﬁmw
monitorable indicators of performance. :

Selectivitywithinoo:muiescallsforamdinesstopﬁoﬁﬁmthchgmdaforPSDarmmda
mbsaofmohmdmnypomm'ﬂ!m“moﬂnpmpﬁatcwthespwiﬁccimmsmncespmvaﬂmg
at a particular moment in time, along the lines laid out in this PSD strategy. Across countries,
one.keymnsidcraﬁonismdimcteﬂ'ortsmdresomwwdthosemunﬁesthmmwhelp
themselves: the time, effort and resources that are worth devoting to PSD will depend on a
~ country’s depth of economic reform and political commitment. A second consideration is

whether success in one country can have a positive impact for Africa more broadly. In Southern
AﬁichouthAﬁiucmbethemgimthupuﬂs(mholdsbmk)themﬁmSouthanAﬁim
region. NigeﬁaandmeDemocraﬁcRepublicoftheCongocouldplay a parallel role in West and
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Central Africa, respectively, but the prospects are not, at present, encouraging. Elsewhere,
building a critical mass of “winners” among smaller countries within a subregion (for example,
Ghana, Céte d’Ivoire and Burkina Faso in West Africa; Uganda, Tanzania and Kenya in East
Africa; Mozambique, Zimbabwe and Zambia in Southern Africa) could provide powerful
momentum, not only for the sub-region, but also the global image of Africa.

Turning to monitorable indicators, if we take PSD seriously, we will need to mirror the
“bottom-line” calculations of private firms with our own benchmarks of success, and with
realistic evaluations of the risks of failure (this would involve identifying measurable proxies of
whm\veareu-yingtoachicve,andrepeatedlyevnluaﬁnghowwellweareperforminginrelation
to these benchmarks). As noted earlier, the concreteness of the entry point approach simplifies
the task of identifying indicators to monitor progress in implementation and to measure results.
Should the plans prove excessively optimistic as to achievements in specific countries, we should
be ready to exit, thereby cutting short futile and expensive efforts.

Both selectivity and attention to monitorable indicators reinforce the need to manage the
WBG’s assistance to clients in a practical way which holds task managers accountable for
specific actions and outcomes.

Enhancing external partnerships and communications

In the international economy of the twentieth century, the emerging niche of the WBG
appears to be as a knowledge-rich node in a complex and integrated global network of private,
public and non-governmental organizations. In everything we do — including our support for
fostering PSD in Africa — we must thus give a high priority to fostering external partnerships.
This section highlights some specific initiatives for fostering partnerships and communications
with country counterparts, among stakeholders with common interests (but in disparate
- countries) within Africa, and globally.

Partnering with country counterparts. A recurrent theme in this strategy is that of giving
a new emphasis to public information within African countries, as a way of communicating the
goals of, and strengthening the constituency for, PSD reforms. But the challenge of partnering at
the country level goes beyond public communications. The WBG must place greater emphasis
on helping our counterparts develop the capacity to prepare and implement their own programs
of support for PSD. In many instances, the most effective way of achieving this will be through
planning and implementing joint work. In so doing, it is important to recognize up front that the
work is likely to proceed more slowly than otherwise, and that at times the conclusions may not
be those with which Bank staff are entirely comfortable. For these reasons, it is important to
understand when such joint work is appropriate, and when the gap between country and Bank
processes and perceptions is such that a report prepared independently by the Bank may provide
a more effective basis for dialogue and reform. ' :
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Capitalizing on cross-Africa PSD synergies. The proposed framework for supporting
PSD in Africa focuses largely on the country level. In practice, though, cross-country influences
are sufficiently strong for the PSD initiatives of many Affrican countries to succeed or fail
together. The presence of these cross-country influences points also to the possible benefits of
some programs that are explicitly cross-boundary in nature.

2 Cmss-bordumtapﬁsenﬂorkingprogrmscmﬁcﬂimmdeandothersngiesin
resources and skills among firms in all participating countries; :

e Cross-border stock exchanges and regulatory systems can enable sub-regions to achieve the
minimum efficient scale for activities that individual countries are too small to support, and,
through mutual monitoring, can enhance credibility as to the sustainability of these cross-
border arrangements; and

5 Cross-bordermﬁasummrﬂvenuncscmhelpuMOckamomepotenﬁalthnwomdbe
difficult to realize in any single country.

These cross-country influences are of particular importance to landlocked countries and small
economies.

TheWBGis-buﬂdingamkrmdofmponfnrﬂimcms&bomdaryiniﬁaﬁvcs. On
ﬁemganimﬁonalﬁont,hWestAﬁicatheWBGhassuppoﬁedtheem:rgenoeof the West
AﬁicanEnterpﬁseNetwnrkandthenewmgionalstockexchangw. The concept of the WAEN is
expectedtom:tendtoEastandeU'alAﬂ'ica. In Southern Africa the WBG helped set up the
Southern African Agribusiness Forum. On the infrastructure front, in West Africa we have
fostered interconnections in power provision between Cote d’Ivoire and Ghana, and between
NigeriaandNigcrandpotenﬁnﬂy,anewhydroelecuic facility shared by Senegal, Mauritania and
Mali. hSomhemAﬁiuwehavehelpediniﬁatcmeLmtho}ﬁngdsziject(which
providcswatzrforafeetoSouﬁJAﬁ'ica);wehavetnkenthelaadinhelpingtoreopenMalavd’s_
raillinktothcseaﬂ:roughMozambiqm;andweareexploringopﬁonstosuppoﬁavaﬁetyof
other cross-border infrastructural initiatives involving South Africa, Mozambique and
Zimbabwe. In other activities, we have helped promote the African Business Roundtable, the
EcommicComcﬂforAﬁicainAddisAbabaanda-vaﬁetyofnewmmmﬁmds.

Howevm,thescaoS&bordainiﬁaﬁveswnﬁnuaﬂymupagninstomneworgmimﬁond
structure, which is organized around individual country programs, with country directors at the
helm. Thus, some modifications are called for which would provide explicitly for sub-regional
PSD initiatives. The allocation of explicit cross-regional responsibilities to one of the country
 directors in the Southern African sub-region is a useful starting point—although it could usefully
besupplcmcntedbyapointpasonwhowouldfocusmorebroadly on the fostering of these
linkages.
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Partnering with other international agencies and regional organizations. The WBG has
been active in forging links with other international agencies in support of PSD. Close working
relationships exist with the IMF in assisting governments to formulate appropriate economic
incentives and develop their financial sectors. The ADB and the WBG are exploring ways of
working closely together, with the WBG providing technical assistance to the ADB to help build
up its capability in certain areas (for example, PPI). Joint programs are.also being investigated
with the UN family (for example, telecommunications and capital market development with
ECA). With the EU, Mozambique, Ethiopia and Céte d’Ivoire have been selected as pilots for
collaborative efforts in specific private sector development programs. The WBG has also been
providing limited technical support to regional organizations such as OAU and ECOWAS. At
thewmﬂyleveLeﬁorﬁmbdngmdeweﬁsmthatmmﬁlatuﬂmdbi-hteralsupponis
coordinated. ,

The ability of the WBG to deliver on these programs, however, is hampered by the lack
of explicit funding for regional initiatives. If the WBG is to capture the full advantages of the
synergies that can be developed through partnership arrangements, this problem must be
addressed.

Transforming global perceptions of Africa. Along with working to capitalize on the
m@ﬁdfmms&wuﬂymergiwﬁ&inﬂc&amsmuﬂyfocﬂpohtmﬂdﬂmbﬁng
coherence to the WBG efforts to raise the profile — and improve the perceptions — of Africa in the
international business community by:

. Spomoﬁngmdpﬁrﬁdpaﬁnginmnfam,shaﬁnginfomaﬁm“&ﬂ:ﬁmeehouses,md
preparing promotion material;

e Being alert to successes in Africa and promptly recording and disseminating information on
these successes through the WBG’s external affairs mechanisms and publications;

e Providing material on African investment opportunities and the investment climate, including
regional publications and electronic data bases (for example, IFC’s ABN and EMDB and
MIGA’s IPAnet);

e Working with investment promotion agencies to help them develop the knowledge, skills and
tools to enhance their capacity to attract and retain foreign investment; .

¢ Following up on emerging new opportunities for the WBG to establish “partnerships™ with
multinational firms willing to investinimporiantact_iviﬁes in Africa; and

e Encouraging developed countries to open their markets even further to the products of
African countries.
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MIGA’s initiatives for promoting foreign investment through the annual African Mining
Conference, events targeted at tourism, and IPAnet, for example, have been particularly
significant in raising the profile of Africa: broadening such initiatives would have high payoffs.
Similarly, the WBG’s efforts to increase cross-fertilization with African firms, merchant and
commercial banks and transnational corporations (such as Coca Cola and Mobil) are helpful not
only as a means of transforming perceptions about Africa in the global business community, but
because they give us a better understanding of investor requirements and hence a sharper focus

" for our programs. The External Affairs group in the Africa Region could play a key role in
coordinating and further developing these activities.

A final challenge

'I'heprivatemarkelplaceisumforgiving. Itsignalsinnmmce:taintermswhetherthe
imaginaﬁon,skillsandeﬂ'ortsofpﬁvateplayexsmuptothctaskofcompeﬁngeffecﬁvely. In
tthBGwedonothaveasdirectamecha.nismforfeedback. Are the actions we have set in
motion with the best of intentions up to the task we confront? How should we modify them in

the light of experience?

Ongoing monitoring and evaluation can help answer questions such as these,
bmonlytoalimitedextent,giventhediﬂiculﬁwofﬂnancialmomcesandofmeawementand
the impact of events outside the control of Bank action. Responding effectively calls for a
single-mindedeommiuncnttoAﬁicanPSDonthepartnfallWBGstaﬂi It calls for a readiness
1o set aside immediate concerns (Will I disburse enough resources? What will I do next if my
projeﬁmdmyspwiﬁcskillsmmlongcrappropﬁmmthcpmvﬁﬁngwmuyenvhommﬂ
Howwilllbcjudgediflhavebeenoveropﬁmisticastotthmspectsforreform?)infavorofa
readiness to recognize, and respond creatively to the African reality as it presents itself to us.
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Telecommunications and Informatics: Strategy for Sub-Saharan Africa

Impact of the global communications revolution. In the rapidly changing global
markets today, information technology (IT) is key to expanding output, productivity and
market access. The global communications revolution is creating new markets and
increased demand through technological innovation in virtually all sectors. Agriculture,
u-ansport,educaﬁon,health,banking,mamﬁcmring, export and import trade and
government services are all benefiting. In the process, private business opportunities
have expanded considerably through private supply of telecommunications and IT, but
also in a range of new businesses and services. These include innovations such as
teleports (permitting the processing of administrative paperwork beamed by satellite over
thousands of miles) and electronic commerce over the Internet (giving even small firms
world market access at low cost). New technologies, increased access and greatly
reduced costs in telecommunications, spurred by privatization and market liberalization,
have made these developments possible.

Telecommunications and IT in SSA. Sub-Saharan Africa (SSA) has to date
been marginalized from these developments. Africa’s deepening poverty has resulted in
good part from economic isolation--both from global markets and between regional
markets within national economies. Access to telephones, computers and the Internet in
SSA lags far behind that in other developing regions. Telecommunications in SSA is still
dominated largely by traditional voice telephony services (limited often to capital cities).
These are still provided mostly by state-run monopoly national telephone companies in
segmented markets—separate from largely undeveloped data, video and information
services. International telephone call rates are among the highest in the world. At the
same time, local and long-distance telephone rates are low and are heavily cross-
subsidized by international traffic, resulting in grossly underdeveloped national networks.
Excluding South Africa (with 4 million lines), in 1996 SSA had about 1.46 million
working phone lines serving a population of 575 million.

The challenge. Telecommunications and IT are a critical strategic entry point for
private sector development (PSD) in SSA. New communications technologies
(especially wireless and satellite) could permit SSA to leapfrog to accelerated economic
growth, and to poverty alleviation through expanded popular participation in the
economic opportunities. These technologies can open up a wide range of new private
business opportunities in SSA countries in virtually all economic sectors. ‘Togiveonly a
few concrete examples: timely access to (local and international) agricultural commodity
price information could spur increased production and marketing by African farmers and
traders; computerized data networks could speed check clearance, thereby improving
bank payment systems and reducing banking costs.

To realize such benefits in SSA, the challenge will be twofold: (1) to achieve
massive improvements in access to, and in the cost and efficiency of, teleccommunications
across the continent; and (2) to foster the widespread use of computers and IT, as well as
access to knowledge and information (locally and internationally), in education, in '
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business and in government. Beyond existing commitments, in telecommunications
alone investments totaling at least US$6-8 billion would be required in SSA (excluding
South Africa) over the next four years to add an additional 4.5 million lines, to achieve a
minimum teledensity of 1 percent (one line per 100 inhabitants) by 2001. This by far
exceeds public sector financing and managerial capacity, making large-scale private
investment and operation a necessity.

Telecommunications development in SSA. For the past five years, important
changes have begun to take place in telecommunications in SSA, although far more
slowly than in other developing regions. In an effort to improve access to and the service
quality of communications, a small but increasing number of SSA governments have
embarked on sector reforms: (1) market liberalization in 16 of 48 SSA countries, which
have opened their markets to private cellular, paging, data transmission and other value-
added services; (2) privatization in 7 countries (excluding South Africa) which have
divested state-owned national telephone companies (telcos) to foreign private strategic

amacﬁngcommiunentstobuildoutanaddiﬁonal 1 million lines over the next
five years; (3) adoption of new telecommunications laws and creation of
telecommunications regulatory authorities in over a dozen countries. However, virtually
all national carriers still have monopolies on basic telephone services, including all but
one of the recently privatized telcos, which have been granted exclusivity periods of four
to seven years.

Some important trends are emerging from liberalizing SSA countries: (1)
increasing competition through entry of new private operators (for example, in cellular -
phones, payphones andpaging)issﬁmulatingamorerapidbuildoutoflinesandan
increased demand; (2) new wireless technologies are reducing economies of scale,
making smaller, self-contained telecommunications systems commercially viable (except
in more remote rural amas,whereinitialinmunﬂnsubsidiesmaybeneeded); 3)
intermnnecﬁondisputesmcommonbctweenncwopemorsmdmmbeMnaﬁonal
carriers; and (4) an important constraint remains in that SSA countries are not connected
direcﬂytoeachother,sothatintemaﬁonalu-aﬁcwithinSSAisusmllychanneledvia
Europe or America, limiting the scope of regional markets. :

. Priorities in teleconumunications strategy. To meet their minimum
communications needs, SSA countries will have to accelerate the adoption of sector
mfomsmammtmuchlngervolumesofpﬁvatecapimlandnewpﬁvateopcmtors.
Already, an additional 15 SSA countries have announced plans to privatize their telcos.
Market liberalization and privatization efforts, however, will not only have to attract
suategicparmmfmincumbemwlcos,bmwﬂldsoneedmopenmarketsmomquickly
mhmsingnumbasofnewseoondmdﬂﬁrdﬁm(fomignmdlocﬂ)pﬁvateomin
ordermhastenoverannetwoﬂcmcpansion(thmughedhﬂm,paging,payphoms,
telecenters, etc.). Exclusivity periods, if any, for incumbent telcos. should be limited to
shorttermstopermit“bottomﬂp“g:owﬂ:ﬂaroughnewopaatorsmrtmps. This should
include the active promotion of rural tel ications markets, through, among other
options, license/subsidy auction programs like those developed successfully elsewhere (in
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Chile, for example). Private sector confidence in pro-competitive regulatory frameworks
will initially require a strong high-level political commitment to a simple set of rules that
will ensure a level playing-field and will counterbalance the “monopolist mindset” of
incumbent telcos, while technically capable regulatory institutions are built up in the
medium term. Local capitalmark:tswiﬂnaedtodevelopnewﬁnancialinsmmentsto
support capital investment and to help mitigate currency risks, especially for smaller
telecommunications operators. Improvements in the broader business environment will
also be needed, notably with respect to tax regulation, company registration and business
law, including contract dispute resolution.

World Bank Group (WBG) role in telecommunications. The WBG’s role in
telecommunications is to assist our SSA client countries in undertaking sector reforms
and to act as a catalyst in helping to remove market imperfections and, where necessary,
to attract private investment, including through loan and equity finance (principally by
IFC)andthroughparﬁalriskguarantees(byMGAandtthank). Beyond the general
range of WBG instruments for supporting private participation in infrastructure (PPI),
priorities in telecommunications are: (1) ongoing technical support for the .
implementation of sector reforms in telecommunications (market liberalization and
privatization); (2) special efforts to design and implement a regional program and
approach to build up regulatory capacity for telecommunications in SSA countries,
including through multi-sector regulators and twinning arrangements with developed
country regulators; (3) support for pilot programs to test the commercial feasibility of
remote area, rural telecommunications systems run by private operators; (4) upgrading of
knowledge among private operators (especially foreign operators) of SSA
telecommunications market potential, through efforts to improve market data and through
the dissemination of “success stories” and “best practices” (this should be undertaken
jointly with other international and regional organizations such as ITU, RASCOM, and
PAFTU); (5) activities that raise stakeholder awareness of the main issues and
opportunities for telecommunications and IT development, especially among high-level
government decision-makers, users and operators (this could be done, for example,
through workshops and conferences organized jointly with EDI).

Information technology (IT) development in SSA. In the 1990s greater attention
is being given to IT development in SSA--by SSA country governments, by the private
sector, by educational institutions and by aid donors. Starting from an incredibly small
base, Internet connectivity has expanded rapidly in SSA over the past two to three years,
but it is still thinly spread. In SSA countries today there are probably far more radios and
television sets than telephones and computers—in other words, these are more
unidirectional than interactive means of communication. All but half a dozen SSA
countries have at least one Intemet service provider (ISP), more often than not at a
national university. Some countries, however, do have multiple ISPs, including those
operated competitively and for profit by local private entrepreneurs. However, these are
pxedominmﬂyusedforoommunicaﬁopsahroadbyamﬂgmupofusers,mainly
international organizations and some private businesses, and much less for
communications within SSA economies.
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Use of IT (computer systems and software applications) is increasing but is still
very limited. Many activities that have been largely computerized everywhere else in the
world (government payroll systems, bank payments systems, trade data systems) are
often still carried out manually in many SSA countries. The predominance of supply-
driven donor funding of IT as part of development projects has resulted in segmented and
underdeveloped local supply, support and maintenance capabilities in the private sector.
Rather than a sector and a market in its own right, IT is viewed largely as 2 means of
achieving narrow and specific sector development ends in isolation from similar uses in
other sectors. ‘

IT development, including Internet connectivity, in SSA faces several overriding
constraints: the gross inadequacies of telecommunications infrastructure; the high
charges for, and limited access to, leased telephone lines from incumbent telcos;
inadequate power supply; high duties and sales taxes on computers and related equipment
and supplies; weak computer literacy and numeracy; and inadequate production of
content relevant to local African economies and cultures. |

IT development strategy. Nevertheless, emerging trends in some SSA countries
(for example, Ghana, Togo, Uganda, Tanzania) strongly indicate that IT is a sector in
which barriers to entry by local private entrepreneurs can potentially be low.
Knowledgeable, educated and resourceful African entrepreneurs are entering a widening
range of IT-related and Internet-related businesses with start-up operations that can turn a
profit within two to three years, if regulatory and other constraints are overcome. This
suggests that an appropriate IT development strategy for SSA could be based on a double
set of interlocking partnerships: (1) a public-private partnership in SSA economies, based
on greater private outsourcing of public sector requirements for IT services wherever
possible to local private entrepreneurs, to build a competitive local IT services market
supported by improved infrastructure and education (power, computer literacy, etc.); and
(2) a foreign-local private sector partnership, based on encouraging and facilitating
collaboration and competition between foreign and local private suppliers of IT services,
including at the SSA regional level. The objective would be to facilitate a rapid
‘expansion in the use of productivity-increasing IT applications across all sectors of SSA
economies in the public and private sectors, through improved functioning of the local IT
market.

WBG role in IT development in SSA. Given its active operational presence in
most sectors of African economies, the World Bank Group (WBG) is well placed to
support such a strategy for IT development in SSA. If the WBG is to do so, however,
support for accelerated IT development on an efficient and competitive basis, as far as
possible through private sector outsourcing and supply, would have to be pursued as a
deliberate strategy in its own right, consistently across all sectors of WBG operations and
not through isolated sector-specific solutions alone.
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Key elements of such an approach would be the following:

e Assisting SSA countries with overall assessments of constraints and potentials for the
expanded use of IT, including physical infrastructure, human resources, and
regulatory aspects (including broadcasting as well as telecommunications) as well as

e Ensuring consistency between telecommunications and IT Suplioﬂ, especially as
regards the design, pace and sequencing of telecommunications sector reforms;

e Encouraging economies ofscopeandconsistencyacrosstheBank’s operations in
different sectors: byadnpﬁnganintegmtedmarkct—basedappmachtoﬂsystems
dcvelopment;throughfosteringtheexchangeofinfonmtionamongWBG staff in
diﬂ’emntsecmrsonwaihblemaﬂcetcapachy,gapsandappmachesinrrinSSA
comnics;nndbydimcﬁngpoﬁcydialoguctoencomging“genuic”ﬂsm
reforms (forexample,throughimWWmemSingovemmunanddonorprocmemem
systems to promote competitive private sector outsourcing);

° Enwmgingthee:pmdeduseofpmducﬁvity—raisingﬂappﬁcaﬁonsinaﬂsecm
throughimpmvedinformaﬁonanddissemimﬁonof“bwtprwﬁees”tolocal
stakeholders;

s Makingaspecialpmmoﬁmaleﬁ‘mtmcatalyuinmeasedAﬁ-icmpﬁvmsecwr
awareness of the business opportunities in developing and supplying IT applications,
aspaﬂofBank-suppoﬂedPSDenﬁupﬁselwnhgpmgmms(forexample,tbrough
private sector fund-based matching grant programs; :

° Conﬁmﬁngandintensifyingtrainingandawﬁeness-buﬂdingwmkshopsmd
programs on IT applications and Internet connectivity in SSA countries (along the
lincsofthuserecenﬂyoonductedinMombiqueandMalawi);and

® UsinglFCequityanddebtﬁmncing,andMGAguaramees.cmaﬁvelymsuppon
foreigndh'eéthlmlmentinITbusimsesinSSA. :

Priority sector-specific IT applications would include: (1) distance education,
including the Africa Virtual University; (2) distance health and communicable disease
monitoring and control; (3) bank payments systems; (4) government budget and taxation
sysmmsﬁoinﬂywithﬂxemm;(S)mdefaciﬁmﬁmsystemsininﬁasumm;(G)
agricdﬂndwmmodhypﬂoeinfomnﬁonsystunsinﬂnpﬁmsmnmmom
accounts and economic statistics systems; and (8) electronic commerce in PSD. Pilot
progrmss@pmﬁngNGO-basedmdpﬁvmlyopamdwleMWuldheusedm
suppon“hands-on”approachesine:q:mdingoompmliberacyandmsto

49



Telecommunications and Informatics: Strategy for Sub-Saharan Africa

Annex 1

Telecommunications and IT in Sub-Saharan Africa

Angola
Benin

Botswana

[Burkina Faso

Cameroon

Cape Verde
CAR

Chad
Comoros

Cote d'lvoire
o
u. Guinea
Eritrea

Ethiopia

Gabaon

Gambia
Ghana

|Guinea

Guinea-Bissau

Kenya

Lesotho

|Liberia
|Madagascar
Malawi

Mali

Mauritania

|Mauritius

Mayotte

Mozambi
Namibia

N

_ |Nigeria
Rwanda

S. Tome & Prin

[Seychelles

|Sierra Leone

Liberal [Separate
CPE |Posts and

Telecoms

Independent |[New

Sector Law

Private
Cellular

[Teico

Privatized

Competition |Intemnet
in basic Service
services Providers

97

87

n.a.

n.a.

n.a.

87

87

n.a.

n.a. n.a.

n.a.

n.a.

87

n.a.

n.a.

Somalia

n.a. n.a.

South Africa

;Sgdan

Swaziland

anzania

V]

Zambia

Zimbabwe

97

87

87

n.a.

na.
2002

[ Partial

g8l




Mining: Strategy for Sub-Saharan Africa Annex 2

Mining: Strategy for Sub-Saharan Africa

Miningisoneofthefevvsectorsinwhichsigniﬁcantprivatc foreign
investment has been taking place in sub-Saharan Africa over the last decade.! However,
progress has been modest compared with the potential, and although reforming countries
have been attracting investments in exploration, follow-on investments in new mines
have been rare. International mining companies have been cautious about making large
commitments involving long lead times for capital recovery in countries with unproved
or poor track records with foreign investors, while many governments have been
concerned about being outnegotiated by mining companies that have vast experience in
negotiating mineral agreements. However, merely putting new mines into operation will
not be enough. Poor management of mineral revenues and corruption, coupled with
negative environmental and social consequences, have often meant that the significant
bcneﬁtsa:pemdﬁ'omminingopemﬁonshavenotmmmialized. Findings ways to reduce
the risks as perceived by both the investors and the governments, and to ensure that
revenues and environmental and social impacts are managed wisely, are thus critical to
making it possible for the considerable untapped mineral resources of sub-Saharan Africa
to make a much greater contribution to the region’s development.

Countries with mineral potential but no reform agenda. The countries with
goodmineralpotenﬁalmindicmdinthcmchedmbletoﬂﬁsm Although we
imendtopmsueadialoguewiﬂathemmeZOoomtristhathavenotyettakenswpstoput
inphceabusimssenviromeﬂwndncivempﬁvatcinvcsunmthminingemlomﬁon
mddevelnpmengw:wiﬂgivespeciﬂphasismthclSmmuiesﬂmtmconsideredby
intemaﬁonalmhh:gcompaniesmshowmemostpmnﬁse(mmely,Angola,Cenml
African Republic, Democratic Republic of Congo, Ethiopia, Eritrea, Kenya, Liberia,
Madagascar, Mozambique, Niger, Nigeria, Senegal, Sierra Leone, Togo and Uganda).
This will involve disseminating of information about success stories in other countries,
and supporting the formulation of country-specific mining policy statements through
PPFsmdLH,s,orbyhavingspedﬁcminingoomponcntsofecommicmformlpﬂvm
sector development operations. Dialogue has been initiated in some of these countries
(for example, Angola, Madagascar and Mozambique) but is in abeyance in others because
of civil unrest (for example, Liberia and Sierra Leone).

. Technical assistance through an IDA credit’—along the lines already taking place
in Ghana and Zambia, for example, will be considered once a government is committed
to an acceptable reform policy. The assistance will focus on legal, fiscal and institutional

! Minerals have always figured prominently in the development of sub-Ssharan Africa. Minerals have
Jong underpinned the economy of South Africa. Other examples include copper and cobalt in Zambia
and Democratic Republic of Congo, diamonds in Angola and Botswana, gold in Ghans, iron ore in
Mauritania, uranium in Niger and Namibia, bauxite and alumina in Guinea, and copper and nickel in

2 In the case of IBRD countries (for example, Nigeria), a loan.
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reforms, the provision of geological and other relevant data, and the strengthening of. the
negotiating capacity of governments. Small scale mining and environmental protection
generally form part of the agenda. A community outreach program may also be
necessary. In some cases the credit may also support the privatization of mining
operations owned by the government. A two-stage approach—which recognizes that
institutional reform often takes several years and involves many different arms of
government, while new legislation can be developed and implemented over one or two
years—-has proved effective in both Zambia and Ghana, and thus may be the most

appropriate approach in some of the countries.

Countries with mineral potential but with reform agenda. For the countries that
have taken steps to put in place a business environment conducive to private investment
in mining exploration and dcvclopmmt,thcchallengeistoseeexploraﬁonmsformed
into new mining projects. These countries include Burkina Faso, Cbte d’Ivoire, Ghana,
Guinea, Mali, Mauritania, Senegal, Tanzania, Uganda and Zambia.” We will continue to
supponmemfomagmdainmesemmiwﬂmughwchnicdassismnce,asnmsary.
However,wemayhavetoconsid:rmoredirectwaystohelptoﬁmherreducethe
perocivedﬁsksofbaththegovemmenimdﬂ:eminingcompanieswhichthewfom
agenda itself cannot adequately address. Although, for example, the reformed legislative
envimnmentmaybeconducivetoinvesunem,theminingeompsnymysﬁﬂhave
conemssinceitismtested;thesecomemsmhtemainlymmeﬁmeﬁnessofthe
government’s decisions and to the government’s ability to follow through on
commitments. Inaddiﬁon,thcgovcrnmentmayfeelﬂmtitsnegoﬁaﬁngsldﬂssﬁﬂdonot
match those of the international mining companies, and that community reactions remain
uncertain.

The participation of the WBG in the financing of the project could be considered.
This could come through IFC equity or loans or a MIGA/IFC guarantee. IDA could
participate through providing credit for supporting infrastructure where justified; it would
be difficult to justify an IDA guarantee for a mining venture. A precondition for any
World Bank involvement would be that the private investor is the majority owner and
operﬂmofthepmjwtmdthatboththeminingwmpmymdthegovanmcmoonsida
thatWBGparﬁdpaﬁonwoddmducetheirmspecﬁveﬁsksandwouldbemessenﬁal
condition for the project to be carried out.

Alternatively, the WBG could play a catalytic role by helping to set up the process
mpInaspeciﬁcpomnﬁdpmjcctonﬂ:e“fastmk”mdprovideﬁnmingfmexpen

3 Comprehensive initiatives are under way in Burkina Faso, Ghana, Guinea, Mali, Tanzania and
Zambia. Aeompmhmsivemofrefmismomderpcpnaﬁmfornmﬁmhso,whﬂemm
lhnhedhiﬁsﬁm(fomshgmpoﬁcyﬂeylﬁmewo:k)mmdcwuyfmﬂgohcmd'lm
Mauritania and Mozambique. It is expected that more comprehensive follow-up operations will be
requuedforﬂ:elwummﬂwmimlmmhwebmmmplﬁei ‘We have no dialogue
mWhMMWhMMZMNMWGWM
mmmmmmmmmmmmmmmdm
our involvement would have questionable added value.
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SUB-SAHARAN AFRICA : COUNTRIES WITH PROMISING MINERAL POTEN'ITAL

Under Reform Without Reform | No Dialogue
Agenda * _Agenda
A Private sector activein | Ghana South Africa
mining and exploration Mali Zimbabwe
Namibia
Guinea Botswana
‘ Swaziland
B. Private sector active in Burkina Faso Madagascar
exploration Cote d’Ivoire Mozambique
Mauritania Niger
Senegal
Tanzania
Uganda
Zambia
C. Private sector interested Ethiopia
but not yet active Eritrea
, Kenya
Nigeria
Togo
D. Countries with promising Angola
potential where security, CAR
civil unrest present Congo DR.) -
considerable difficulties Liberia
Sierra Leone
E. Other countries Cameroon Burundi
Congo Chad
Gabon
Guinea Bissau
Malawi
Somalia
Sudan

*Ongoing TA Loan/Credit except Uganda (donor support).
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Oil and Gas: Strategy for Sub-Saharan Africa

Nigeria and Angola dominate proved oil reserves in sub-Saharan Africa of 31
billion barrels (see table to this annex), just over 3 percent of world reserves. Smaller but
still important players are Gabon, Congo, Cameroon and Democratic Republic of Congo.
A number of other countries (Chad, Céte d’Ivoire, Equatorial Guinea and Namibia) are
likely to increase their output or become first time producers within the next few years.
The upstream industry, which is dominated by international majors, is fairly efficient.
However, the governments of older producers have managed their oil revenues poorly,
and this, when combined with inadequate health, safety and environmental measures, has
led to a negative overall impact of oil production on their economies. There is an urgent
need to reverse this situation and to ensure that countries, especially those that have only
recently become oil producers, have the capacity to properly manage their oil resources
so that their impact is positive.

The management of gas resources is also wanting. Less than 1 percent of the gas
production in sub-Saharan Africa is marketed or used in field operations, the balance
being flared; this not only wastes a valuable resource but is detrimental to the
environment. The largest gas reserves are found in Nigeria, with other significant
accumulations being the associated gas in Angola, the Kudu field offshore Namibia and
the Pande field in Mozambique. Additionally, there are smaller gas reserves associated
with oil in various parts of sub-Saharan Africa that could be developed for local
consumption—principally power generation—such as the Panthere gas field in Cote
d’Ivoire, Songa Songa in Tanzania and Kudu in Namibia. Unfortunately, the
institutional, regulatory and incentive frameworks in most countries have not been
conducive to gas production by the private sector, either for local use or for monetization
through downstream diversification into petrochemical or other exportable products. An
approach to gas development that combines incentives to produce gas with disincentives
for flaring will lead producers and host governments to better develop and utilize gas
reserves. ‘

While the upstream industry runs fairly efficiently, inefficiencies are rife in the
downstream petroleum products industry, where a high degree of government
involvement and regulation is prevalent.! It has been estimated that a potential annual
savings of about US$1.5 billion could be realized if inefficiencies were addressed in
refining, procurement and distribution (mainly rundown transportation infrastructure).
Apart from those in South Africa, Nigeria, Kenya and Cote d’Ivoire, refineries in sub-
Saharan Africa tend to be small, inefficient and poorly designed, producing an excess of
low value products that do not match demand. On economic and environmental grounds,
these refineries would be better shut down and converted to products depots. South

! The downstream oil industry in sub-Saharan Africa comprises about 24 refineries in 17 countries, an
active lubricant industry, and marketing and distribution facilities in all countries. The major refining
centers are South Africa (5 refineries), which also has synfuels production, and Nigeria (4 refineries).
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Africa and Nigeria could adequately provide enough products for most of Africa south of
the Sahara, although this would require much better management of the Nigerian
refineries—preferably through privatization or management by competent international oil
companies--and some minor upgrading.

Development of oil and gas resources. Private sector interest in exploration is
mosﬂywncenuatcdinﬂ:e&ﬂfofﬁuineaandafewotherbasinsontheWestCoasL
Withinthemmmnofompﬁvatemdialogue,parﬁculaﬂymlaﬁngmthemining
sector,weshoxﬂdenwmgecounuieswpminphcemgmatorymdincenﬁwmcknges
wanractfomigncapimltothelessexploredbasins,whemthisiswananwi We should
alsobepreparedtogiveadvioetothosegovmmemsthalareintheearlystagesof
developing oil reserves (Chad, Céte d’Ivoire, Equatorial Guinea and Namibia),
particularly on matters relating to alternative contractual arrangements and government
ownership. Althoughitwouldnotbeappropriateforustoheinvolvedinthenegoﬁaﬁons
mlﬁngmmcdmlomMOfapmﬁculuﬁeliwemuldprovidetechnimlassisMnoem
help develop the negotiating capacity of governments and/or for vetting agreements
againstgoodpmcﬁceswhueappropriate(seemining). ;

ltisinpromoﬁngﬂ:euﬁlizﬂionofnanmlgasmomhowwer,thatmcan
perhaps play a more significant role. The Bank’s Africa Gas Initiative (AGI) was
launched in 1994 to facilitate the development of indigenous gas resources for local
markets. 'IheAGlhasbegunm:tensiveworkinAngoln,Camemon,Congo,Cﬂte
d’Ivoire, Equatorial Guinea and Gabon to create a proper enabling environment so that
gasprojectscanbepropalydevelopedpﬁmarilybythepﬁvatesecmr. Gas projects
cmmﬂybeingpmsuedindudcthedevdopmentofLPGsfordomesﬁcusemdﬂaemof
gas for power generation. The financial involvement of IFC (equity and loans) and
MGA(guaranwcs)insomeofthmepmjectsmnbeapected. While small scale
pmjectsmbeingemphasizeitheWBG“ﬁﬂalsohOhwgethﬁwithgovemmmmat
havesigniﬁmﬂgssm(puﬁmlyAngola,CamﬂoomGahonandNigeﬁa)fm '
waystoeneomgeforeigncompanitouﬁ]izegasfordownmammanufacum
(methanol, fertilizers, etc.) for both the local markets and export, although the prospects
for this are not bright because of the risks involved.” We are also looking into the
feasibiﬁtyofcommcﬁnggasgridsﬂmwnmkenmalgasﬁomgas-ﬁuhmmﬁesm
mqioreentersthroughomﬂ:eregimforpowergeneraﬁon. The proposed extension of
Nigeﬁa’sEsmvos-LagOSpipeﬁmmwpplygasfMpowergmaﬁonianin,Ghma
and Togo is an example. With guarantees from MIGA and with IFC participation and
hmsyndicaﬁon,pﬁvateoﬂandgasoompmieseouldalsobeﬁagedwlmkatthc
ﬁusibiﬂtyofaggregaﬁngﬂ;egasmdwﬁmﬁommmtiesthﬂmclosemeachothﬂ
for world scale gas projects or for export as LNG. Underpinning these efforts, however,
wiﬂheowassistancemgovmemstopminplaeeamglﬂnmyandimenﬁve
framework conducive to gas production and utilization; the returns are generally much

2 Western multinationals have shown some reluctance to get into these businesses in Africa. Chemical
mmmmmmmmsmmmummmw 8
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lower than for oil, and thus an approach which combines incentives to produce gas with
disincentives for flaring will lead producers and host governments to better develop and

Downstream rationalization. The WBG will encourage governments to close
down refineries that cannot be made competitive. This would include most, if notall,
refineries outside of South Africa and Nigeria. The refineries that could be made viable
should be privatized and upgraded where necessary, and should be run to serve the entire
region. IFC could play a financing role in the upgrading, with MIGA providing any
necessary guarantees for foreign investors. ‘We will need to facilitate the necessary
interregional cooperation for this to occur. -

Wewillalsoprovideassistancetogovemmentsinloweﬁng supply corridor and

distribution costs. We have already begun an initial screening study on preferred
u-ansponopﬁons,andthercsultswillneedtobeveﬂﬁedatthccmmuyleveL Where
chmgesmthemodmofoﬂmsponmwmithenthmwﬂlbebmughtmthe
attention of the affected govemmcntsandaplanofactionwillbearﬁcum

Capacity building and commercialization. The Bank should offer technical
assistancetohualpbuildupﬁwcapacityofcoxmﬁcswithsigniﬁcantoﬂandgasresowoes
to ensure that they are properly managed. 'Ihissupportcouldcoverlegal,ﬁscaland
institutional reforms necessary to regulate and monitor the industry, and could include
adviceontheconmmﬂmmgemcntsnwessuymensmthe'appmpﬁmmsand
' comfort level for both the investor and the government. Through our macroeconomics
-dialogue,wewnuldexplorememsmensmthatﬁscalmdbudgetarymanagemem
capacityexislsmuﬁlizetherevenmﬁ'omoilandgasopemﬁons“&sely, We could also
advise,onamse—by—casebasis.thebestpamwcommmialiﬁngtheupsmammd
downsbeampeboleumbusinessessﬁﬂr@mmmmﬂedbygovemmmnwithmemmate
aim of privatizing them.
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Annex 3

SUB-SAHARAN AFRICA:

COUNTRIES WITH PROMISING OIL AND GAS POTENTIAL

Oil Reserves Gas Reserves Refineries
(million barrels) Rationalization
Nigeria " 10,800 | AGI Launched Regional
Angola 5412 | Angola South Africa
Gabon 1,340 | Cameroon - Nigeria
Congo 830 | Congo
Cameroon 400 | Cbte d’Ivoire
Zaire 187 | Equatorial Guinea Céte d’Ivoire
Céte d’Ivoire 50 | Gabon ’ Kenya
Equatorial Guinea 12
Benin 27 | Large scale potential Non-competitive
Chad . 1,000 | Angola Angola
Sudan . 1,400 | Cameroon Cameroon
South Africa * 40| Gabon Congo
Nigeria Eritrea
| Gabon
Other small/medium Ghana
Scale potential Madagascar
Tanzania Mauritania
(Songo Songo) Senegal
' Sudan
Tanzania
Zaire
Zambia

*Not in production.
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Resource Flows to Africa
September 1997

There are two main concepts of resource movements often used -- net resource flows and net
resource fransfers,

Net resource flows include long term debt (excluding IMF flows), foreign direct investment
(FDI), portfolio flows, and grants (excluding technical assistance). Net resource flows are
estimated as disbursements minus repayments on principal capital borrowed. Net private
resource flows are simply the private component of these flows and include FDI, portfolio
flows, private non-guaranteed flows, and flows from private creditors.

Net resource transfers are the net flows minus the interest on long term debt and profit
remittances.

Both net resource flows and transfers to Sub Sahara Africa have been increasing since 1993.
Net resource flows and transfers did decrease somewhat between 1989 to 1993, but since then
have reflected an Africa on the move.

In 1996, net resource flows reached $26.1 billion and net transfers were $17.6 billion. FDI
was $2.6 billion, while portfolio equity flows amounted to $3.6 billion. The private flows
were bolstered by sharp increases in portfolio equity flows and foreign direct investment
since 1992.

Total World Bank resource flows to Sub Saharan Africa also continue to increase. Although
IBRD flows are now negative because of lower IBRD lending, the combined IBRD and IDA
net flows increased to $1.72 billion in 1996, up from $1.49 billion in 1995.

While these trends are positive, you will no doubt agree with me that substantially higher
levels of private and public investment are needed. With 45% of Africa’s populations living
on less than $1 a day and population growth at nearly 3 percent per annum, Africa needs to
raise economic growth from its current annual average of 5 percent to rates of 8-10 percent in
order to significantly reduce poverty.

Rob Floyd, AFRVP, x87443. flowam.doc



Net Resource Flows

Net resource flows' to Sub Saharan Africa in 1996 were $26.1 billion. They were broken
down as follows (Figure 1)*:

Long Term Debt: $ 8.1 billion Figure 1. Net Resource Flows to Africa - 1996

FDI: $ 2.6 billion

Portfolio: $ 3.6 billion

Grants: $11.8 billion ng;?? oA
Total: $26.1 billion ; b

Grants
45%

In 1970, net resource flows to Sub Sahara
Africa were only $1.7 billion. By 1980,
net resource flows had increased to $15.2
billion, reflecting large increases in both
long term debt and grants. Throughout
the 1980s, neither foreign direct
investment, nor portfolio equity flows

Portfolio 10%
14%

played a significant role in the aggregate
resource flow picture. Since 1992, however, this started to change and the contribution of
these private resource flows boosted overall net resource flows considerably (Figure 2).

Figure 2. Net Resource Flows to Sub-S ahara Africa (million US$)
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! Please note that World Bank data collection on resource flows is sometimes different from other organizations
such as the OECD.

* All data were provided by the World Bank’s International Economics Department, and are available in the
World Bank publication Global Development Finance.




Net Private Flows

In 1996, net private flows to Sub Sahara Africa were $11.8 billion -- 48 percent of these
flows were from private non-guaranteed sources, 30 percent were from portfolio equity
flows, and 22 percent were from foreign direct investment (Figure 3)°. There was a negative
flow to private commercial creditors of
Figure 3. Net Private Flows to Sub Sahara | $0.2 billion.

1996 (billion U.S. $) The breakdown of net private flows in
1996 is as follows:

Billion of $U.S.

- FDI: $ 2.6
22% Portfolio: $ 36
Brivate ion 2 Private non guaranteed: $58
gua;;::“d Private creditors: $-02
Total: $11.8
Portfolio
30% It should be noted that $5.6 billion of the

$5.8 billion in commercial bank lending
was to South Africa, and 89 percent of
portfolio flows went to South Africa.
South Africa also accounted for 91 percent of commercial bank lending in 1995, and has
accounted for over 90 percent of portfolio flows to Africa in most years since 1992.
Portfolio equity flows to Sub Sahara Africa were recorded in 1992 at just $0.14 billion. But
these flows then quickly grew to $4.9 billion in 1995, before they slowed down to $3.6
billion in 1996. Foreign direct investment also increased since 1992. However, after hitting
a high of $3.11 billion in 1994, FDI showed a decrease to $2.16 in 1995. FDI recovered to
$2.6 billion in 1996 (Figure 4).

* All data were provided by the World Bank’s International Economics Department, and arc available in the
World Bank publication Global Development Finance.




Figure 4. FDI1 and Portfolio Flows to Sub Sahara Africa
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Net Resource Transfers

Like resource flows, net resource transfers have been increasing since 1992 (Figure 5)*. Net
resource transfers to Sub Saharan Africa in 1996 were $17.6 billion, reflecting net resource
flows minus interest paid on long term debt ($4.3 billion) and profit remittances ($4.2
billion). Combined, these accounted for 33 percent of the total resource flows to Sub Saharan
Africa.

Figure 5. Net Transfers to Sub-Sahara Africa (million US$§)
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* All data were provided by the World Bank’s International Economics Department, and are available in the
World Bank publication Global Development Finance.




Profit remittances from Africa have remained fairly stable over the past two decades. Profit
remittances were $4.0 billion in 1980; $4.5 billion in 1990; and $4.2 billion in 1996. Interest
on long term debt peaked in 1990 at $5.92 billion, but dipped to $3.60 billion in 1993 before
rising to $4.3 billion in 1996 (Figure 6).

Figure 6. Interest on Long Term Debt
and Profit Remittances - Sub Sahara Africa

Billion US%
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IBRD and IDA Net Flows to Sub Sahara Africa

While repayments of past IBRD loans have begun, new disbursements from IBRD have
fallen. Therefore, net IBRD flows to Africa have been negative since 1991 (Figure 7). In
1996, there was $721 million more paid to the IBRD by African countries than was
disbursed.

However, IDA disbursements and net IDA flows continue to increase (Figure 8). In 1996,
IDA disbursed more than $2.5 billion, and had net flows to Sub Saharan Africa of $2.45
billion. Combined, IDA and IBRD represented a net positive resource flow of $1.72 billion
in 1996, compared to $1.49 billion in 1995,

* All data were provided by the World Bank’s International Economics Department, and are available in the
World Bank publication Global Development Finance.
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Figure 7. IBRD Flows to Sub Sahara Africa
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Figure 8. IDA Flows to Sub Sahara Africa
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