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Abstract: This study considers the inpact of structura
adj ust ment programres on investnent and on the relative position
of indigenous private firms, public enterprises, and foreign
direct investnment in African economes from a historical
perspective. The trend in capital accumulation of the 1980s and
1990s is contrasted with that of the pre-colonial, colonial, and
post -i ndependence periods. The historical pattern in the three
forms of business organisations in African econom es reflects
t he degree and tenpo of Africa's incorporation into the world
capitalist system Contenporary structural adjustnment is
understood as the | atest expression of this incorporation. Wile
African states and |l ocal private enterprises experienced their
greatest autonony in the decades imediately followng their
political independence, the circunstances created by structura
adjustrment resenble the ‘legitimate’ trade era- a period
directly preceding the colonial era.



1. Introduction

For thelast two decades of the twentieth century, the economies of Africaand much of the developing
world have been dominated by structurd adjustment programmes (SAPs). The programmes forced
fundamenta changes in the direction of these economies, in their macroeconomic environment, resource
alocation mechanisms, and ingtitutiona arrangements. Few eventsin African history have had such broad
and wide implications on so many aspects of the society, economy, and polity. Theimpact of SAPsonthe
relativerole of public, indigenous, and foreign investment in African economiesis one of the main aspects of
this process of adjustment. In this paper, the impact of this adjusment on investment in Africa will be
discussed in abroad historica context defined as along-run relationship between the capitdist metropole
and the periphery. Infact, it might be said that the history of capita accumulation and modern enterprisein
Africaislargdy the Sory of itsincorporation into the world capitaist system.

Even before the sixteenth century contact with Europeans, some parts of Africawere engaged inlong
distance trade, and had developed well organized polities and economies, some of which used gold and
commodity currencies and generated surplus.’ However, most African economies were focussed on
subs stence production until European long distance traders established themsd ves dong the West African

coadt. Thistraders became the region'sregular linkwith the European markets. The establishment of regular



international commerce geared toward the demands of Europe changed the pattern of African economic
development. From the sixteenth century onward, Africawas brought into increasing contact with aworld
wide trade system that was being fashioned by European powers (Wallerstein 1980).

In Europe, the economy went through mercantilist, industria and monopoly capita (imperidist) phases.
These in turn generated Structural and indtitutional changes or ‘adjustments in Africac the dave trade,
legitimate trade, and coloniaism. Theroots of capitaist enterprisein Africacannot be divorced from these
developments. The trends in the mix of domestic private firms, public enterprises, and foreign direct
investment in African economies may aso reflect the degree and tempo of Africas incorporation into the
world capitdist sysem. Contemporary structura adjustment could be understood asthelatest expression of
thisincorporation. Therefore, abrief foray into the past may shade somelight on the present adjustment that
African economies and the enterprises within them are going through. The paper is organised around four
periods of African higtory: pre-colonia, colonid, post-independence, and the gooch of contemporary

sructurd adjustment.

2. The Pre-Colonial Era: 1560-1870

For about three centuries the dave trade dominated the exchange relationship between Africa and
Europe. Whereas dave labour played a sgnificant role in the "primitive accumulation of capital’ of Europe
and America(Marx 1977), its effect on Africawas destructive (Rodney 1972). African chiefs and traders
who benefited from the dave trade were unable to transform themsel vesinto capital accumulators, perhaps
because the technologicd and ingtitutiona conditions did not offer them investment opportunities. The

abolition of the dave trade in the firgt hdf of the nineteenth century coincided with the trangtion of the
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European economies, especidly the British economy, from mercantilist to indudtrid capitdism (Williams
1981). In West Africa, what is referred to as the era of 'legitimate’ trade, roughly 1807-1870, was
subgtituted for the dave trade (Hopkins 1973, Law 1996).

‘Legitimate trade reflected the new patterns of demand in Europe for raw materids needed in
manufacturing. The main export itemsfrom Africawere pam products, ground nuts, gum, gold, timber and
ivory. African imports involved consumer goods such as textiles, spirits, salt and iron. The reture of the
export staples dlowed small-scae African farmers and traders to play an increasing role in the new
internationd trade. The expangon of trade and markets gave stimulusto serviceindustries such astransport
and accommodation. This expanson, however, was dependent on robust demands of the industridized
economies. Fuctuations in the prices of stgples caused adverse movements in the terms of trade which
limited the growth of African economies and domestic enterprises (Hopkins 1973). The dependency of
primary producing regions was evident from these early days.

Another aspect of dependency- that of monetary and financid ties to the metropole- was aso
established during the pre-colonia era. Save procurement required considerable capita and African 'dave
entrepreneurs? depended on accessto credit granted by Europeans. These Africans, for instancethe Efik of
West Africa, created indtitutionsthat acted as debt collection agencies and ensured the viahility of the credit
sysem. Thisarrangement between European sources of capital and African borrowers, also known asthe
trust system, was condemned by European commentators on the groundsthat it encouraged improvidence
on the part of the 'natives. However, as Hopkins observed, the ‘legitimate’ export trade continued to
requiretheinjection of foreign capitd. The credit or trust system survived the abolition of thedavetradeand

expanded despite objectionsthat it was mordly reprenensible and financidly risky. It became "apamenat
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feature of the colonid economy, and exigts today in the form of internationd loans and suppliers credit”
(Hopkins 1973, pp. 108-110).

Financia dependence could have serious consequences. One of the most dramatic and perhaps
indructive historical episodes concerning the consequences of externa indebtedness on a dependent
economy involves nineteenth century Egypt. Inthe second haf of the nineteenth century, Egypt found itself
indirefinancia draitsand indebtedness. In 1875, foreshadowing the debt- equity swapsand privetization of
last two decades of the twentieth century, the Egyptian government sold its shares in the Suez Cand
Company to Britain for asmall fraction of what Egypt had actudly spent on the project. The dedl not only
gave Britain an economic windfal, but also a palitica and strategic foothold in Egypt. Moreover, Britain
obtained cabinet pogitionsin the Egyptian government, culminating in the colonia status of Egypt in 1882
(Zeleza 1993).

The last quarter of the nineteenth century was mired in what isknown asthe Great Depression (1873
1896). They dso experienced technologica progress and widening income inequdities with results not
unlikethose of thelast decades of the twentieth century (Williamson 1996). The dominant British economy
was suffering from debt problems and rdlative decline in the world economy, as competition for economic
supremecy and marketsfrom late European industridizersbecameintense. Theideology of laissez-farehed
to dlow room for the marriage of politicsand economics, and therise of large corporations and oligopolies
(Wilson 1977, Hobsbawm 1968, 1987). In the meantime, severe adverse movementsin thetermsof trade
caused agenerd crissinAfrica Thiscrisswas exacerbated by the srains of trangtion from the davetrade
to ‘legitimate’ commerce. The European powers believed that the way to dleviate these problemswasto

bring non- European countriesunder direct or informa rules. Hencethe partition of Africa (Hopkins 1973).
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3. The Colonial Era: 1870-1960

There are two incompatible assessments of the economic impact of coloniaism on the devel opment and
indugtridisation of Africa. Contragt, for ingance, leading imperidists such asLord Lugard (1922) whodam
that the task of colonialism was to 'promote the commercia and industrid progress of Africa with that of
Wadter Rodney (1972) who maintains that under colonidism ‘the only things that developed were
dependency and underdevelopment’. On Lord Lugard'sside are neoclassical economistswho underscore
the congtructive aspects of colonidism (Bauer 1976). On Water Rodney's Side are the neo- Marxistswho
emphasize the destructive aspects of coloniaism (Frank 1969, Amin 1976). But note dso Warren (1980)
who, from a Marxist perspective, blasted the neo-Marxigts and Lenin (1916) for faling to highlight the
progressive roleimperialism playsin backward regions. He hailed imperiaism asthe pioneer of capitaism,
and a necessary stage on road to socidiam.

Hobsbawm (1987) maintains that ‘coloniaism was merely one agpect of a more genera changein
world affairs and was not the most important aspect, even if the most striking and spectacular. (p. 59)
From Africas perspective, however, colonidism wasimmensdy important because it made the penetration
of internationd trade into the entire continent virtualy complete, and made Africans aware thet they had
been incorporated into the world capitalist system. At a more practica level, colonidism is important
becauseit created the forma adminigrative structure and amonetized economy which provided the nationa
framework within which state, foreign and domestic enterprises have since functioned.

The economic palicies of the colonid adminidirators involved externa regulation such as trade and
monetary policies, and internd policies regarding land usage, labour, and the degree of government

intervention in the economy. In contrast to the mercantilist erawhich was characterized by regulations of
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international commerce, Britain advocated a free trade policy during the period of industrid capitdism.
British colonies were open to ships and goods of al countries on equd terms. Although the colonid
adminigrators were dlowed to raise public revenue viaimport duties, they had to make sure that the duties
did not provide protection for loca producers. For instance, the duty paid on imported soap to colonia
Ghana was balanced by the duty paid on imports of raw materials needed to manufacture soap in that
colony. Consequently, therewere no incentivesfor Ghanian entrepreneursor foreign firmsto manufacture
sogp in Ghanauntil the country becameindependent. Hence such policy changesoccurred inthe 1960's. In
the French colonies, a mix of free trade and protectionist policies were followed. Imports from other
colonia powers were subject to discriminating duties. The policy regime was unfavourable to African
entrepreneurs and protected established French companies (Fieldhouse 1981).

Coloniaism enhanced the monetization of African economies by imposing metropolitan currencieson
the colonies. Later the British and the French introduced separate colonia currencies pegged to that of the
metropole. The generdly easy mnvertibility of loca currencies tied the colonid economies even more
closdy to the international economy. A universd monetary standard alowed the administrators easy
collection of taxes, payment of public expenditures, while the metropolitan government profited from the
seignorage of new coinage. African traders who held pre-colonid currencies suffered because the
governments hesitated to redeem them.

The metropolitan control over currency restricted the money supply in Africa and inhibited private
economic activities. Monetary policy wasnot used to encouragelocal African entrepreneursor foreignersto
invest in Africa. As Hobsbawm (1987) put it: whatever the officid rhetoric, the function of colonies and

informal dependencies was to complement metropolitan economies and not to compete with them. (p. 65)



Whiletheimposition of monetization and taxation may have Speeded the expandg on of the market economy,
it left alegacy of mistrust of both market and authority, and the association of taxation with oppresson
among African masses.

The policies of colonid administrators with regard to labour and land was amed at making these
factors of production available for the capitdist system. Despite the non-interventionist policy that was
professed until the 1930's, administrators in the colonies were not hesitant to use measuresto ensure this
objective. In some parts of West Africa the population had become familiar with the demands of the
metropolitan economy because of long established trade relations. The peasants were willing to work the
land for the market. Still, in order to ensure and accelerate ther integration into the world economy viathe
production of exportable commodities, the authoritiesimposed taxes on the peasants which weretobepad
in cash.

In mogt other African colonies, the European administrators and entrepreneurs found vast natura
endowments fit for agriculture, mining and timber, but faced severe shortages of labour. The population
refused to work under the conditions offered by the European companies. The colonid governments
responded by introducing indenture, head and hut taxes to force people to take paid work in agricultural
and mining firms. In parts of Eastern and Southern Africa, European settlersgained vagt concessonsof land
at times by evicting African inhabitants. Some of these concessionary areas were successfully devel oped
and became the basis for locally generated capita accumulation (Fieldhouse 1981).

Until 1945, the colonia regmesfocussed on stimulating commodity production to meet the demand of
the metropole, and on generating trade on which taxes could be levied to sustain the colonia governments.

They did not encourage indudtridization and diversification, nor did they by and large directly tekepartin

8



the economy. They hel ped trading companiesfrom the mother countries control the colonia economy. The
share of other competing European companiesand of loca entrepreneurship in the economy washnil. Loca
entrepreneurship never got the chance to be unleashed, except in peculiar cases such as in the French

colonies (particularly Senegd) during World War [ when the colonieswhere cut off from German occupied
France. During the war, a shortage of imported goods in French coloniesled to areviva of indigenous
weaving and blacksmithing as well as to the generd beginnings of indudtridization which metropolitan

interests hitherto had effectively checked (Wilson 1990).

Thelast decade of colonidism witnessed the shift of colonid economic policy fromthat of laissez-faire
to one of intervention and management. The colonid adminigtrations in Africa began to infuse and lend
subgtantial amounts of money to get development underway (Austen 1987). Thismay have been ardiedion
of the triumph of Keynesan economics in the metropole. Also the increased struggle of Africans for
independence, and thewillingness of colonid officiasto placate them perhgpsto preempt Soviet influence
dlowed indigenous entrepreneurs to teke advantage of the openings presented by the growth and
divergfication of theeconomy. By the eve of independenceyears, indudtrid activity was probably the fastest
growing sector of the economy of many African countries, and on average accounted for close to 20% of

African GDP (United Nations 1959, pp. 16-17).

4. Investment Policies of the Post Independence Era: 1960-1980
From along run African economic history perspective decolonization may not be as sgnificant as
colonization. Imperid partition opened internd African marketsand established the tentacles of internetiona

economic sructure within which African economiesfunctioned, while decolonization Sgnified achangeinthe



forma control without dteration of the basic Sructure. Hence political independence may not condtitute a
maor turning point in the broad historica trend of African economies (Wallerstein 1980). The economiesof
African countrieson gaining politica independence were dubbed neocolonia by African liberation leaders
such as Kwame Nkrumah. To change this condition, they embarked on a number of initiatives on the
international and national stages. In 1955 twenty nine newly independent Afro- Asian countriesmet for the
first time a Bandung, Indonesia, to discuss anti-colonid struggles and to lend support to liberation
movements. Thismeeting, known asthe Bandung conference, sgndled the presence of Africanand Asan
nations on the world scene demanding consultation by Western powers on mattersthat affected them. The
political and economic offshoots of thisconference arethe Non- Aligned Movement in 1961 and the United
Nations Conference on Trade and Development in 1964. These movements fostered a policy of postive
neutrdism in the palitical fiedd, and sought a policy of some degree of disengagement from the world
capitdist system in the economic arena.

At the nationd level, decolonization recast the structure of ownership and investment in Africa. As
discussed earlier, for most of thecolonid era, invesment wasmonopolized by foreign companieswith some
room for loca entrepreneurs after 1945. The post independence era provided a condition in which
investment became a competitive arena for three forces: the sate, foreign capital, and local entrepreneurs.
The state has been prominent in post independence African economies. Thisisdue partly to sateingitutions
inherited from colonia adminigrators, and partly to the weakness of indigenous entrepreneurs (Austen
1987). Additiona reasonsnecessitated the push toward state directed economic strategy. Although African
countries remained within the Western capitaist orbit, most avoided explicitly embracing capitdism asan

ideology. On the paliticd leved it was difficult to dissociate the anti-colonia nationdist struggle from anti-
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capitdist sentiments. Imperiaism and colonidism were, after dl, extensgons of the capitdist system. While
colonid powers manoeuvred to ensure that the African lites that replaced them were not communists, the
exigence of Eagt European and Chinese and other socidisms till indicated the possibility of an dternative
routetoward industridization. Furthermore, even inwestern countries, thiswasaperiod inwhich thewedfare
state and Keynesianism werethe norm. Thefield of economic development which took root at thistimewas
dominated by Keynesan economists who were ready to assgn a prominent role to the state in the
development process. For these reasons, the state in Africa was bound to play a kading role in the
industridization drive.

The prominence of the gate manifested itsdlf through the nationdization of private firms, the formation
of government partnership with foreign owners, and the creetion of entirely new industrid parastatas. The
date was dso involved in the economy through marketing boards, nationd trading companies, foreign
exchange control, licensing of different kinds of activities, and import subgtitution policies. The policies of
nationdization, indigenization, and import subgtitution were used to increase African public and privae
ownership of enterprises, and aso to avoid domination by multinationd firms and to decrease dependence
on the metropole. However, prominence of the state in the economy did not trandateinto the capacity to
control the economy. Such capacity was limited because of the adminigtrative weskness of the Sate, and
underdevel oped economic forces. Thisisindicated by lower government expenditures of African statesas

compared to developed countries.

Tablel here
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Table 1 shows centrd government expenditure as a percentage of GNP for selected low-income
African countries and the G7 countries. The advanced countries tend to have a higher percentage of
government expenditures than the African countries. Canada, the U.S, and Japan have low percentages.
However, note that the data accounts for merely central government expenditures and that devel oped
countries usually have federd structures with sgnificant expenditure powers for lower polities, whereas
African countriesusudly areunitarian dates. Including dl levelsof government makesthe comparison of the
roleof the state between devel oped and devel oping countries even more dramatic. Using aggregete datathe
World Bank (1997, p. 2) showsthat for the years 1960, 1980, and 1990 the shares of total government
expenditure in GDP for OECD countries were around 19%, 44%, and 48% respectively; while the
corresponding figures for developing countries were 15%, 27%, and 28%.

Notwithstanding thislimited capacity of African Sates, the policy environment of thefirst two decades
of post independence African countries reduced the relaive strength of foreign companies in ther
economies. The African stateswere new and sgnificant entrantsinto the economic space hitherto dominated
by colonid companies. This was a new chdlenge that multinational corporations had to reckon with.
Apparently, even the gtate of a poor country is better able to garner economic resource, compete, and
negotiate with multinationds firms than its weak nationd capitdist class. Also nationd political power
introduced anew e ement into the relationship. Expropriation of foreign subsidiaries steadily increased from
the 1960'sto themid-1970's (UNCTNC 1988). Indigenisation programmes were dso popular during this
period. Furthermore, theavallability of capital intheform of aid and debt, from multinationd inditutionsand
socidist countries strengthened the sate.

Nevertheess, investment by multinationa companieswastill sought after. Thiswas not just for capitd,

12



but even more so for employment cregtion, technology trandfer, technica and management skills, and access
to the world market. Even public enterprises, which tended to be capital-intensive, had to rely on foreign
firmsto continue operation. Wemust aso recd| that some countries, notably Kenyaand Ivory Coast, were
not enthusiagtic about nationaization. Nor was the door on foreign invesment shut in the rest of Africa
Actudly, African ruling elitesmay havefound it eeser both to contral foreign firmsand derive benefitsfrom
cooperating with multinational s than with loca entrepreneurs (Kennedy 1988). For their part, multinationas
viewed their African operations as margind to their globa dtrategies, yet were interested in keeping their
presence in African markets (Kitchen 1983, Lipson 1985).

Therole of African entrepreneursin the post- colonia economy has been conditioned by the attitude of
the state toward it. From along term development perspective, it might be suggested that the nationa
bourgeoise would have greater interest in the industriaization of African economies than foreign capita
which tendsto lack permanent family rootsin the continent. Domestic capital may aso bewilling to sacrifice
for nationd gods, participatein nationd politics, pay taxes, invest within the country and generaly be more
accountableto publicinterests (Kennedy 1988). These possihilities, assuming that the stateisnat threstened
by a vigourous nationa capitdist class, should make the post independence era favourable to loca
entrepreneurs. On the other hand the national bourgeoisie may be perceived as aweak collaborator with
foreign capitd unable to transcend its comprador or 'service role with regard to the metropole (Baran
1957, Frank 1969, Amin 1976). Thepolicies of African statestoward the national bourgeoisiereflect these
contradictory views.

Indigenization policy may have been the main insrument that was employed to creste favourable

conditionsfor loca capitd. To thisend, foreign capital was banned from certain sectors (usudly low level
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enterpriseareas), or required certain minimum capitaization, and also had to sall aspecified share of equity
to local investors. Government support for indigenous firms aso camein the form of accessto credit and
foreign exchange, dlocation of government contracts, and technicd training. Given theweskness of African
entrepreneurs relative to public enterprises and foreign firms, the supportive policies were needed for a
substantial period of time and consistent gpplication. This does not seem to have been the case with the
possible exception of Kenya (Helmsing and Kolste, 1993).

In the meantime, the focus by many countries on large prestige projects enhanced dependence on
foreign capitd and expertise, and alowed more room for foreign capita againgt which local capitd could
not compete. While some African entrepreneurs were able to respond by forming partnershipswith foreign
capita, many have remained compradors, and the mgority were confined to the informa economy.
Certainly, other factors such asthe cultura milieu of African societies, the harsh environment, the continued
margindization of Africaintheworld capitdist system, low urbanization, and low per capitaincome havedl
militated againgt the emergence of astrong nationa capitaist class. Itisnot dear whether state policy played
the decisive role in weakening the emergence of African capitdism.

Has independence hurt the economic devel opment prospects of Africa? Jesperson (1992) maintains
that African economies performed reasonably well in aggregate terms during the 1960's and part of the
1970's. Austen (1987) to underscore the problemsof the 1970's and the 1980's, and claimsthat the post:
colonia African economy has been characterized by aweakened position intheinternational economy, and
thefailure in both agriculturd and industrid sectors on the domestic front. He suggeststhat "onelessonto
be learned from historica contemplation might be that the continent should return to the less pretentious

development modes which prevailed before the unsettling events of the Great Depression, the Second
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World War, and decolonization” (Austen 1987, p.258). Does contemporary structural adjustment signdl a
return to the policy environment of pre Keynesian and informa colonid days? Isthe new world order a

repetition of higtory in anew guise?

5. The Epoch of Structural Adjustment: the 1980'sand 1990's

Structurd adjustment isacomprehensive and an evolving concept. Various definitions and perspectives
exist. Streeten (1987) defines structural adjustment asthe essence of development. Herethe concept is
cast as'aproblem of trangtion’, of modernization and structura transformation. A lessbroad definition

is that of Glover (1991) in which structurd adjustment is "a process of ddiberatdly adjusting the

structure of an economy to counter adverse shocks or to take advantage of new opportunitiesarisng
from interna or external economic shifts"" The emphasis here is on the response of a country to new
economic conditions. He seems to assume that countries are free playersin the globa economy, and
thus tave a menu of choices with which to respond to changes. For Loxley (1986) "The term

'structura adjustment’ smply makes moreexplicit the fact that contemporary stabilization programmes
frequently imply substantial changes in the direction of the economy, inits sectord prioritiesandinits
indtitutiona make up." This has the merit of indicating the evolution of the concept partly as aresult of
close co-operation between the International Monetary Fund (IMF) and the World Bank in their
dedlings with indebted developing countries. Adjusment
was initiated by the IMF and the Bank as a response to the debt criss of the early 1980s. This
response induced far- reaching changesin the trade regime of devel oping countries, subgtantid shiftsin

the Structure of investment and production, and significant dteration in the mix of state control and
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market incentives. In practice, structural adjustment is made operationa through specific economic
policiesthat the IMF and the World Bank reguire devel oping countriesto follow in order to accessthe
financid fadilities of the two internationd financia ingtitutions. These palicies have three prongs: 1.
macroeconomic- such as fiscd restraint, tight monetary policy, and devauation; 2. microeconomic-
such as trade, price, and financid liberdization; 3. inditutiona adjustment- such as privatization,

improving the business climate and legd arrangements, and governance and civil service reform.
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From along run higtorical perspective, adjustment may describethemgor changesthat Africa
has had to go through in the past five centuries as aresult of itsrelaionship with theworld capitdist system.
The continent has had to adjust to the main chalenges and trends of the world system: the commodity
demands of mercantilism, demographicimpactsof the davetrade, the requirementsof industria capitdism,
colonidism, the aftermath of the second world war, and the profound transformations of the last quarter of
the twentieth century. As Amin (1990a, p. X) putsit “ The development of the periphery has aways
entailed a never-ending ‘ adjustment’ to the demands and congtraints of the dominant capital. The centres
are ‘restructured’, the peripheries are ‘adjusted’ to these restructurings. Never the reverse” Adjustment
thus involves the grafting of the interna development of Africa onto the possibilities offered by the world
capitdist sysem.

The adjustment of the 1980'sand 1990'sisa programme “ by the internationd financid ingitutions, and
the northern governmentswhich control them, to create new regimes of accumulation in the South based on
the further internationdization of trade and payments.” (Loxley 1998, p. 48). Adjustment programmes
mediate the asymmetric relationship between the metropole and the dependent economies. What has
occurred isthat adjustment programmes have forced African statesinto the role of comprador- locd dites
who act on behdf of globa capitd- whaose task isthe provision of loca security and marketsfor aworld
wide liberd capitalist order. Thisis part of agenerd trend in which the bourgeoisies of the Third World
“have abandoned their nationd planin‘the spirit of Bandung', to accept compradorization.” (Amin 1990b,
p. 17).

Theissue of dructurd adjusment in Africais perhagps margind to the world system relative to those of

the retreat of Keynesaniam in the West and the total reversd of the command economies in Eagtern
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Europe. Still for Africa, the loss of the elbow room it had begun to establish in the internationa politico-
economic setting because of the demise of the Soviet Union, the decline of the economic left in Europe and
North America, the detailed policy conditionalities associated with the debt crisis, and the shrinking of the
role of the state in the economy congtitute fundamental shocks. These changes have important implications
for the mix of enterprise and the level of total investment in Africa

In the early days of independence African countrieswerecdosdly linked to their former colonia masters
for their financid needs. Eventudly they were able to acquire foreign capitd from severd sources and in
variousformswhich included foreign direct investment, privateloansfor loca enterprises, officid loansand
ad from foreign governments and mulltilatera inditutions. The web of internationd finance in which Africa
found itsalf becameincreasingly obviouswhen the continent was hit by aseries of externd economic shocks
in the beginning of the 1980's. These shocks included: recesson in the indudtrialized countries which
reduced the demand for African exports, asharp downturn in commodity prices and increasesin prices of
meanufactured goods|leading to adverseterms of trade; dramétic increases of interest rates on foreign dekt,
and the decline in both gross and net capita flows.

Theseexterna shocks produced adverse effects on inflation, the government deficit, and the balance of
payments which forced African countries to seek IMF help. Initidly, the IMF focused on traditiona short
term balance of payments problems and stabilization programmes supported by stand-by-arrangement
credits. At alater stage, the problems were believed to be of a structurd nature and emanating frommuch
deeper roots and as such required long term adjustment programmes. To thisend, the IMF created specia
fadlities the structura adjustment facility (SAF) and the enhanced structurd adjustment facility (ESAF) to

support low income countries.® These programmes complemented the structural and sectoral adjustment
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loan programmes of the World Bank. Between 1980 and 1989 done close to two hundred and fifty
policy-based loans were initiated in Sub-Saharan African under the auspices of the IMF and the World
Bank.*

Asthe example of Egypt, mentioned in section 2, shows externa indebtedness could result in the loss
of sovereignty. While the present indebtedness of African countries seems to have been handled with
leniency by hilaterd lendersthrough rescheduling and other options offered by the Paris Club, the adverse
implications of indebtednessfor the sovereignty of African satesand their ability to forge netiond economic
policies is obvious. The IMF and World Bank conditiondities push for laissez fare palicies, including
privatization and deregulation. These inditutiond changes have sgnificantly reduced the number of public
enterprises, as well as weakened indigenization programmes. By 1986 adjusting African countries had
privatised 20% of their paradtatas. Table 2 showsthe extent of privatizationin twenty nineadjusting African
countries between 1986 and 1992. The effect of these changes on the composition of investment-- state,

locd and foreign-- is of sgnificance for the degree of control Africanswould have over their economies.

Table2 here

Indtitutiona reforms such as privatization offer congderable incentives and advantages for foreign
investment. In the absence of adynamic and large scae African capitaist class, privatizaion involvesthe
transfer of mgor nationa assetsto foreign ownership. Such transfers preempt the opportunity of Africansto
learn to operate large enterprises effectively, and thus diminish the potentia for long term development

associated with indigenous entrepreneurs. Whilewe mugt note the potentia role of foreign investment inthe
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trandfer of technology, management and marketing techniques, its contribution to African development has
been minimd because it has been highly import intensive which has led to significant reserve outflow
(Cockceroft 1992).

What istheimpact of sructurd adjusment on therate of capitd formation ? The World Bank and the
IMF am to decrease public investment in the hope that privatization and other components of adjustment
policies packagelead to asurgein private investment enough to compensate or surpassthe declinein public
investment. The available dataon domegtic privateinvestment and public investment in Africais sparseand
incomplete. Nevertheless, some observation can be made from Table 3 about the trends in domestic
investment for the period of 1970-97. Thetable presentsthe averages of private, public, and total domestic
investment as a percentage of GDP for ten Sub- Saharan African countriesfor which dataisavailable. The
dataindicatesthat there has been adeclining trend in total domestic investment over thethreedecades. The
average share of total domestic investment in GDP during the seventieswas 24.2%, declining to 19.6%and
18.9% intheeightiesand ninetiesrespectively. The corresponding vauesfor private domesticinvestment in
these periods are 12.9%, 9.9% and 10%; while that of public investment are 11.3%, 9.8% and 8.9%.
Clearly the decline in public investment has not been replaced by increasesin private investment. In fact
both have tended to decline over the adjustment period, and the ratesin investment in the pre-adjustment

period are generdly higher than those in the adjustment era.

Table3 here

Table 4 showsforeign direct investment (FDI) flow to Sub- Saharan African (SSA) countries
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and al developing countries for the period 1980-1997. We can glean from the datathat in absoluteterms

FDI flow to Africahastended to increase over time. However, thisflow issmal relativeto the flow to other
deve oping countries. Thefourth columnin Table 4 showsthe FDI flow to SSA asapercentage of the FDI
flow to al developing regions. Africa ssharein FDI flow to devel oping countries has declined from 11.2%
in the first part of the eightiesto 1.9% in 1997.

Thelast two columns of Table 4 compare the share of FDI in grossfixed capital formationin SSA and
in dl developing countries. This shareis conggtently higher in Africathan in other developing regions. We
may interpret the datain Table 4 to imply two gpparently contradictory patterns. The firgt is that even
though absolute FDI flow has an upward trend, the declining share of the flow to Africa points to the
continued margindization of Africa in the world capitaist sysem. The second is that, despite the
margindization of Africa, therole of FDI in capitd formation in Africa hasincreased. Thismay have been
abetted by the decline of domestic investment in Africa as shown in Table 3, aswell as by the absolute
increase in FDI flow to Africaas shownin Table4. Theincreased prominence of FDI in grossinvestment
in Africa rlative to other developing regions may indicate the fragility of African capitdids in the new
environment created by structura adjustment. Domestic African enterprises may have lost out to foreign
investment as governments abandoned Africanisation programmes, and liberdization and deregulation

alowed multinationd firms to use along established strengths to become prominent in African markets.

Table4 here

As discussed in section 4, in the first two decades of the post-independence period, African Sates
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promoted nationdization and indigenization policies without abandoning close co-operation with foreign
enterprises. The present circumstances, however, resemble the ‘legitimate’ trade era the return to which
Augten (1987) recommended. This return is hastened by the weakening of African states due to both
adjustment programmes (Riddd 1992) and the narrowing of their manoeuvring room in the world economy.
The ascending position of foreign investment in Africa can be beneficid if it resultsin the 'fortification and
divergfication' of African economies (Warren 1980). It remains to be seen, however, if ranvigorated
imperidism the penetration of internationd capitd into Africa- will end themargindization of thecontinent in
the world capitdist system. It isaso possible that, instead of leading to a sustained capitdist development,
this reinvigorated imperialism will preserve non-capitalist modes of production and rigidify the African
economy into aprimary-commodity structure (Laclau 1971). Such an articulation would restrain theforces
that could shoulder sustained capital accumulationt African entrepreneurs- by restricting them to comprador

roles or confining them to the chieftaincy of the informa sector.

6. Conclusion

The African economies and the enterprises within them lack autonomy and their progress is dependent
on trends occurring in core capitdist countries. The degree of dependency and autonomy of African
capitdism has fluctuated with the phases of world capitdism. African states and private enterprises
experienced the greatest autonomy in the immediate decades following political independence. Themain
economic aspiration wasto transform African economies from dependency on raw materiadsand therefore
vulnerability to fluctuations in metropolitan demands, to a balanced primary, manufacturing, and service

sectors.
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During this period the strength of nationd liberation movements and the existence of aworld socidist
camp dlowed African and developing countries a space in which to build economies based on date
capitdism and/or nationa bourgeoisie by partidly disengag ng themsel vesfrom theworld capitaist system.
This period was not long enough nor the policies of African countries sufficiently astute to create
autonomous domestic or regiona economies. Indeed among some one hundred and and fifty developing
countries, only the few referred to as the newly indudtriaized countries can dlaim a successful use of this
period, a success severdly qudified by the East Asan economic crisis of the second haf of the 1990s.

Structura adjustment programme is the repeal of the opportunity of partid disengagement from the
world capitaist system, of sate capitaism, and of import subgtitution strategy. Structurd adjustment callsfor
export promotion based on comparative advantage, and thereforereliance on the production of cash crops,
minerd extraction, and natura resource exploitation. The future of modern enterprisein Africa, therefore,
may be confined to the primary sector asit was before the 1960s, and with greater room for multinationals

than it would have been thinkable during the euphoric years following politica independence.
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Table 1 Central Government Expenditur e as a Per centage of GNP

Low Income African

Countries 1972 1980 1993
Tanzania 19.7 28.8
Uganda 218 6.1
Malawi 21 376
M adagascar 16.7 . 16.1
Kenya 21.0 26.1 289
Ghana 195 109 21.0
Zimbabwe .. 353 36.2
G 7 Countries
United Kingdom 318 38.2 434
Italy 295 410 534
Canada 201 215 258
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France 323 393 455

Germany 242 . 336
United States 191 217 238
Japan 127 184

Source: World Bank, World Development Report (Washington, D.C.: World Bank,
1985, 1991, and 1995).

Table2 Divestitures of Public Enter prises, 1986-92

Number of parastatals before divestiture

Frms
diveted 050 51-100 101-200 over 200
in %
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0-10 Gamhbia BurkinaFaso  Cameroon Kenya

Mauritania Conga Cote dlvoire Tanzania
Rwanda Uganda Maawi
Seraleone Zambia
Zimbabwe
11-25 Chad Burundi M adagascar Ghana
Centrd Mozambique
African
Republic
26-40 Niger Guinea
Nigeria
41-60 Guinea Benin
Bissu Mdi
Senegd
Togo

Source: World Bank, Adjustment in Africa: Reforms, Results, and the Road Ahead,
(Washington D.C.: World Bank, 1993).

Table 3 Domestic I nvestment as a Per centage of GDP for Sub-Saharan Africa, 1970-1997*

Totd Investment Private Investment Public Investment

1970 22.2 139 8.3
1971 24.4 14.2 10.2
1972 245 13.8 10.7
1973 22.2 10.9 11.3
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1974 211 104 10.7

1975 24.8 114 134
1976 25.2 13.8 114
1977 24.7 135 11.2
1978 27.7 14.8 12.9
1979 25.6 12.7 12.9
1980 243 114 12.9
1981 23.0 114 116
1982 20.2 10.2 10.1
1983 18.8 10.0 8.8
1984 17.6 9.3 8.3
1985 15.9 8.2 7.7
1986 155 7.9 1.7
1987 18.3 8.4 9.9
1988 21.3 105 10.8
1989 20.5 10.2 10.3
1990 19.8 10.3 9.5
1991 18.3 9.5 8.8
1992 20.3 10.1 10.2
1993 18.6 9.4 9.3
1994 19.0 94 9.6
1995 18.0 9.9 8.1
1996 17.9 10.3 7.6
1997 18.4 10.7 7.7
1970-79 24.2 12.9 11.3
1980-89 19.6 9.8 9.8
1990-97 18.8 10.0 8.9

* Dataisfor Benin, Cote d'lvoire, Guinea:Bissau, Kenya, Madagascar, Madawi, Mauritania,
Mauritius, Namibia, and South Africa

Source: Compiled from Pfeffermann, Kisunko, and Sumliinski, Trends in Private Investment

in Developing Countries and Perceived obstacles to Doing Business (Wahington, D.C.:
World Bank 1999).

Table4 Foreign Direct Investment (FDI) Flow to Africa and All Developing Countries*
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SSA*

1980-85 1411
1986-91 1673

1992
1993
1994
1995
1996
1997

1589
2068
3329
3874
3515
2899

All
Developing
Countries

12634
29090
51108
72528
95582
105511
129813
148944

How to SSA
as % of

Howto ADC Gross Investment

11.2
5.8
31
2.9
3.5
3.7
2.7
1.9

Flow to SSA
as % of

6.7
6.4
8.8
14.1
14.8
13.2

Flow to ADC***
as % of
Gross Investment

34
4.2
6.1
7.6
74
8.7

* The second and third columns are in millions of dollars, and the last three columns are shares.

** SSA = Sub-Saharan Africa

*** ADC = All Developing Countries

Source: United Nations, World Investment Report (New Y ork: UN 1992, 1998).
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Endnotes

1. Seefor instance chapter two of Rodney (1972).
2. McCldlan (1980) refers to emperor Menilik of Ethiopia as the 'greatest dave entrepreneur’, p.71.

3. For a discusson on IMF facilities see Williamson (1983) and Polak (1991). Polak discusses the
processesinvolved in preparing adjustment programmes and performance monitoring. We must aso note
that these pecia facilities tend to change their names rather frequently.

4. For details see Cornia (1992), p. 34.
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