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Increase in woﬂd exchanges
Increase 1h Fore1gn Capltal

Poverty, marginalisation

A two-part world :
a new perspective North-South

- An always growing interdependence between
economies

High Indebted Poor Countries Initiative (HIPC) " i

Global market
Unfait' distribution of capital flows
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1950:2000 4 .
. World GDP x 6
. GDP Per Capita x 3
e Trade x 14

o' % world trade in
world GDP
_ 1950: 6%
— 1998: 14%
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. Capital Flows (1)
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Flnancml Markets
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Portfolio Investment

"'~ 1970: $ 10-20 billion per day

— 2000: $ 1500 billion per day
» High Volatility
— Asian crisis

— Pension Funds

b 7
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. Capital Flows(2)

Fore%%n Direct Invéstment
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Fbr‘eign Dirgct Investment
o High growth * _ o b .
.~ $209 billion in 1990
“ L $ 1100 billion in 2000
* Destination
=" 17% LDC 1n 2000
— 40% between 1993 and 1997

* Concentration LDC (2000):
— 80% to 20 countries
— 65% to 5 countries

— 35% to'China B LDC and emerging countries B OECD
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~%. .. Capital Flows(3)

#Thg F, i : -Tfﬁ 
FDI in Afriéa i ,, . ‘. FDIinAriga{
. Multiplied by 5 1090-1999: '
— From 2'to 10 b11110n :
* 21,2% of the-world FDI
* 5% of the LDC’s FDI
* 70% in 5 countries:
— Angola - South Africa

— Egypt - Marocco
— Nigeria

B in Africa
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Increase in the demographic pressure
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World populatiopr
— 8.3 billion in 2025 .
— +38% over 23 ans ;
— + 80 million péf year -
 wFast Urbanisation 90% of
increase in urban zones
5 billions people living in
urban areas in 2025
— 60% people living in urban
areas in 2025
Migration Flows

— 145 million migrants in the
world

— 19 million of refugees

Billion
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m Urban population

~ ® World populatié)% I
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| A two part World
A new perspectlve North-Soﬁth

o 20% of the World populatlon with the hlghest IG'VGI of life
- — 86% of the World GDP - 82% of the “©XPOrts
— Send 92% of the FDI — Receive 80% of the FDI
*,20% ot the world population with the lowest level of life
— 0,4 % of the exports |
—  0,6% of the imports
— Income Inegality : 30 to 1 in 1960 - 74 to 1 in 1997
* The technologic separation

— OECD : 17% of the world population
— 74% p_hone lines - 88% of the Internet users
— 84% ofthe R&D - 97% of the brevets
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1 The attractlwty of emerglng
g oy countr’i'esf(1)

The emerging: markets  have some joint
BRI S oSl o 5 TERRE N

“economic growth

GDP value .

infant mortality and the life expectancy .

riskies _
the need for reforms and liberalization of the =~
economy

b 7
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1 The attractlwty of emerglng

countrlejig_

. Group 1: controrfed lnflatlon relative stable _exchange
rate, developed financial. and banklng system, ‘access to
international . money markets, impaortant volume of

transactions W|th a reliable system of Compensatlon

M

¥,

* Group 2: low volumes of transactions , small market
capitalization, technical deficiency on the level of
operation , high rate of inflation , frequent devaluations,
restricted access to international money markets . .-

* Group 3: incipient stock exchange markets, many
economic -problems , no access to international money
markets
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2. Th‘é'-}_"i_é-k to ma'na'g"o: the cou'nt];y risk

.k'-t

Country risk: ,polltloal .nsk economic and flnanolar'hsk or more
generally in a form representlng the materialisation of a disaster
endangering the *rachrevement of the alms fixed by the
investors. (i

The assessment of the country risk must be done by
respecting the following triptych Identlflcatlon-VaIuatlon-
Treatment (I-V-T). -

Identification.. By considering factors like pOI|t|caI stability,
budget deficit, balance of payments, debt burden, uncertainty
on the rights of ownership and capital flight. -

Valuation. Ensured by notations ,classifications, and |nd|ces

Treatment. Transfer, reduce or eliminate the risk by structuring
projects (in=order to limit the risks of conflicts of interests with

the local authorities and to avoid vertical integration in the host
colintrvy \ Coovaranoe
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e "_'2'_'.'?1.'flden'tificaﬁon of countmi'fisk

Two cémponents the - polltlcal rlsk and the
economic risk: ¥ -

Political r/sk “consists  of | acts and
measurements taken by the autherities of a

A country or induced by a particular S|tuat|on In

the country.

. Economic risk covers the non- payments the
commercial risk and the monetary risk.

The 'political risk is assessed under two.
levels: |
— the“'macro-economic level
— the micro-economic level
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2 1 ldentific‘ation of country.risk(2)

i g __‘
Macro-ecbhomlc IeVeI | ¥
1)Expropr|at|on S the most extreme demonstration and the most
expressive of politicalTisk. -

— Examples: ‘Eastern Europe foIIowmg the advent of Communism.
Cuba'. Iran .. Peru -.

~ 2) Political risk . caused by ethnlc religious or somal conflicts

appeared.

— Examples: Afghanistan . Yugoslavia . The Kurdish problem The
balkanisation of ex-Zaire and the Rwandan genoc1de The
retrocession of Hong Kong to China. -

Micro-economic level

1)The consequences of the conflicts of interests between'-f
foreign investors and host country. £
2)Corruption

— Exarmples: Firestone in Kenya. Foreign investments accepted in
Indonesia were partially controlled by the son of Suharto




2 2..\7aluat'lon (Measure of country
P nskg( ),

- The valuatlon of the polltlcal nsk is carried out by takrng into
account five famllles of significant factors:

- 1) Political stabrlrty the frequency of government changes
the level of wdlence in the country and the existence of
conflicts wrth the other states. ;

— 2)The economic- factors : inflation, balance of payments,
debt, debt service and GDP growth rate. These indicators
* ©  help to determine the health of the economy.

— 3)The subjective factors: the perception of the' foreigners
of the behaviour of the local authorities with regard to the
private sector.

— 4)The risk on the rights of ownership : the pOSSIblllty that
the . government modifies these rights or carry out.
expropriations. :

— 5) Capital flight : the will of the citizens of a country'to'
export their saving because they fear about the safety of
their capital.



ﬁ Valuat n (The measuring
mstruments)
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1. The ratmg of Moody's orthat of Standard and Peor s. -‘_’Jﬁ

2 The notgtlo*n of the BERI --'-=.~n

. polltle‘fal stability, -balance of payments bureaucracy, avallablllty of long-
term‘credit; and relatlons with forelgners obtains this notatlon 74

3. The index of E‘uromﬁn,ey 5 -

* political I‘lSk economic risk, debt service and the balance of payments, the
capacity of refunding,market indicators - .

4. Frost and Sullivan Political Risk Services (FSPRS)
» risk of non repatriation, tax policy, monetary policy and debt,
5. The index of World Political Risk Forecast (WPRF).

» stresses the political conditions, which influence the'activity of the
businesses:change of political regime, change of @ government,
expropriation and problems of repatriation of the revenues;

6. The index of perception of corruption (IPC) of Transparency j
International :

7. The index of the Economist Intelligence Links (EIU)

-+ risk.on the level of the medium-term loans, political risk and commercial |
rlsk in the short run,

8. The Profit Opportunity Recommendation (POR)

« ‘the state of the economy, the social and political condition and the
climate of hiicineccac
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2.3 Treé tn}_ent
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The rlsk can be transferred entlrely or not to speC|aI|zed organlzatlons of
three types:y @ -

. governmental agenues international |nst|tut|ons and prlvate eompanles

Well-known govemmental agencies: =
« the OPIC (Overseas Private Investment Corporatlon) in the United States,
» the COFA,CE (French Company ‘of Insurance for the Foreign Tradg) in France,
« the SEE (Company for the Expansion of Exports) in Canada,
« the ECGD (Export Credit Guarantee Department) in the United Kingdom.

They help companies of their respective country to carry out investments
abroad or to make exchanges with foreign countries (partial coverage on
the credits and turnover).

International institutions such as MIGA (Multilateral Investment
Guarantee Agency), which makes possible the hedge of the risk of not-
repatriation of the benefit, the risk of breach of contract, the rlsk of
expropriation and the risk of social disturbances.

Private insurance companies like The Lloyd's of London, which
propose contracts of coverage against certain achlevements of the

country risk.
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3. !_--ie‘ééons from ec,bnomic th_g'o!;;y_ﬁ(1)

The factors t‘hat expialn forelgn capital flows are d|v‘|ded into two
groups thanks to Calvo Leiderman and Reinhart (1996) push

~and pull factors*r The push: factors explain why capital leaves a
country in direction to another while the pull factors give the
reasons for which a country attracts capltal

v
k

L .
The principal push factor are the level of mterest rate and the
need for diversification

= "one does not put all his eggs in the same basket: diversification

partially explains the presence of foreign capital in-the Countrles of
the South

- With regard to pull factors, there are political stability, economic
growth, high profitability, reliability of the stock exchange, good
state of the infrastructures, quality of life, advantageous tax
policies. labour quality as well as geographical location.
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3. Lessons frb"r‘ri economic theory(2)
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Mandelker and Tandon (1995) link between macro-
economic {/arlables and the stock market

Chunhachinda and Jokung (2001): in the Casemf Thailand ,

- portfolio invéstment is positively related to the Bangkok
Stock Exchange capitalization and also to the quality of the
- EThal economy

Chunhachinda and Jokung (2001) . direct investment
iIncreases with economy growth rate and economy quality.

Chuhan, Claessens and Maningi (1993) : portfolio flows are
about equally sensitive to pull and push factors in Latin
America and they are four times more important in East AS|a
during 1988-1992.

De Santls (1994) and Harvey (1995) : the preoccupation of
diversification of the risks pushes the foreign capital towards
emerging countries.



3. Lessons from economic theory(3)
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Alesma and Perrqt’ﬂ (1996) and Mauro (1993) an inverse
relationship betwgen political mstablll_ty and econemic growth
or investment, political risk slows down investment.

Jokung (1998) : the quality of the-economy measured by the
“ipdex of Gwartney, Lawson and Block and the growth rate of
the GDP are positively related to direct mvestments flows in
Malaysia and Singapore.

Sianesi (1995) : three main location factors: demand
conditions, cost factors, and political factors.

Kravis and Lipsey (1982). host market size and openness
are the major determinants for location decisions but labor
costs are also taken into account.
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4. Threats aln"cl’We'akheSSes e'f Africa
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The forelgn debt represents 46 7 % of the GDP in 2004 .and accounts
about 275 bllllon doIIars The share of the public expenses devoted to

the debt sertncmg was between 30% and 50% in 2004. Itamounts at
26.7 billion dollars in 2004c .~ - -

This servicing should decllne thanks to the HIPC |n|t|at|ve (Heavily
Indebted Poor Countries) :

Sub-Saharan Africa was located last year between 92nd row and 177th
row in the classification given by the index of human development.

In 2000, more than 50% of the population lived below the poverty
line, the aim is to make this percentage fall to 25% in 2015.

Several African countries take part in the HIPC initiative with the
objective to help countries concerned to quickly profit from an important
reduction of their foreign debt in order to support the fight: agamst
poverty. - A

The goal clearly noted by HIPC initiative is to make free and avallable
capital, whieh ensured the debt servicing in order to assign them to the
fight against poverty.
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- 5.’Attractive pol icies, good
L. .7 governance

« They fear however that investors choose other
- countries if they ‘do not offer subsequent advantages
and asslstances to them. Thus the arsenal of seduction

IS |mpreSS|ve

' 1) tax_support : the reductions of rate, with the
abatements preliminary to the calculation of the income
. tax, to the exemptions or the rebates on the customs
“duties, to the accelerated depreciation, and the
reductions on the social taking away. :

- 2) financial assistances, loans with interest rate
subsidy, guaranteed loans and subsidies with the
formation, with the more or less free supply of grounds,
water, and road. :




R G
..;_;I" K I - L i
o | s el
I#I. A 1 e v . EE
v g ) o E , d - -. g
i i .|:‘ .:' . ¥ . P

6. Risk management process(1)

« While referrlngu to the Iesson as well ecqnomlc as
- factual in term of country risk and- attractlveness of the
foreign capital, the diagram that we propose to illustrate
our risk-management process is the following:
Identification, Valuation, Acceptablllty, .Reduction

and Promotion

* The continuous improvement registered in the -obje__cti_ve
of reduction of the country risk as presented in the
diagram, will give a positive response to the

acceptability of Africa in term of risk in a near future.



6..Risk management process (2)

IDENTIFICATION N

| 1 , VALUATION P :

-

ACCEPTABILITY?
REDUCTION OF THE PROMOTION
COUNTRY RISK N2 YES

¥ s
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GRlsk management process (3)

- .

IDENTIFICATION

- Governmental instability

- Iniquity of the legal system
- Endemic corruption

- Weakness of infrastructures
- Relative insecurity

VALUATION

- BERI notation

- Index of Perception of Corruption
- Rating of Moody's

- Rating of Standard and Poor's

ACCEPTABILITY?

REDUCTION OF COUNTRY RISK PROMOTION
-Development of infrastructures - Information about the
- Fight against corruption country
- P_nvatlzatllons - Rounds of explanations
- Fight against poverty - Advertising
- Reform of the legal sector - Presence at the
1 - Fight against organized crime international level

- Creation of stock exchange
markets
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Conclusmn

In the” concert of the emerglng countries or Iin the. proc;,ess of
development,’ the voice of Africa. could be made hear: That would
facilitate the attraotlon of the forelgn oapltal In order to take part in
the development of this: continent .

The need for Sendlng oIeJer and, preolse S|gnals to'the eorttrlbutors
of capital is essential today and the good governance with the
attractive economic policies (governmental stability, weakness of
inflation, sustainable high growth and creation of a stock markets)
will play to a certain extent their driving role.

It Is necessary to attract capital but they will have then to be
directed towards the most productive sectors and especially
generators of repercussions on the populatlon by technology
transfers, gains of productivity and rises in real income.

It will be necessary as a preliminary level to improve saféty of
goods and people, to reduce corruption, to reform the ‘legal
system while making it more reliable and to improve the
infrastructureés_(roads, water, utilities) while applylng judiciously
economic lessons.
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