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Foreword

More than one in eight people on earth live in Africa. More 
than half of these men, women, and children live in abject 
poverty. The continent attracts less than 1 percent of global 
capital fl ows and accounts for less than 1 percent of world 
trade. Africa’s economic isolation has deep implications 
for world stability, commerce, and, indeed, humanity. 
While these challenges are daunting, with appropriate 
action and commitment, global capital fl ows into Africa 
can be enhanced signifi cantly. This potential reaffi rms that 
Africa’s challenges do indeed have solutions. The obstacles 
are rooted not in questions of global capacity but of global 
will.

Recently, increased attention has been paid to Africa’s 
plight. Numerous efforts are underway to address the 
HIV/AIDS pandemic. Many learned opinions exist for 
enhancing  support to Africa from multilateral institutions 
and the wealthiest nations. Yet very little work has been 
done on how to increase private-sector capital fl ows to 
Africa. Given the relative paucity of effort in this crucial 
sphere, the Commission on Capital Flows to Africa chose 
to focus on this essential and largely missing link to the 
region’s stabilization and long-term economic security.

This commission represents a unique effort to unite 
high-level leaders from  top economies and Africa, includ-
ing individuals with signifi cant experience in government, 
nonprofi t organizations, and the private sector, to focus 
specifi cally on attracting sustainable and adequate capital 
investment.

After a year’s work, we are pleased to make our 
recommendations in this report. We fi nd several reasons 

today to support Africa’s development. One of them is the 
New Partnership for Africa’s Development that repre-
sents a broad and growing commitment among African 
leaders to establish the indispensable preconditions for 
investment. Also, leading countries around the globe are 
pledging greater economic and development assistance, 
including the Bush Administration’s Millennium Chal-
lenge Account, which proposes to increase US global 
bilateral assistance by about 50 percent. This commission 
endorses these efforts and believes that if African leaders 
are successful in their attempts to build an environment 
conducive to attracting capital, then the United States, the 
G-8, and OECD governments are duty bound to respond 
with signifi cant new public investments. Private invest-
ment will then follow.

The commission is well aware that increased private 
capital fl ows are but one of the many challenges that Afri-
ca faces. We are confi dent, however, that increased capital 
fl ows can contribute signifi cantly to Africa’s development 
and that the US government, together with the G-8 and 
OECD nations, could do much to stimulate and facilitate 
these fl ows. The budgetary costs to the United States of 
what we have suggested would be modest and more than 
offset as Africa becomes a stronger trading and investment 
partner. Moreover, we believe that these proposals would 
pay major dividends in terms of advancing US humanitar-
ian, foreign policy, and national security interests.

This report represents the shared effort and commit-
ment of 28 African, European, Asian, and American men 
and women, who are leaders in commerce and  govern-
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ment, who gave freely and generously their time and col-
lective wisdom, and who personify the promise of a world 
more closely bound together by commerce and capital. 
While we did not agree on each recommendation, our re-
port is stronger for the vigorous dialogue that it produced.

 I am grateful to the members of this commission for 
their dedication to this effort and for the excellence of their 

work. Now, time is of the essence. Africa can be an attrac-
tive destination for investment if real steps are taken both 
in Africa and in leading economies. Capital fl ows are a 
powerful force for global stability and for creating oppor-
tunities. They can and should be unleashed today to the 
benefi t of Africa and, through its renewed stability and 
health, to the benefi t of our world.

James A. Harmon
Chairman

Commission on 
Capital Flows to Africa
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A Ten-Year Strategy for Increasing 
Capital Flows to Africa
A Report from the Commission on Capital Flows to Africa

Executive Summary

Africa is a vital region of the world. With more than 800 
million people and vast natural resources, the region’s op-
portunities and accomplishments are frequently overshad-
owed by crises, confl icts, and chronic poverty. As a result, 
Africa is not a primary destination for global, especially 
American, capital. But without signifi cant amounts of capi-
tal, Africa’s development objectives will not be achieved.
To address this challenge, the Corporate Council on Africa 
and the Institute for International Economics, together 
with the Council on Foreign Relations and the Joint Center 
for Political and Economic Studies, assembled a high-level 
Commission on Capital Flows to Africa. James A. Harmon, 
former chairman of the US Export-Import Bank, is the 
commission’s chairman. The commission has 28 members 
from North and Central America, Asia, Europe, and Africa 
with leadership experience in business, banking, policy 
research, government, academia, nongovernmental organi-
zations, and international institutions.

The commission was launched in September 2002 and 
has held seven meetings in Washington, DC, and New 
York City as well as a briefi ng session at the US Sub-
Saharan Africa Trade and Economic Cooperation [AGOA] 
Forum in Mauritius in January 2003. (The forum is an 
outgrowth of the African Growth and Opportunity Act, 

AGOA.) The members received formal papers and pre-
sentations from a number of experts from the Institute for 
International Economics, the Center for Global Develop-
ment, the World Bank, the International Finance Corpora-
tion, the African Development Bank, and the Economic 
Commission for Africa. The result of the commission’s 
intensive deliberations is a Ten-Year Strategy for Increas-
ing Capital Flows to Africa.

This report does not make recommendations on issues 
that are better addressed by others, even though the com-
mission comprises members with an extraordinarily broad 
range of skills and experience. The HIV/AIDS pandemic, 
for one, has profound and far-reaching consequences not 
only for those living on the continent but also for compa-
nies doing business there. Nevertheless, the role that the 
private sector might play in combating the disease needs 
to be addressed more carefully and thoroughly than this 
commission has the capacity to do. The commission tried 
to maintain a focus on immediate steps that the US and 
other governments should take to spur foreign direct in-
vestment as well as other capital fl ows to Africa.

The commissioners are aware that Africa’s circum-
stances are not homogenous, and one approach will not 
work everywhere. Nevertheless, the steps outlined here 
provide the basis for encouraging new capital fl ows to 
Africa and can thus contribute to fi ghting poverty and 
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encouraging economic growth across the continent. The 
most salient elements of the Ten-Year Strategy for Increas-
ing Capital Flows to Africa are as follows:

•  The US African Growth and Opportunity Act 
should be extended for ten years beyond its current 
expiration date of 2008 and allow for all products from 
Africa to enter the United States duty and quota free; 
•  The United States should seek to complete a free 
trade agreement (FTA) with Africa in ten years. Fol-
lowing the completion of an FTA with the Southern 
Africa Customs Union—and as Africa accelerates 
its efforts to create subregional markets—the United 
States should negotiate more FTAs with other subre-
gional organizations; 
•  The US Congress should reduce to zero the tax on 
repatriated earnings on new investments by US com-
panies in Africa during the ten-year period; 
•  The Overseas Private Investment Corporation 
(OPIC) should be permitted to support investment 
in all sectors in Africa for ten years, including sectors 
currently categorized as “sensitive,” such as textiles 
and apparel, electronics, agribusiness, and industrial 
products;
•  OPIC should be permitted to support investments 
that promise to provide net benefi ts for the US econo-
my rather than prohibiting it from supporting projects 
in which US jobs are lost;
•  The United States should encourage the Organisa-
tion for Economic Cooperation and Development 
(OECD) to enable export credit agencies to allow 20-
year repayment terms (instead of the current ten years) 
for African projects and to raise the ceiling for local 
costs from 15 to 50 percent of the export value;
•  A portion of US ODA funds should be devoted to 
the establishment of long-term, low-rate fi nancing 
vehicles for small businesses in Africa as well as to the 
provision of related technical assistance;

•  The United States should support an appropriate 
process to review the Heavily Indebted Poor Country 
(HIPC) initiative and to consider whether it is desir-
able to pursue debt relief proposals that go beyond 
HIPC; 
•  Working with the New Partnership for Africa’s 
Development (NEPAD), the United States should (1) 
encourage an acceleration of privatization, (2) empha-
size technical assistance for training African profes-
sionals to manage the complexities of the privatization 
process, and (3) explore the means to mitigate the 
risks for African investment including, but not limited 
to, the more complex privatization of infrastructure 
enterprises.; 
•  The African Peer Review Mechanism, together with 
the NEPAD secretariat, should be encouraged to pub-
lish a set of “best practices” for African governments 
seeking to increase foreign direct investment, and 
all African countries should be encouraged to seek a 
sovereign credit rating by an international credit rating 
agency;
•  A signifi cant portion of offi cial development as-
sistance (ODA) should be invested in strengthening 
the environment for growth in Africa’s private sector, 
especially because it relates to the development of 
Africa’s human capital;  and
•  The United States, in conjunction with other OECD 
governments and private-sector entities, should create 
an African Financial Fellowship Exchange Program 
that would send professionals with fi nancial, capital 
markets, corporate fi nance, or economic policy ex-
perience to African countries to work in public and 
private institutions for a certain period. In exchange, 
each participating African country would commit two 
individuals for training for up to two years at qualifi ed 
investment or commercial banks in the United States 
or other OECD countries.
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Introduction

Africa is a continent with great challenges, tremendous 
opportunities, and unappreciated accomplishments. Since 
1990, for example, 42 of the 48 countries in sub-Saharan 
Africa have held multi-party elections, and most Africans 
today have the right to choose their leaders at the ballot 
box. On the other hand, Africa has fallen behind the rest 
of the developing world in many dimensions of develop-
ment. Life expectancy has decreased with the rise of the 
HIV/AIDS pandemic. The average African is poorer today 
than he or she was two decades ago, and the number of 
people living in poverty has increased steadily during the 
past 20 years (although the share of Africa’s population 
living in poverty has remained largely unchanged).

These broad trends, nevertheless, mask signifi cant dif-
ferences across the continent. While some countries remain 
mired in confl ict and economic stagnation, nearly a dozen 
have achieved economic growth rates of 5 percent or more 
in the last fi ve years, including Mozambique, Tunisia, 
Senegal, and Uganda. Senegal and Uganda, among others, 
have made major strides in combating HIV/AIDS.

An increasing number of these countries have success-
ful, profi table, and export-oriented private investments. 
These include mango exports from Senegal, cut-fl ower 
exports from Uganda and Kenya, electronic data entry 
services from Ghana, aluminum smelting in Mozambique, 
and back-offi ce services from Mauritius. Due to the Afri-
can Growth and Opportunity Act (AGOA), more people 
today work in Lesotho’s private sector as opposed to the 
public sector.

 These successful investments suggest that Africa 
provides many opportunities for external capital to gener-
ate attractive returns and for some African countries to 
emerge as examples—both political and economic— for 
the rest of the continent to follow. Nevertheless, despite 
this important progress in some parts of Africa, the 
continent is still perceived as risky, and that perception 
in many cases is higher than warranted. As a result, even 
those African countries that have signifi cantly improved 

their investment climates experience diffi culty in attracting 
substantial new investment.

Africa’s economic progress and political stability are 
vital both for its citizens and for the rest of the world. Its 
success will depend primarily on actions that Africans 
themselves take to establish strong economic, legal, and 
political institutions and policies. But it will also depend 
on supportive steps taken by the United States, the G-8, 
and other partners around the world. A success strategy 
has many components, and undoubtedly one is to encour-
age greater capital fl ows and investment in the region. For 
this reason, the Commission on Capital Flows to Africa 
was formed to develop specifi c recommendations for the 
United States, the G-8, the OECD, and African govern-
ments, which if implemented, would lead to increased 
capital fl ows throughout Africa, which is both critical and 
eminently feasible. The United States should take the lead 
among the G-8 and OECD countries in responding to 
this challenge.

No country or region in history has achieved sus-
tained development without effective participation in the 
world economy. As UN Secretary General Kofi  Annan has 
remarked, the problem in Africa is not too much global-
ization but too little. Taken together, the commission’s 
proposals could help integrate Africa more fully into the 
global economy.

This report takes into account (but does not replicate) 
the many studies on Africa’s investment environment or 
development challenges, produced by the United Nations, 
the International Monetary Fund, the World Bank, the 
African Development Bank, and many bilateral donors. 
Its primary purpose is to focus on specifi c and immedi-
ate actions that the US and other governments can take to 
encourage substantial additional capital fl ows to Africa. 
The commission’s recommendations are intended to create 
an awareness by, and incentives for, investors who might 
otherwise pass over Africa for opportunities elsewhere.

The report is divided into two main parts. Part I 
provides an overview of the key dimensions of Africa’s 
importance to the United States and the rest of the world, 
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the link between capital fl ows and economic growth and 
development in Africa, and other important initiatives 
underway to help support this process. Part II contains the 
commission’s specifi c recommendations on the key policy 
changes needed in several important areas.

Part I: Why We Need a Ten-Year Strategy for 
Increasing Capital Flows to Africa

Africa’s Importance to the United States

The United States has signifi cant economic and national 
security interests in Africa, which underscore the rationale 
for and urgency of this commission’s recommendations. 
US interests in Africa extend well beyond historical and 
cultural ties or the humanitarian and moral imperative to 
help lift the most underdeveloped region out of poverty. 
While the United States shares many of these interests 
with its fellow G-8 and OECD members, US leadership is 
essential for ensuring that these interests are secured. Two 
broad areas of interest are worth highlighting: economic 
and security.

Economic Interests. Four out of every fi ve new 
consumers now come from the developing world. Soon 1 
billion of them will live in sub-Saharan Africa. In 2002, US 
exports to sub-Saharan Africa were 46 percent greater than 
those to the former Soviet republics (Russia included), 47 
percent greater than to India, and nearly twice that to East-
ern Europe. US exports to South Africa alone were larger 
than those to Russia whose population is more than 3.5 
times as large.1 These numbers are even larger when the 
countries of North Africa are added.

Over 100,000 US jobs are tied to exports to sub-Saha-
ran Africa, which already buys at least $6 billion of Ameri-
can products annually. Yet, the US share of the African 
market is small—only 7.9 percent, suggesting signifi cant 
growth potential for the United States in the years to come. 
For this market to reach its potential, not only must the US 
share grow but also the market itself. Such growth can be 
enhanced through increasing capital fl ows to Africa.

In addition to Africa’s potential as a consumer market, 
US economic interests include access to Africa’s valuable 
resources. Africa supplies over 16 percent of US imported 
crude oil, and it is estimated that within the next decade 20 
percent will come from Africa. Africa accounts for nearly 
half of the world’s production of bauxite, chrome, and 
diamonds; more than half of its cocoa and platinum; and 
nearly three-quarters of its cobalt.

Security Interests. Even more important and imme-
diate are US national security interests in Africa, which 
are also shared by our OECD and G-8 partners. Africa is 
the world’s soft under-belly for global terrorism. Porous 
borders, weak law enforcement and security institu-
tions, plentiful and portable natural resources, disaffected 
populations, confl ict zones, and fragile and failed states 
have made some African countries increasingly attractive 
safe-havens and breeding grounds for al Qaeda and other 
global terrorist organizations. The 1998 US embassy bomb-
ings in Kenya and Tanzania, the 2002 attacks in Mombasa, 
Kenya, and, most recently in Morocco are vivid reminders 
of the penetration of such groups into the continent.

Africa’s fragile and impoverished states are among 
the weakest links in the US war on terrorism. Without 
increased stability, economic opportunity, and democratic 
progress, these states will grow increasingly vulnerable to 
exploitation by terrorist and criminal organizations and 
will remain substantial security liabilities for the United 
States.  The American people, therefore, have a compelling 
national security interest in strengthening African econo-
mies and democratic institutions to increase the will and 
capacity of African countries to be strong partners in the 
war on terrorism. 

1 “US-African Trade Profi le,” prepared by G. Feldman, Offi ce of Africa, 
International Trade Administration, United States Department of Com-
merce, Washington, DC, March 2003.
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Capital Flows, Growth, and Development

Africa needs dramatically increased volumes of capital, 
especially investment capital, if it is going to achieve the 
sustained economic growth necessary to alleviate pov-
erty and establish the institutions necessary for political 
stability. A substantial body of research suggests that there 
is a correlation between foreign direct investment (FDI) 
fl ows and economic growth, especially when there is an 
educated work force and hospitable conditions for invest-
ment.2 The experience of Hong Kong, Singapore, Ireland, 
Mauritius, China, and Costa Rica suggests that if there is 
a positive environment, FDI will fl ow and contribute to 
sustained growth. The most important ingredients for a 
strong investment environment include sound macroeco-
nomic policy management, political freedom and stability, 
physical security, reliable legal frameworks, an open trad-
ing environment, competent institutions, and no corrup-
tion. A good contract law, capable courts, and regulatory 
regimes based on transparency, predictability, and fairness 
are also important.

Africa has not done well in attracting FDI, and the 
facts are sobering. In 2000, global fl ows of FDI soared to 
a record $1.3 trillion but dropped by 43 percent to $735 
billion in 2001. During this period, FDI fl ows to Africa in-
creased from $9 billion to $17 billion due to partial privati-
zation in Morocco and the unbundling of cross-share hold-
ings of companies listed on the London and Johannesburg 
stock exchanges. Apart from these two transactions, FDI 
fl ows to Africa were about 1 percent of global fl ows.3

In sub-Saharan Africa, the situation is even bleaker. 
The volume of capital infl ows fell from $8 billion in 1999 

to $6.5 billion in 2000 and remained relatively stagnant in 
2001, the South African stock transaction notwithstand-
ing. As a result, the region’s portion of global FDI fl ows is 
about 0.7 percent. The largest portion of this investment 
went to Africa’s extractive sectors (mainly oil and min-
erals), which tend to have a less pronounced impact on 
productivity and income growth than investments in other 
sectors such as manufacturing and services.

The Challenge Ahead

African governments must implement changes required to 
attract a substantially greater share of global capital fl ows. 
Many African leaders in government, business, media, and 
other sectors have taken up this challenge and begun to 
take the necessary steps to create these conditions. In fact, 
the New Partnership for Africa’s Development (NEPAD) 
refl ects the recognition by African governments that they 
must improve governance, transparency, and stability to 
induce donors, international businesses, and others to 
bridge the tremendous gap between Africa and the rest 
of the world.  In this respect, the commission members 
support the efforts of the architects of NEPAD to create a 
Capital Flows Initiative.

It is too soon to know whether NEPAD will succeed. 
Nevertheless, the Commission on Capital Flows to Africa 
strongly endorses NEPAD’s vision of a compact predicated 
on the idea that as Africa undertakes critical political and 
economic reforms, the West must respond with substan-
tial new public and private resources. Indeed, this vision 
was endorsed by the G-8 during its June 2002 summit in 
Kananaskis, where it agreed to support the Africa Action 
Plan and committed to provide by 2006 an additional $6 
billion annually to African countries undertaking signifi -
cant economic and institutional reforms.

However, offi cial development assistance (ODA), 
including World Bank lending, will not be suffi cient to 
facilitate Africa’s integration into the global economy. 

2 Theodore H. Moran. 2002. “Attracting Non-Extractive Investment to 
Africa: Challenges, Success Stories, and Lessons for the Future.” Institute 
for International Economics Discussion Paper for the Corporate Council 
on Africa, October 17.
3 World Investment Report 2002. New York: United Nations Conference on 
Trade and Development.



14

Africa needs more private capital, more investments, and 
more linkages to global markets to achieve its develop-
ment goals and to free up development assistance for 
other pressing issues.

In this context, the Commission on Capital Flows to 
Africa has devised a Ten-Year Strategy for Investing in 
Africa, including both ODA and private capital fl ows, 
especially FDI. This strategy is broad in its coverage, rang-
ing from trade, tax, and investment policy to debt relief, 
peer review, and exchange programs. At the same time it 
includes specifi c steps that governments can take imme-
diately to encourage increased capital fl ows and invest-
ment to Africa. In making these proposals, the commission 
recognizes that one approach will not work everywhere in 
Africa. Greater attention needs to be paid to subregional 
initiatives recognizing that subregions differ and that 
within each subregion there are commercial and economic 
drivers in different sectors. Nevertheless, the proposals 
that follow provide broad guidance on some of the most 
important issues for African countries.

Part II: Specifi c Recommendations 

Trade Liberalization

Two major dimensions of current US trade policy affect 
Africa: US domestic agricultural subsidies and AGOA. To 
help stimulate investment and economic growth in Africa, 
farm subsidies in the United States and other G-8 countries 
should be reduced or eliminated as quickly as possible, 
and AGOA should be extended and strengthened.

US agricultural subsidies are a major impediment to 
African agricultural exports, which would otherwise be 
a signifi cant source of economic growth on the continent. 
These subsidies run counter to US claims that it favors a 
more open and fair global trading system and seriously 

undermine the economic livelihood of African farmers. 
The 2002 farm bill signifi cantly increased US farm subsi-
dies, creating even greater nonmarket advantages for US 
farmers. The increased subsidies led to large drops in com-
modity prices, especially cotton, much to the detriment of 
African farmers. European farm subsidies do even more 
damage. If the United States is serious about its desire to 
help Africans help themselves and to create opportunities 
for Africans to connect with global markets, it should work 
closely with the G-8 to expeditiously reduce agricultural 
subsidies.

AGOA, on the other hand, which was designed to 
stimulate light manufacturing in Africa, has achieved early 
success. Between 2001 and 2002, all AGOA imports to the 
United States increased 10 percent, while apparel imports 
more than doubled. Transportation equipment exports 
from AGOA countries increased 81 percent over 2001, and 
agricultural products grew 38 percent. Unfortunately, the 
benefi ts have not been evenly distributed, with Nigeria, 
South Africa, Gabon, and Lesotho accounting for more 
than 90 percent of AGOA duty-free benefi ts. Accordingly, 
the United States needs to reenergize its efforts to broaden 
the benefi ts of AGOA by working more intensively with a 
broader range of African governments and businesses to 
help them take advantage of the legislation.

There is also concern that AGOA’s benefi ts will be 
diluted as the US government seeks to negotiate free trade 
agreements (FTAs) with other regions such as the Middle 
East and Central America.

The current structure of AGOA has at least four major 
limitations that inhibit  countries from benefi ting from the 
legislation:

•  Each country’s eligibility must be reviewed 
annually; 
•  The regime expires in 2008; 
•  Imports of apparel remain subject to tariff rate quo-
tas (TRQs), or duty-free caps, as well as certain restric-
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tions on the source of fabric; and
•  Textiles are excluded from AGOA benefi ts.

With regard to the fi rst limitation, the commission 
recognizes the rationale for annual review, as the prob-
lems of governance and confl ict have obstructed sustained 
economic growth in sub-Saharan Africa. At the same time, 
an annual review creates an unduly “short leash” that 
adds uncertainty to any potential investor’s decisions. An 
important improvement would be to assure eligibility for 
ten years once a country has qualifi ed, while preserving 
the president’s authority to review a country’s eligibility in 
extraordinary circumstances.

Second, AGOA’s term should be extended through 
2018—that is, for ten years after its current date of expira-
tion in 2008. This decision should be enacted as quickly 
as possible to remove the current investment disincentive 
created by the 2008 terminal date.

Third, the TRQ on apparel imports should be re-
moved. Currently AGOA sets a ceiling for quota- and 
duty-free apparel imports at 3 percent of overall US ap-
parel imports, rising to 7 percent by 2008. Although these 
limits, adopted in the August 2002 revision of the law, are 
twice the original ceilings, they continue to create uncer-
tainty for investors, which in turn reduces investment. 

A related impediment to trade and investment is 
the scheduled expiration of the Special Rule for Lesser 
Developed Benefi ciary Countries (defi ned as countries 
with 1998 per capita income less than $1,500) by the end 
of 2004. Countries qualifying under the special rule have 
duty- and quota-free access for apparel made from fabric 
and yarn from any source—that is, qualifying countries 
are not constrained to exporting  apparel with fabric made 
from yarn sourced only from the United States or other 
AGOA-eligible countries. This special rule applies to 30 of 
the 38 AGOA countries. It should be extended for ten years 
to allow the majority of AGOA countries suffi cient time to 
develop yarn and fabric manufacturing capability. Such an 
expansion would reduce uncertainty and create incentives 

for signifi cant new investments in Africa’s yarn and textile 
manufacturing capability.

Fourth, AGOA benefi ts currently apply to approxi-
mately 6,500 items on the Generalized System of Prefer-
ences (GSP) list. Far greater benefi ts would accrue to 
Africa if all African products were eligible for duty- and 
quota-free access to the US market.

The original AGOA legislation enacted in 2000 en-
visioned an eventual FTA with Africa. The commission 
applauds the Bush administration for beginning negotia-
tions for an FTA with the fi ve nations that comprise the 
Southern Africa Customs Union (SACU). However, the 
administration’s vision should be bolder and should 
extend beyond the SACU countries. Other subregional 
organizations such as the Common Market for Eastern and 
Southern Africa (Comesa), the Southern African Develop-
ment Community (SADC), and the Economic Community 
Of West African States (Ecowas) have also begun to create 
free trade areas to expand regional markets and facilitate 
the movement of goods, capital, and services. These efforts 
should be accelerated, both by intensifi ed negotiations 
among nations and increased support from their 
trading partners.

The United States can support this process in two 
ways. First, it should increase the amount of technical 
assistance aimed at supporting the emergence of regional 
markets. Second, it should begin to negotiate FTAs with 
subregional organizations such as Comesa, SADC, and 
Ecowas, in addition to SACU. These regional FTAs could 
lay the eventual groundwork for a US-Africa free trade 
area.

Recommendations

•  The United States should extend AGOA benefi ts 
until 2018. The decision should be enacted as soon as 
possible so that the current 2008 terminal date does 
not act as a disincentive to investment;
•  All products coming from Africa should enter the 
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United States duty- and quota-free. Alternatively, if 
this is not possible: 

•  All TRQ limits on apparel imports should be 
lifted immediately to give Africa a head start on 
the global elimination of quotas in 2005; and
•  The rules of origin permitting apparel exports 
from AGOA-eligible African countries made from 
textiles manufactured outside Africa or the United 
States, which have been critical to AGOA’s initial 
success, should be extended for ten years to 2018. 

•  African countries should be exempted from US safe-
guard actions that restrain imports in sensitive sectors 
(as Canada and Mexico are under the North American 
Free Trade Agreement); 
•  Country qualifi cation for AGOA should last for ten 
years rather than being subjected to the current annual 
review process, which discourages investors. The 
president should retain authority to revoke a country’s 
AGOA benefi ts under extraordinary circumstances;
•  The United States should seek to accelerate the 
reduction or elimination of agricultural subsidies in 
industrialized countries, such as those contained in 
the US farm bill and the EU’s Common Agricultural 
Program, even before the conclusion of the Doha De-
velopment Round. The United States should also work 
to speed the conclusion of the Doha Round;
•  The United States should seek to complete an FTA 
with Africa in ten years. Following the completion of 
an FTA with SACU—and as Africa accelerates its ef-
forts to create subregional markets—the United States 
should negotiate more FTAs with other subregional 
organizations; and
•  The United States should increase technical as-
sistance to regional organizations to strengthen their 
capacity to negotiate and implement FTAs. 

Tax Policy

The United States should increase incentives for US fi rms 
doing business in Africa and at the same time encour-
age African nations to reform their own tax systems with 
a bold but not costly change in US tax laws. Congress 
should provide an exemption from US taxation for bona 
fi de FDI income earned by a registered subsidiary or 
branch of a US company doing manufacturing or service 
business in any African country.

Congress established a precedent for such an initiative 
in the Puerto Rico Tax Incentives Act of 1998. A similar 
incentive would increase the return on US investments in 
Africa and lower the risk that many potential investors 
now perceive. Because many OECD countries do not tax 
their companies on foreign earnings, a zero tax on repatri-
ated earnings would make US companies more competi-
tive in Africa. Given that bilateral tax treaties take an aver-
age of fi ve years to negotiate, this tax exemption should be 
provided by an amendment to AGOA.

The cost of tax exemption legislation for the United 
States could be modest. Total repatriated income derived 
by all US fi rms in Africa in 2000 was $3 billion. US mul-
tinationals generally do not repatriate income when the 
residual US tax (after the foreign tax credit) is large. At an 
outside estimate, US tax revenue on the repatriated income 
would not exceed 10 percent of the $3 billion, or about 
$300 million annually. This amount would be considered a 
revenue loss. If the exemption was limited to the nonpetro-
leum sectors (which had total repatriated income of $700 
million in 2000), the revenue loss would be approximately 
$70 million per year, far less than the $1 billion in develop-
ment assistance that the United States allocates to Africa in 
one year.

For this measure to have its maximum impact, it 
would have to be taken in conjunction with tax reform 
in the recipient countries. By cutting corporate and with-
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holding taxes and otherwise simplifying the tax system, 
African countries can attract more FDI and boost economic 
activity in a variety of manufacturing and service activi-
ties. The response to tax reform has been particularly 
strong from export-oriented fi rms, countries that operate 
open economic systems, or countries with low barriers 
to trade and investment. A 10-percentage-point cut in 
business taxes can increase economic activity by 20 to 40 
percent, especially if it is accompanied by tax reform in the 
African countries and an improvement in complementary 
factors such as a more skilled workforce.

Thus, US tax exemption on FDI earnings could sig-
nifi cantly spur manufacturing and service investment and 
economic activity in Africa, if taken in conjunction with 
African tax reform. If the US tax exemption combined with 
tax reform succeeds in reducing business taxes by just 10 
percentage points, the US nonpetroleum FDI stock could 
increase by 20 percent. The additional FDI stock could 
reach $800 million to $1.6 billion (20 to 40 percent of the 
2000 base level of $4 billion). The new FDI could boost 
African GDP by $320 million to $640 million annually.4 In 
other words, on plausible calculations, the payoff ratio in 
the nonpetroleum sectors could exceed 5 to 1, meaning $5 
of additional African income for every $1 of revenue loss 
to the US Treasury. 

Recommendation

•  Congress should change to zero the tax on repatri-
ated earnings on new investments by US companies in 
Africa.

Investment Policy

African investment suffers from lack of equity fi nancing. 
The Overseas Private Investment Corporation (OPIC) is 
the principal US government instrument that supports 
non-extractive FDI to Africa. However, OPIC is prevented 
by statute from playing this role effectively.

OPIC was originally established to promote devel-
opment by insuring FDI against political risk. However, 
over the years OPIC’s authorizing legislation has become 
increasingly restrictive to the point that the corporation 
does not—and currently cannot—insure FDI in labor-in-
tensive manufacturing and assembly projects of the kind 
that would be most benefi cial to African countries.

Under existing statute, OPIC is forbidden from sup-
porting “runaway investments” that result in the loss of 
a single job within the United States. It is restrained from 
providing insurance or fi nancial guarantees to invest-
ments in “sensitive sectors” such as textiles and apparel 
or agribusiness. Mindful of congressional guidance, OPIC 
has judged all projects in the electronics industry or the au-
tomotive industry (including auto parts) to be too “sensi-
tive” to support.

Contemporary research shows that outward invest-
ment from the United States increases the fl ow of US ex-
ports to the economy where the investment is located and 
thus leads to a greater number of higher-paying, export-
related jobs at home. Clearly, this positive relationship 
does not occur in every case. But OPIC could deal with 
individual investments on a case-by-case basis, measuring 
the likely impact on the US economy of any particular out-
ward investment. In making its calculations, OPIC should 
consider whether the net impact on the US economy is 
positive, rather than whether a single US job might be lost. 
This new approach would permit OPIC to facilitate FDI in 
the most promising sectors in Africa and other developing 
countries.

Moreover, to address the lack of equity capital in 
developing countries, OPIC has supported the creation 

4 See Gary Clyde Hufbauer and Yee Wong. 2002.  “Tax Relief for Invest-
ment in Africa.” Background paper for this report. Washington: Institute 
for International Economics (October) .
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of privately owned and managed investment funds that 
make equity investments in private companies. These 
funds have a regional or sectoral focus and provide the 
long-term capital that can serve as a catalyst for private-
sector economic activity in developing countries.

To induce private investors into these funds, OPIC his-
torically has guaranteed debt equal to twice the amount of 
private investment in the fund so that the aggregate capital 
available was three times the equity capital of private in-
vestors. Currently, OPIC is marketing a fund that reduces 
this leverage from two to one to one to two. Such a reduc-
tion would make it more diffi cult to attract US investors 
into these funds, especially those directed toward Africa.

Recommendations

•  OPIC should be permitted to support investment in 
all sectors in Africa for ten years, including currently 
“sensitive sectors” such as textiles and apparel, elec-
tronics, agribusiness, and industrial products;
•  OPIC should be permitted to support investments 
that promise to provide net benefi ts to the US econo-
my rather than prohibiting it from supporting projects 
if there is any US job loss whatsoever; and
•  OPIC should be permitted to increase its support to 
private investment in Africa to a level that will be suf-
fi cient to attract institutional and private US investors 
to commit equity capital to the African funds.

Export Credit Agencies

The availability of long-term debt capital is essential to 
the growth of the private sector in Africa. In recent years, 
the export credit agencies (ECAs) of OECD countries have 
collectively provided approximately $70 billion per year 
in long-term credit to developing countries to purchase 
goods and services from OECD members. Less than 5 

percent of this amount has gone to Africa; in 2002, only 1 
percent went to sub-Saharan Africa.

Under the current OECD Arrangement on Guidelines 
for Offi cially Supported Export Credits, ECAs can fi nance 
local costs for African projects only up to 15 percent of 
the export value. This limit constrains fi nancing for many 
important projects, especially in infrastructure activities 
with signifi cant local costs. As part of the general effort to 
update the OECD Arrangement and bring its processes 
in line with WTO principles, the Norwegian government 
recently proposed eliminating the ceiling on ECA support 
for local costs. Other ECAs did not support the proposal 
since most agencies are opposed to taking more exposure 
per dollar of exports. However, since local costs are so 
important in Africa, this proposal could have a big impact 
on infrastructure projects in Africa.

Under current IMF restrictions, HIPCs can only bor-
row from ECAs under concessional terms. The only con-
cessional fi nancing instrument available to the US Export-
Import Bank (Ex-Im Bank) is tied aid, which must have a 
minimum 35 percent grant element. However, the Ex-Im 
Bank is severely constrained in its use of such aid, offer-
ing it only to match offers from other ECAs. These joint 
constraints have prevented the Ex-Im Bank from extending 
concessional fi nance to HIPCs in Africa.

Recommendations

•  The United States should encourage the OECD to 
allow 20-year repayment terms (the current limit is ten 
years) for African projects. It should likewise consider 
extending special term fl exibility to African states in 
the form of longer terms and more freedom to shape 
the repayment profi le to cash fl ows;
•  The United States should urge the OECD to raise 
the credit ceiling for local costs for African projects 
from 15 percent (the current maximum) to 50 percent 
of the export value. This would provide a substantial 
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increase in funding for local costs at a time when only 
limited and costly funding is available for African 
projects;
•  The United States should encourage OECD ECAs to 
offer guarantees and loans in local currency in 
Africa; and
•  The United States should create a pilot program to 
allow the Ex-Im Bank to initiate tied aid for Africa. 
This would provide an important source of low-cost 
fi nancing for qualifying projects.

  

Development Assistance

The United States has proposed two major aid programs 
during 2002–03: the president’s Emergency Plan for AIDS 
Relief and the Millennium Challenge Account (MCA). The 
AIDS relief program will provide up to $10 billion in new 
funding over the next fi ve years to 14 countries, includ-
ing 12 African countries, for comprehensive programs 
encompassing prevention, care, and treatment. The MCA 
is aimed at providing $5 billion per year (after a three-year 
ramp-up period) to a small number of countries that the 
administration determines are “ruling justly, investing in 
their people, and establishing economic freedom.” Per-
haps even more important than its size is that the MCA 
provides the US government the opportunity to vastly 
improve the way it delivers assistance. Together, the 
AIDS relief program and the MCA, if fully funded, would 
represent a nearly 70 percent increase over the current US 
foreign aid budget. 

While the commission recognizes the importance of 
investing aid dollars in the so-called “good performers”—
as the MCA intends to do at least initially—there is also a 
signifi cant need to make investments in Africa’s moderate 
performers and weak states so that they can achieve politi-
cal equilibrium and sustainable economic growth. Invest-
ments in human capital are critically important, including 
formal education, health systems, and training programs.

One of the challenges facing the United States and 
other donors is how to improve and expand existing 
programs without crowding out market forces, creating 
dependencies, and introducing new subsidies. Targeted 
actions are required to leverage foreign assistance in help-
ing government efforts to remove the constraints to private 
investment and strengthen national legislative, administra-
tive, and legal processes.

At the same time, private investment does not neces-
sarily follow even when governments succeed in creating 
the appropriate conditions for investment. Many poten-
tially profi table investment opportunities are not marketed 
to the outside world and, as a result, remain unknown to 
potential investors. Businesses and governments may lack 
the expertise to package such transaction deals, and inves-
tors may be discouraged that Africa is not a hospitable 
place to do business. To bridge these critical gaps, Africa 
needs more development assistance, especially assis-
tance focused on strengthening the investment 
environment.

Recommendations

•  The bulk of US economic and development assis-
tance should be carefully targeted toward the critical 
challenge of developing Africa’s human capital. This 
requires substantially increased and targeted invest-
ment by the United States and other donors in Africa’s 
education and health sectors, including fi nancing of 
the operating costs of scaling up effective health and 
education programs in the poorest countries;
•  US ODA should also be made available to assist 
local public and nongovernmental organizations in se-
lecting, training, promoting, and motivating local staff. 
Such measures will reduce potential investors’ start-up 
costs and enhance investment returns by improving 
labor productivity;
•  The United States and other members of the G-8 
should urge the IMF, the World Bank, and the African 
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Development Bank, together with the Economic Com-
mission on Africa, to review the progress and results 
of programs aimed at strengthening Africa’s invest-
ment environment, and report on the progress at the 
2004 G-8 meeting;
•  Grants should be made available to fi nance not 
only health and education programs (including their 
recurrent costs) but also rural feeder roads, generators, 
wells, and other largely public goods. Grant funding 
could be replaced by concessional loans and ultimately 
by offi cial nonconcessional and commercial loans as 
national infrastructure improves; and
•  ODA should be used to extend loan terms beyond 
the abnormally short maturities available in underde-
veloped local markets and thus make available sorely 
needed local capital.

Privatization

The 1990s witnessed a substantial increase in privatization 
of state-owned enterprises (SOEs) in developing coun-
tries. In Africa, privatization was an important source of 
external capital between 1990 and 1998, accounting for 
an estimated 15 percent of FDI infl ows. Yet African states 
have still privatized a considerably smaller percentage of 
their SOEs—about 40 percent—than has been the norm in 
Latin America or Eastern Europe.

Moreover, much of the African divestiture has been of 
smaller and less valuable fi rms, clustered in a handful of 
countries. Of the roughly 2,300 privatizations in sub-Saha-
ran Africa between 1991 and 2001, for example, only about 
66 involved high-value, economically important fi rms. A 
third of the total revenues raised by these sales came from 
South Africa, and another third from Ghana, Nigeria, Zam-
bia, and Côte d’Ivoire.

The accumulating experience with privatization 
bears witness to its many benefi ts. For example, while 
HIPC governments are restricted to concessional fi nance, 
privatized fi rms in HIPCs can borrow from ECAs. They 

can access external capital markets, attract highly skilled 
workers, and often sell goods and services more effi ciently 
than their state-run predecessors. By the same token, 
however, experience also shows that privatization is most 
likely to succeed when it is embedded within the legal 
and economic institutions that support development of 
the larger economy. Without these institutions—property 
rights, contract enforcement, regulatory capacity, and so 
forth—privatization may well produce negative outcomes. 
More often, however, privatization leads to an acceleration 
of reforms. Private owners are driven to maximize share-
holder values that refl ect a perception of fairness in 
the market. 

Recommendations

•  The NEPAD secretariat, working with development 
banks, private investment banks, and local govern-
ments should undertake an organized effort to con-
struct long-term plans for privatization in each coun-
try. Such plans must be process- and time-specifi c;
•  The United States and other donors should support 
technical assistance for training African profession-
als to manage the complexities of the privatization 
process; and 
•  The United States and other donors should work 
with the NEPAD secretariat to explore the means to 
mitigate the risks for African investment including, 
but not limited to, the more complex privatization 
of infrastructure enterprises. Political risk insurance 
would be especially important; partial risk mitigation 
with guarantees from the World Bank and the African 
Development Bank should also be considered.

Debt Relief

Africa’s indebtedness is an important issue, and debt relief 
has the potential to increase the availability of real re-
sources to the benefi ciary countries.  While issues such as 
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corruption and the strength or weakness of legal systems 
have a more dispositive impact on private-sector capital 
fl ows to Africa, a country’s debt profi le and the effect 
that it has on the creditworthiness of entities inside that 
country can infl uence the willingness of foreign sources of 
capital to extend loans.

The HIPC program has relieved 20 African coun-
tries from debt service payments of $1.4 billion per year. 
(Thirty-three of the 44 countries in sub-Saharan Africa are 
eligible for the HIPC program.) However, there is a debate, 
including among members of the commission, about 
whether HIPC has achieved its objectives, whether the 
international community ought to go further than HIPC 
and, if so, how. (See the appendix for an alternative view 
and recommendations on debt relief.)

One of the proposals in this regard involves capping 
debt service to 2 percent of GNP rather than tying it to a 
debt-export ratio of 150 percent. Another is to provide ad-
ditional debt relief when a country’s debt situation wors-
ens due to circumstances beyond its control, such as a fall 
in the price of its primary product exports.  A third is to 
establish a special debt relief program for those countries 
emerging from confl ict or undergoing a transition from 
authoritarian to democratic rule.

All these proposals merit further study. However, the 
commission is not endorsing any particular policies in 
this area.

•  The commission recommends that the US govern-
ment support an appropriate process to review HIPC 
and consider whether it is desirable to pursue propos-
als that go beyond HIPC, including those mentioned 
above; and
• The commission urges the international community 
to support the planned 2004 conference on African 
debt, as was agreed by the Economic Commission on 
Africa Conference of African Ministers of Planning, 
Finance, and Economic Development at Addis Ababa 
on June 1, 2003.

NEPAD, Peer Review, and Corporate Governance

NEPAD provides the framework and guiding principles 
for a partnership that can yield an increase in private capi-
tal fl ows to Africa. The commission believes that the Afri-
can Peer Review Mechanism (APRM) approved by African 
heads of state and government of the NEPAD Implementa-
tion Committee will provide an important opportunity to 
promote self-monitoring, peer learning, and the establish-
ment of best practices. The commission also endorses the 
decision by 15 African countries to sign the memorandum 
of understanding of the APRM.

Specifi cally, the commission welcomes the APRM’s 
inclusion of economic governance, management, and cor-
porate governance. NEPAD’s inclusion of review indica-
tors such as autonomy of the central bank, effectiveness 
and enforcement of competition regulation, enactment and 
enforcement of effective anti-corruption and anti-money 
laundering laws, effectiveness of protection of property 
and creditors’ rights, effectiveness of private-sector regula-
tion, level of compliance with reporting and disclosure 
requirements, among others, will enhance Africa’s ability 
to attract the private capital that is crucial to long-term 
sustainable development and to Africa’s full participation 
in globalization. Domestic and international private sec-
tors should support this process.

Finally, the commission would fi nd it useful for APRM 
and the NEPAD secretariat to publish a set of “best prac-
tices” for African governments seeking to increase FDI. 
All African countries should also be encouraged to seek a 
sovereign credit rating by an international credit 
rating agency.

Recommendations

•  Resident private-sector entities should participate 
fully in the planned country-level consultative 
processes;
•  Foreign investors and private-sector organizations 



22

should support NEPAD’s peer review process by 
sharing its practical experience and insights into those 
conditions, policies, regulations, incentives, and other 
measures that can most effectively increase Africa’s 
competitiveness and ensure that it is seen as an attrac-
tive target for FDI;
•  The commission endorses the decision by 15 African 
countries to participate in the APRM. It strongly urges 
these countries to move quickly to implement peer 
reviews and other governments to sign the APRM 
memorandum of understanding in order to signal to 
the international community Africa’s serious commit-
ment to taking steps that can lead to better governance 
and increased investment; and
•  The APRM, together with the NEPAD secretariat, 
should be encouraged to publish a set of “best practic-
es” for African governments seeking to increase FDI, 
and all African countries should be encouraged to seek 
a sovereign credit rating by an international credit 
rating agency.

Small and Medium Enterprises

Small and medium enterprises (SMEs) are a critical sector 
for growth, employment, and poverty alleviation in Africa. 
SMEs account for a substantial amount of employment 
in many African countries, mostly in the informal sector. 
If these enterprises were to enter the formal economy—
maintaining proper accounting standards and paying 
taxes—they would have far better access to global markets 
and international sources of capital.

To bring these fi rms into the formal sector, however, 
requires sustained and coordinated action by African 
governments, donors, and the investment community. The 
US government can play an important role in generating 
concerted action on this issue by dedicating signifi cant 

resources and skilled personnel to strengthen the ability 
of SMEs to contribute to economic development in Africa 
and attract higher levels of investment. 

Recommendations

•  ODA funds should be made available for the provi-
sion of technical assistance to SMEs and the establish-
ment of long-term, low-rate fi nancing vehicles for 
small businesses; and
•  The US government should provide ODA funds to 
develop national small business institutions, similar 
to the US Small Business Administration, that coor-
dinate comprehensive programs for SME support in 
select African countries. It would be desirable, where 
possible, to have such national small business institu-
tions be a partnership between the public and private 
sector. These small business institutions would pro-
vide streamlined access to: 1) assistance programs 
that address the technical and managerial weakness 
of SMEs; 2) fi nancing programs including loan guar-
antees, equipment and export fi nance; 3) coordination 
of linkages to multinational corporations (MNCs); 4) 
basic information on market and export opportunities; 
and 5) “one-stop-shopping” for licensing, taxation, 
and other regulatory matters. 

This program should be implemented in conjunction 
with all key players in the SME area, including African 
governments, local investors, multilateral donors, and 
MNCs.

African Financial Fellowship Exchange Program

Building human capital is critical to the long-term growth 
and prosperity of Africa. Without adequate human capital, 
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FDI is of little value.  Economic management training of 
and fi nancial experience among Africans are in too short 
a supply.

The commission proposes the creation of an African 
Financial Fellowship Exchange Program whereby indi-
viduals with fi nancial, capital markets, corporate fi nance 
or economic policy experience, from the United States 
and other OECD countries, would be sent to virtually all 
African countries to work in public and private institu-
tions for a certain period. If two fi nancial experts were sent 
to almost every African country each year, in a very short 
time the United States and other OECD countries would 
have provided hundreds of experts in economic planning, 
capital markets, and international fi nance to African 
nations.

In exchange, each participating African country would 
commit two individuals for training for one to two years 
at qualifi ed investment institutions or commercial banks in 
the United States or other OECD countries. Upon comple-
tion of their training, these individuals would be required 
to return to their home country for a predetermined 
period.

The exchange of qualifying fellows could be fi nanced 
by the private sector in the OECD countries. For example, 
the 20 leading investment and commercial banks in the 
United States could each send one person to Africa in 
exchange for one person from Africa. In essence, this initia-
tive would be a high-impact training program. Over ten 
years, approximately 1,000 future African fi nancial lead-
ers would have been trained by the international fi nancial 
community, and 1,000 future fi nancial leaders from other 
parts of the world would be more knowledgeable about 
Africa. Furthermore, the benefi ts of this program will 
extend beyond the initial ten years, as the 2,000 fellows, 
upon completion of their training, will undoubtedly share 
their knowledge with others.

Recommendation

•  The United States, in conjunction with other OECD 
governments and private- sector entities, should create 
an African Financial Fellowship Exchange Program 
that would send professionals with fi nancial, capital 
markets, corporate fi nance, or economic policy ex-
perience to African countries to work in public and 
private institutions for a certain period. In exchange, 
each participating African country would commit two 
individuals for training for up to two years at qualifi ed 
investment or commercial banks in the United States 
or other OECD countries.

Conclusion

Africa is a diverse continent with heterogeneous legal 
systems, currencies, and rules governing investment, 
trade, and fi nance. African states eager to attract foreign 
investment must embark upon many of the reforms that 
investors, foreign and domestic, will prize: privatization, 
tax reform, legal and administrative transparency, and bu-
reaucratic streamlining. In the process of attracting foreign 
investment, they must also take measures to improve the 
domestic environment more generally and make it easier 
for Africa’s own entrepreneurs to succeed. As investment 
fl ows to Africa, particularly in the manufacturing and 
assembly sectors, it will bring jobs and technology with it. 
Capital fl ows will be enhanced, and prospects for growth 
signifi cantly improved.

This dynamic requires a multi-sided bargain. Clearly, 
the greatest responsibility for Africa’s growth lies in its 
own hands. If economic prosperity is to be achieved, 
African governments will have to accelerate the reform 
process. They will need to liberalize their economies, re-
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duce their debt, and regenerate their health and education 
systems. If African governments fail to tackle these chal-
lenges, then no amount of foreign capital will suffi ce.

By the same token, if African governments take further 
signifi cant steps toward the fulfi llment of these tasks, 
then there is a great deal that outside partners can, and 
should, do to help. The United States, the G-8, and OECD 
governments can provide increased debt relief and a more 
aggressive and directed foreign assistance program. They 
can support NEPAD more actively and encourage the 
formation of substantially greater regional markets. More-
over, through the types of policy changes the commission 
recommends, they can also help to spur greater infl ows of 
private capital, a powerful catalyst for growth.

The commission urges that all these recommen-
dations be adopted for at least a period of ten years.
Implementation of these policies, combined with a ten-
year infusion of substantial private capital, would help 
integrate Africa into the world economy, boost its growth, 
and reinforce its movement toward greater transparency 
and democracy. This ten-year initiative would also provide 
Africa with special advantages to help jumpstart its devel-
opment. At the same time, it would provide a clear target 
date for resuming Africa’s equal treatment with other poor 
regions and serve as a constant reminder that the continent 
will have to take the steps necessary to enable it to ulti-
mately compete on an equal footing.

The commission is well aware that increased private 
capital fl ows are but one of the many challenges that 
Africa faces. It is confi dent, however, that increased capital 
fl ows can contribute signifi cantly to Africa’s development 
and that the US government, together with the G-8 and 
OECD nations, could do much to stimulate and facilitate 
these fl ows. The budgetary costs to the United States of 
what the commission has suggested would be modest and 
more than offset as Africa becomes a stronger trading and 
investment partner. Moreover, these proposals would pay 
major dividends in terms of advancing US humanitarian, 
foreign policy, and national security interests.

The Commission on Capital Flows to Africa com-
mends these proposals to Congress and the president 
of the United States as well as to governments in Africa, 
the G-8, and the OECD and urges that they be adopted 
as quickly as possible. This will require committed and 
sustained leadership. In the United States, major elements 
of the program will require new legislation on trade, tax 
policy, OPIC, foreign assistance, and debt relief. The com-
mission looks forward to pursuing implementation of 
these initiatives with the executive and legislative branch-
es of the US government as well as offi cials and individu-
als of the G-8, the OECD, and Africa.

Appendix

Debt Relief: Alternative Views

Despite the good intentions and substantial efforts of bilat-
eral and multilateral creditors to ease Africa’s debt burden, 
HIPC has not enabled African countries to achieve debt 
sustainability. HIPC has not gone far enough fast enough 
to allow many deserving African countries to escape 
the crushing burden of debt and to invest more of their 
limited resources in health and education. The Conference 
of African Ministers of Planning, Finance, and Economic 
Development in June 2003 in Addis Ababa underscored 
the failure of HIPC to fulfi ll its promise.

Several factors account for this failure. HIPC alone is 
insuffi cient to counter the loss in income that occurs when 
commodity price fl uctuations, weather, terrorism, and 
other external shocks adversely impact African economies. 
Important countries with signifi cant economic potential 
but substantial debt burdens and low per capita incomes, 
like Nigeria and Kenya, do not qualify for HIPC. And 
there is no provision for countries making the transition 
from confl ict or dictatorship to achieve urgently needed 
relief on a faster track.
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According to private-sector members of the commis-
sion, debt burdens adversely impact capital fl ows, at least 
on the margins. Clearly, debt relief can enable resources to 
be freed to support critical domestic investments, includ-
ing in human capital, which can also improve the invest-
ment climate.

This commission should make strong recommenda-
tions on debt relief. While a majority of the commission 
members shared this view (though there were differences 
on the substance of those recommendations), a few com-
missioners objected to making any recommendations in 
this area.

While all the commission members enthusiastically 
endorse the contents of the report, a few also support the 
following additional recommendations regarding debt 
relief:5

•  Debt service from all sub-Saharan nations should be 
capped at 1 percent of GDP; 

•  The US government, together with other G-8 na-
tions, should support the creation of a contingency 
facility that would make supplementary relief avail-
able in the event that a HIPC encounters a severe debt 
deterioration due to events outside its control, such as 
a collapse of its export earnings, weather shocks, or 
sustained terrorist threats, which diminish GDP and 
increase perceptions of risk; 
•  The Paris Club and multilateral institutions should 
provide a quick debt-relief response, such as a tempo-
rary moratorium on payments, for countries in tran-
sition to democratic rule from confl ict or a despotic 
government; and
•  The G-8 and the international fi nancial institutions 
should review HIPC urgently to ensure that the public 
debt burdens of HIPC-eligible countries are ultimately 
eliminated. This review should consider the cancella-
tion by public-sector creditors of all remaining debt, 
multilateral as well as bilateral, upon reaching comple-
tion point. 

5 Commission members K.Y. Amoako, Susan E. Rice, Gayle E. Smith, and 
Mahesh K. Kotecha support these recommendations.
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