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Trade i nsurance agency boosts Africa' s prospects
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MUNYOYO (Uganda): Africa suffers froma poor i nage and at tines adverse
public relations. The i mages of war, conflict, poverty, devastation,

di seases such as H V/ AIDS and nul ari a keep i nvestors and potentia

i nvestors away. The political and econom c risks nean that the conti nent
is not on the radar screens of businesses and i nvestors.

It is no wonder then that with all the adverse publicity, negative
reports and perceived risks - political and economic - Africa continues to
| ag behi nd other regions of the world in attracting foreign direct
i nvestrment (FDI). Many of the countries rank at the bottomof the poor
countries' |eague.

Wth constant coups and political instability, investors are unwilling
totake the risk despite the fact that the rate of return on i nvestnents
is, in sone instances, higher than that in Europe and the US. While there
are risks, as there are in any country including inthe devel oped worl d,
the situation is not "as bad as it has been nmade out to be".

Two years ago, Prime M nister Datuk Seri Dr Mahat hir Mohamad, in urging
busi nesses to venture into Africa, had said that having travelled to
Africa "many tines in the last five years or so | have been anazed at the
potential for business, and opportunities and profits that Africa
offers... Africa is not one nation any nore than Asia is one nation"

Policies have greatly inproved in many African countries, but the
negative perception of the continent in |large parts of the business
conmuni ty has constrained the positive i npact of good policies.

Africa needs better pronotion and its public preception needs to be
i mproved. It suffers on many fronts in additionto its poor inmage and
hi gher cost of doi ng busi ness. Anong them trade finance is scarce. The
demand on governnent finances i s heavy, with | arge percentages of the
budget set aside for repaynent of debts and the i nterest of | oans, |eaving
very little for basic needs such as education and health.

Because of the "risks" the cost of doing business in Africa and with
African countries can be very high and at tinmes prohibitive. Cover for
commer ci al sources for export credit agencies is not avail able in sone
African countries. Even where it is available it is costly and based on
unf avour abl e terns.

For example, the cost of aletter of credit froman international bank
can be very steep - up to 5 per cent of the anount of the sale, conpared
with 0.1 per cent in Europe

In an effort to reduce the risks and attract greater FDI and business to
the "dark continent" and to boost trade, African governnents have cone
together to provide a political risk insurance.

Thi s was unveil ed during A obal 2001 at the | akesi de resort of Minyonyo
near Kanpal a | ast week.

Launched by Dr Mahat hi r Mohamad, the African Trade | nsurance (ATI)
agency, based in Nairobi, ains to provide political risk insurance in an
attenpt to stimulate growth and cross border trade.

Seven countries in Africa have signed up for the facility - Burundi
Kenya, Mal awi, Rwanda, Tanzani a, Uganda and Zanbi a. Menbership is opento
all African countries and it is understood that many have expressed
interest. Start up funds of US$105 million (US$1l = RMB. 80) are provided by
the I nternati onal Devel opment Associ ation, the concessi onal | endi ng ar mof
the Worl d Bank.



"The initiative is unique as it is the first nmulti-lateral export credit
and political risk agency in which its own nenber countries assune
financial liability for the political risks affecting trade withintheir
own countries,” Bernie de Hal devang, ATI's chief executive and forner
political risk underwiter at Lloyd s of London says.

ATl's credibility also rests onits private participants. |van
Rossi gnol, the World Bank' s project manager in Nairobi says the aimisto
use public noney to encourage private insurers to venture further into
Afri ca.

The Worl d Bank | oans will be used to pay first for |osses, and the
underwiters at Lloyd' s of London will insure an additional US$200 million
worth of exposure. In addition, the agency is also | ooking into providing
full credit insurance before year end.

Wth time and i ncreased trade and i nvestments, the private sector
contribution is expected to increase. It is estimated that over the next
10 years, ATl is expected to foster an additional US$5 billion in trade
for the seven participating countries.

The self-help nmove by the African | eaders is a step in the right
direction. Investors, businessnen and entrepreneurs viewthis as a
positive nove and a conm tnent on the part of the | eaders to do sonet hi ng
about their own countries' future. It also neans there will be greater
comitment to ensure that the scheme works to attract nmore investnment into
the countries, generate business activities and create enpl oynent.

The cooperative efforts are al so a wel cone nove as the African | eaders, 0
who are general ly seen as being at odds with each other or in conflict by
the rest of the world, showw th these efforts that they are willing and
abl e to work together for the betterment of their countries and their
peopl e.

Sone of themcanme together for four days, in addition to Dr Mahathir, at
Munyonyo, to seek ways to attract FDI as well as encourage increased
donestic investnents in their countries.

A vibrant and domestic private sector is needed to encourage and boost
econom c growmh. It is estimated that Africa needs growth rates of 7 per
cent per annumover the next 10 to 15 years to achi eve significant and
sust ai nabl e poverty reduction

This inturnrequires a vibrant private sector, forei gn and donesti c,
willingtoinvest in Africa and hel p reduce brain drain whichis further
depl eting the badly needed skills and expertise in the devel opi ng
countri es.

It is estimated that some 20 nmedical doctors | eave Kenya for other
devel oped countries every nonth.

The ATI will hel p boost the confidence of compani es that see commeri cal
opportunites in Africa and hel p i mprove the econom es and |ivelihood of
the people in the vast continent with its enornous riches.

For Africa to achieve its devel opnent objectives and succeed in the
fight agai nst poverty, there is a need to enable the private sector to
benefit fromthe trenmendous opportunities and resources that exist.

The best way to address this problemis through a smart partnership
bet ween t he African governments and the private sector
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