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Foreword

THE FIRST DECADE of the twenty-first century has
been characterized as the “decade of Africa’s economic
and political renewal”. The continent achieved remark-
able progress in economic growth while at the same time
expanding the scope for democratic governance in a large
number of countries. Growth in Africa averaged more
than 5 per cent a year, and the pattern of growth has been
generally consistent. A handful of African countries have
registered annual growth rates of 7-11 per cent. More im-
portant, the continent demonstrated its resilience through
its quick and robust recovery from the shocks of the global
economic and financial crisis. The year 2011 was no excep-
tion, as growth accelerated in most countries despite the
political turmoil in North Africa and continued global
economic fragility.

The dynamism of African economies has captured the
imagination of the world. Having been written off as
“the hopeless continent” for decades, Africa is now
being courted by powerful economic actors with a keen
interest in its natural resources and untapped market.
While the new narrative of “a rising Africa” is warmly
welcomed, it must be made clear at the outset that the
continent’s new fortunes are not the outcome of good
luck; they are the result of years of hard work and bet-
ter macroeconomic management. Indeed, the economic
revival of the continent is attributed to improved
economic and political governance, reduction in armed
conflicts, increasing foreign capital inflows (especially
direct investment) and improvements in the business
climate—as well as rising commodity prices.

A positive portrayal of Africa in international circles is
encouraging, but the Economic Report on Africa 2012
presents a more cautious and nuanced analysis of the
continent’s growth trajectory. The report situates the
story of a rising Africa in a broader context, by point-
ing out the challenges and opportunities that lie ahead
as governments push forward a series of policies to
achieve structural transformation in an environment
of global uncertainty. The report identifies the key
binding constraints for unleashing Africa’s productive
capacity and proposes a series of bold measures that
governments must implement to position the continent
as the next pole of global growth and rebalancing.

Finally, the Economic Report on Africa 2012 argues that
sustaining the growth momentum and taking Africa’s
development potential much further depends on strong
political leadership with the capacity to mobilize the
population around a common national development
vision. This must be complemented by an effective
institutional framework that delineates the roles and
responsibilities of the three drivers of transformational
change—the State, the private sector and civil soci-
ety—for realizing the common vision and for ensuring
mutual accountability.

In a refreshing reassessment of the continent’s growth
prospects, and echoing the central message of the
Economic Report on Africa 2011 on the developmen-
tal State, the report calls for pragmatism, as well as
steady and hands-on State guidance. These will lay the




conditions for transformative change through im-
proved governance, long-term development planning
and industrial policy, as well as enhanced investment in
education, infrastructure, technology, agriculture and
climate change mitigation and adaptation, all of which
aim to foster access of the poor to productive assets and
employment opportunities.

Abdoulie Janneh
United Nations
Under-Secretary-General and
Executive Secretary of UNECA

XiV Economic Report on Africa 2012 Unleashing Africa’s Potential as a Pole of Global Growth

It is our hope that this year’s report will stimulate
lively discussion and debate among policymakers, the
private sector, civil society and other stakeholders at
the national, regional and continental levels—as well
as international development partners and the business
community—on how to accelerate Africa’s impressive
growth performance of the last decade and sustain it
over the long term.

Jean Ping
Chairperson
African Union Commission




Overview

THE EXPERIENCE OF the last decade suggests strongly
that Africa is likely to make the twenty-first century its
own—an experience woven into this document countless
times. Essentially, since the beginning of this century,
African countries have shown strong economic growth
owing to improved economic management, a generally
hospitable international environment and rising prices for

their commodity and other strategic minerals.

Growth was interrupted when the 2008 global financial
crisis—and steep food and fuel prices—hit the continent.
Yet Africa quickly recovered and saw its growth resume at
pre-crisis rates, a clear indication of the deep restructur-
ing under way for more than a decade. Several prominent
international financial organizations and private think
tanks, observing this trend, have stressed Africa’s potential
to be a “global growth pole”—one that, reflecting its own
size and rate of growth, boosts growth in other countries,
worldwide. The headline “Africa rising”, which appeared
on the cover page of The Economist news magazine on 3
December 2011, captures the growing optimism about
Africa’s role in the world.

Still, the continent should not rest on its laurels, as UN-
ECA Executive Secretary, Mr. Abdoulie Janneh, warned
in his June 2011 address to the African Union Executive
Council in Malabo, Equatorial Guinea. The last decade’s
impressive growth must be examined in a proper context
if Africa is to become a global growth pole, for the fact
remains that the sources of Africa’s growth have changed
very little over the years: agriculture and natural resources

remain the main drivers, and Africa has diversified its
economies in little meaningful way. Moreover, job crea-
tion has not matched growth and employment needs. It
is therefore important to carefully review Africa’s de-
velopment experience in the recent past, analyse the at-
tributes of a global growth pole, consider the steps—or
“Iimperatives”—that Africa must take to become a global
growth pole and identify what it has to do to set free its
growth potential.

Thus the theme—and title—of the Economic Report on
Africa 2012 is Unleashing Africa’s Potential as a Pole of
Global Growth, examined in five chapters. Chapter 1 pre-
sents a review of the developments in the world economy
and implications for Africa. Chapter 2 offers an overview
of economic, social and human conditions in Africa in
2011 and prospects for 2012. The remaining three chap-
ters focus on how to harness the continent’s productive
capacity by taking bold measures to ease the binding
constraints that still stifle Africa’s potential.

Chapter 3—the focus of the growth pole analysis—looks
at Africa’s growth in the last half century, particularly
the drivers of growth in different development strategies.
Through the optic of the global growth pole, it proposes
several imperatives that Africa must fulfil, including sus-
tained high growth, as well as economic transformation
(mainly of infrastructure, human resources and local
entrepreneurship). It also discusses options for capital-
izing on the opportunities, and for managing the risks,
of the emerging multipolar world and the gradual shift




Africas marginal position
in the global economy can
be reversed with the right
type of political leadership.

in the resource balance from the developed world to Asia
and other developing regions.

In more detail, chapter 4 presents how to unleash Africa’s
productive potential. Emphasizing that Africa’s marginal
position in the global economy can be reversed with the
right type of political leadership committed to mobi-
lizing all sectors of society around a common national
development vision and strategy, the chapter suggests
the need for two other elements: a capable and pragmatic
bureaucracy and a social compact in which the State, the
private sector and civil society are mutually accountable
for implementing that vision. The chapter then proposes
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options for improving political and economic governance,
for relaxing constraints from deficits in human capital,
infrastructure and local entrepreneurship, for unlocking
Africa’s agricultural potential, for stepping up regional
integration initiatives and for harnessing new partner-
ships, particularly with the emerging economies of the
global South.

Chapter 5 reviews the various resource-mobilizing chan-
nels open to Africa given the pressing need to transform
itself structurally. It outlines innovative proposals on
mechanisms for mobilizing, using and distributing re-
sources for setting a foundation of shared growth and
inclusive development. It begins by reviewing past ex-
perience as well as new opportunities and challenges
facing policymakers in mobilizing and using external
resource flows—official and private—for socio-economic
structural transformation. The chapter then looks at new
financial instruments for mobilizing private savings from
international and domestic investors, as well as issues in
mobilizing domestic public resources.

Chapter 1: Developments in the world economy and implications for Africa

AFTER A STRONG rebound in 2010, the world economy
slowed in 2011 owing to increased risks and uncertainties
that are expected to remain in 2012 and beyond. Although
the negative effects of the triple crisis of 2007-2009—food,
energy and finance—still linger, the euro area sovereign
debt crisis has further aggravated structural imbalances
in the world economy and cast a doubt on the prospects
for sustained growth and a quick recovery.

The depth and complexity of the global crisis have so far
defied policy responses from developed-country govern-
ments. They kept interest rates low and pursued tight fiscal
austerity measures to restore fiscal credibility. Yet long-run
structural problems, such as increased income inequality,
dysfunctional labour markets and global imbalances in
particular, have intensified.

African economies quickly rebounded from the 2008
financial crisis as commodity prices rose and export
revenues returned to pre-crisis levels, enabling them to

finance the necessary investments. Turmoil in North
Africa and the euro area crisis combined to slow growth
in 2011, but despite uncertainties some African countries
have grown at double digits, reflecting higher commodity
prices and strong domestic demand.

The world economy is entering a critical period full of
uncertainties and challenges. In the short term, the euro
area crisis might push the global economy into another
recession with devastating consequences. High unem-
ployment and rising food and energy prices have already

The world economy is enter-
ing a period full of uncer-
tainties and challenges.




widened income inequality and stirred up discontent and
social instability around the globe.

Africais not immune to the global crisis, thoughitisina
much better position to deal with global exigencies than
before. The expected slowdown of the world economy may
reduce demand for its commodity exports, lower prices
and thus reduce its export earnings. However, export
diversification in recent years can help the continent
to better weather these effects through intra-African
trade. Shortfalls in official development assistance could
threaten many aid-dependent African countries’ social
development programmes, but this could also encourage
the continent to mobilize local resources and reduce over-
dependence on foreign financial assistance.

With the above risks and challenges as their backdrop,
Africa’s governments need to push through growth-pro-
moting macroeconomic policies in the short run, while
adopting long-term development strategies. Specifically,
they should increase investments in high-quality educa-
tion, health and infrastructure that can enhance long-term
growth potential —within their fiscal space. Monetary
policy has to be accommodative to support growth. All
these measures should be combined with policies that
provide social protection for vulnerable groups in society,
thus consolidating the poverty-reduction achievements
of the past decade.
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African countries must
pursue structural transfor-
mation to sustain growth,
create jobs and reduce
vulnerability to external
shocks.

In the long term, African countries must vigorously pursue
economic diversification and structural transformation
to moderate negative external shocks from the euro debt
crisis or volatility in commodity prices (or both) and
provide decent jobs for African men and women. In addi-
tion, they should intensify efforts to diversify their export
destinations, expand economic partnerships (including
those with emerging economies) and deepen intra-Africa
trade and investment. Crucially, though, Africa can grow
faster and become a global growth pole by unleashing its
productive potential through aggressively investing in
infrastructure and human capital. Such a broad-based,
transformative agenda will require each country to have
strong political leadership and an effective institutional

framework.

Chapter 2: Economic and social developments in Africa and prospects

for 2012

THE PACE OF economic growth in Africa weakened in
2011, reflecting the impact of political and social strife
in some countries in the north of the continent. Growth
in the rest of Africa sustained strong momentum, how-
ever, as several countries benefited from increased export
earnings, owing to higher global commodity prices and
strong export demand, as well as buoyant domestic de-
mand, fuelled by strong public investment, higher agri-
cultural harvests and a recovery of inward capital flows
that responded to a more stable economic environment
and better economic management. Oil exporters lagged
behind non-oil exporters for the first time in five years,
and countries in North Africa faltered.

Continental growth is still creating too few jobs, how-
ever—unemployment remains high and youth unemploy-
ment especially is growing. These failures of growth are
because much of the output growth is driven by capital-
intensive sectors—and they lack economy-wide links—
while the labour-intensive sectors lag behind. Economic
growth has not therefore generated the jobs and incomes
needed to reduce the high unemployment and poverty
on the continent. African countries will have to diversify
their sources of growth towards labour-intensive sectors
to make inroads in these areas.




Inflation generally rose on the continent, sparked by rising
global food and fuel prices. This was most felt in the Horn
of Africa, where severe drought and lower food produc-
tion led to steep increases in food prices. Policy remained
generally accommodative though, and few countries (apart
from those in East Africa, to limited effect) tightened their
monetary stance. Fiscal policy was reasonably expansion-
ary, with many countries sustaining their spending plans
in support of public investment spending, but this further
widened the aggregate fiscal deficit in 2011.
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Growth prospects in the medium term are optimistic,
with output for the continent as a whole set to recover
strongly in 2012 and thereafter, premised on a return
to political stability in North Africa. However, as the
global economic slowdown threatens these prospects,
they depend on the global economy regaining its growth
momentum. Without this improvement, African countries
are likely to suffer a setback through reduced exports and
inward capital inflows.

But what of the longer term? What should Africa do, so
it need not worry about what the rest of the world does?

Chapter 3: Africa as a pole of Global Growth

SINCE INDEPENDENCE, AFRICAN growth has
been driven mainly by primary production and export
alongside little economic transformation and too much
unemployment and poverty. The continent still faces
development deficits in infrastructure, entrepreneur-
ship, human resources and science and technology. The
last decade, however, has benefited from improvements
in macroeconomic management, good governance and
control of corruption such that manufacturing, modern
financial and telecommunications services as well as
tourism are beginning to make significant contributions
to growth. During this period, Africa has witnessed a
substantial improvement in its economic performance:
its gross domestic product (GDP) grew by an average of
5.6 per cent in 2002-2008, making it the second-fastest
growing continent in the world at times, behind Asia.
Of the world’s 15 fastest-growing economies in 2010, 10
were African. More reassuring, it is not only the resource-
rich countries that are experiencing this growth—some

Future growth will depend
on harnessing Africas
untapped natural resources,
youthful population and
growing middle class.

African countries that do not boast of o0il or mineral
wealth are growing as well.

This resurgence is giving rise to Africa’s growing recogni-
tion as an emerging market and a potential global growth
pole. It has prompted African leaders, institutions, devel-
opment partners and other stakeholders to suggest that
future world growth will depend on harnessing Africa’s
unique features, especially its untapped huge natural
resources, youthful population and growing middle class.

African governments need to continue promoting good
political governance as evidenced by the downward trend of
government hardening and oppression of peaceful demon-
strations. The focus was on shared values at the 16th African
Union Summit in January 2011, which looked at reforming
electoral systems, improving democratic processes and
human rights, showing zero tolerance for unconstitutional
changes of government, building on the New Partnership
for Africa’s Development (NEPAD) and its African Peer
Review Mechanism (APRM) commitment to establish a
more coherent Pan-African Governance Architecture and
adopting the African Charter of Values and Principles of
Public Service and Administration. There is also interna-
tional support for initiatives to strengthen rule of law and
parliamentary oversight as well as civil society engagement.

Africa has about 12 per cent of the world’s oil reserves
and 40 per cent of its gold as well as vast arable land
and forest resources. These resources, along with rising




demand for raw materials from emerging economies es-
pecially, make Africa an attractive destination for direct
and portfolio investors. Foreign direct investment (FDI)
inflows to Africa reached $62 billion in 2009, an almost
seven-fold increase in a decade. The uptrend is expected
to continue. Meanwhile, rigorous implementation of the
African mining vision will strongly improve the develop-
ment effectiveness of the continent’s natural resources.

To make the most of Africa’s demographic potential,
the youthful population and fast-growing labour force
has to be offered comprehensive, innovative skills and
knowledge development. This will ensure that they are a
blessing and not a source of conflict and insecurity, which
would harm the investment climate. This way, Africa
will take maximum advantage of ageing populations
in advanced economies and rising wages in Asia, thus
becoming the next global manufacturing and high-tech
services platform.

The high rate of urbanization and the rise of the mid-
dle class in Africa will play a major role in growth. The
number of middle-class households will increase by half
from 2010 to 2020, and by 2030 the top 18 African cities
will have a combined spending power of $1.3 trillion.
This large, untapped domestic market should attract high
domestic and foreign investment.

In order to be a global growth pole, Africa needs to meet
certain imperatives: the crucial imperative is to sustain
its recent growth rate for at least another two decades.
It can do this if it vigorously addresses the development
deficits in the structural transformation of output (includ-
ing industrialization) and trade, infrastructure, human
resources and entrepreneurialism, and capitalizes on the
opportunities—and manages the risks—of the emerging
multipolar world.

If it meets these deficits, Africa may well be able to sustain
its recent 5 per cent growth to 2034, by which time, if other
countries maintain their recent growth rates, it should
account for atleast 5 per cent of world GDP (China’s posi-
tion in 2005)—and be regarded as a global growth pole.
If the continent were to grow at an average annual rate
of more than 5 per cent, it would account for 5 per cent
or more of global GDP in a shorter period.
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Industrialization is critical. African countries should
pursue economic transformation programmes to lift the
share of manufacturing to at least 25 per cent of GDP and
to restructure services from distributive trades (domi-
nated by informality) towards the more modern services
needed to support sophisticated economies (as Africa
transits to knowledge-intensive operations). These moves
should be complemented by extensive economic diversifi-
cation where the share of manufacturing exports climbs
steeply and the composition of manufactured imports
changes towards capital goods, industrial intermediates
and components.

Investment in infrastructure is also vital. Better roads,
dams and hydropower should translate into increased
electricity consumption and tighter transport connections,
reducing transaction costs, raising economic productiv-
ity and competitiveness and improving living standards.
Success in this area would be seen in per capita electricity
consumption of 1,129 kilowatt-hours and GDP per unit
of energy use of 4, at least; a share of paved roads of at
least 44 per cent; and telephone lines and Internet users
per 100 people not less than 16 and 6, respectively, in any
African country.

Human capital, too, has to be upgraded and secondary
and tertiary enrolment should climb to at least 64 per cent
and 16 per cent, respectively, matched by quality assur-
ance mechanisms. Adult and youth literacy rates should
be atleast 77 per cent and 90 per cent, respectively, in any
African country. Life expectancy should be 68 years at
least and infant mortality 37 per 1,000 live births at most
in any African country. Governments should strengthen
health systems by allocating greater domestic resources;
ensuring the removal of barriers to access to services;
overseeing the development, deployment and retention
of critical human resources for health; and abolishing

Enhancing good govern-
ance is a precondition for
Africas economic and social
development.




inequity in access to health care. Current initiatives to re-
duce the prevalence and burden of HIV/AIDS and malaria
should be sustained in line with achieving the Millennium
Development Goals (MDGs).

Finally, all African countries should nurture indigenous
entrepreneurs capable of working with foreign counterparts
to promote the effective transfer of knowledge and to ensure
technological spillovers to African economies.
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Beyond these measures, they should capitalize on and
manage the opportunities and risks in the emerging
multipolar world. The two opposite aspects stem from
rising global commodity prices and demand, strategic
trade relations with new development partners, FDI from
emerging economies, support for infrastructure devel-
opment by new partners and development potential of
diasporas (beyond remittances). All these interventions
require collaboration among stakeholders under the lead-
ership and guidance of a developmental State.

Chapter 4: Unleashing Africa’s development capacity

SUSTAINING THE CURRENT growth momentum
in Africa and unleashing the continent’s productive

capacity requires innovative and bold actions on many
fronts.

Promoting good political and economic governance

Entrenching good governance is a precondition for Africa’s
development and social progress. Although political and
economic governance are improving, much more needs to
be done, and key elements include strengthening the insti-
tutions of the State to foster predictability, accountability
and transparency in managing public affairs; promot-
ing free and fair electoral processes; fighting corruption
and inefliciency; enhancing public service delivery; and

Repurposing education for development

Human capital formation is lagging in Africa, and a fresh
approach is needed to bridge the education-employment
mismatch (between graduates’ academic training and the
skills needed in the labour market). Africa’s development
potential can only be unbridled if governments greatly
improve human resources, through a battery of actions to
make the educational system relevant to the economy, in-
cluding thorough and systematic reform of the educational
system, with greater emphasis on quality than quantity.
Governments will need to assign greater emphasis to

expanding social protection programmes. Greater effort
is needed to expand political space for citizens to take part
in decisions and to hold public officials accountable for
their actions. It is particularly important that governments
create a policy environment supportive of entrepreneur-
ship and private sector development, and reduce the cost
of doing business by stamping out rent-seeking practices
by public officials.

science and technology, as well as entrepreneurship train-
ing that will catalyse the effective unlocking of Africa’s
productive potential, placing African universities at centre
stage. Steps would entail reviewing knowledge produc-
tion, the nature and content of knowledge, the place of
research and knowledge production (and how to pay for it)
as well as the types of partnership that African universi-
ties should seek in order to be equal players in the global
arena—while remaining locally and nationally relevant.

Promoting technology transfer and innovation for value addition and structural transformation

Technology transfer and innovation are key drivers of eco-
nomic and social development in a knowledge economy.
They hugely enhance productivity and efficiency, while

lowering the costs of production and information—the
keys to unlocking sustained growth, competitiveness and
economic transformation. Africa’s fast growth in the last




two decades has partly been supported by acquisition of
mature technology, as seen in the steep increase in the
royalties and licensing fees it pays, and imports of capital
goods and business services.

To take one example: technology transfer has been at
the centre of the rapid diffusion of mobile telephony
and wireless technologies in Africa, and has had a pro-
found impact on individuals, firms and governments. It
would have had a greater impact if Africa had helped to
design, manufacture and build the components and the
network infrastructure. Yet Africa is failing to attract
foreign private research and development projects or
manufacturing investment because of its limited base of
technology and intellectual capital. Worse, according to
one source, it is going backwards in technology produc-
tion and ownership.!

Five radical steps are therefore needed to ensure that
Africa benefits from the world’s technological knowledge
to meet its challenges of unemployment, poverty and
climate change.

First, African countries need to put in place policies and
strategies to integrate the three subcomponents of sci-
ence, technology and innovation in all economic sectors

Reversing underinvestment in infrastructure

Investment in infrastructure is necessary for releasing
productive capacity and for improving living standards,
yet poor infrastructure remains a major obstacle in Africa.
The key constraint is lack of financing, and closing the
gap will require action on many fronts. African govern-
ments should, for example, harness the domestic financial
sector, such as commercial banks, insurance funds, the
stock market and pension funds. African central banks
should play a catalytic role by introducing incentive-based

Boosting productivity in agriculture

An African green revolution is a prerequisite for Africa’s
green industrialization and for its response to climate
change. In general, countries have moved up the techno-
logical ladder first by developing agriculture and promot-
ing value addition through agro-industries before moving
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Technology transfer and
innovation are key drivers
of productivity growth and
development in a knowl-
edge economy.

and government agencies. Second, they should install
mechanisms to mobilize, invest and manage funds for
these three elements. Third, countries should increase
investment in education, particularly in these subcompo-
nents, to develop the necessary skills and talent needed to
sustain innovation and entrepreneurship in a knowledge
economy. Fourth, they need to upgrade soft and hard
infrastructure to serve as a platform for technology trans-
fer and innovation. Finally, they need to strengthen the
business environment in order to meet innovative firms’
needs through supportive financial, intellectual-property,
competition and procurement policies. Such measures
would virtually guarantee Africa’s future growth, com-

petitiveness and economic transformation.

risk sharing and by issuing bonds, launching guarantee
schemes and adopting new financial instruments to lever
their balance sheets. These domestic efforts should be
complemented by efforts to attract FDI from emerging
economies, such as China and India, with relatively large
financial resources as well as the appropriate skills and
technology. Governments should also take steps to get
more out of existing infrastructure through efficiency
gains.

to heavy industry.? In Africa, raising the productivity (and
hence profits) of small farmers should be given priority
because the majority of rural Africans are engaged in
subsistence agriculture. This approach demands high
and sustained levels of investment in key public goods,




Green-economy develop-
ment strategies are essential
for promoting high and
sustainable growth for
Africa to become a global
growth pole.

such as rural roads and irrigation, agricultural research
and new technology, support for input-related industries,
such as fertilizers and seeds, and new economic links
that will create economic opportunities for enterprises
in rural areas.

Other interventions likely to increase the productivity of
small farmers, in turn adding value and moving economies
along the industrialization curve, are securing smallhold-
ers’ rights in land policies, ensuring incentives for off-farm
enterprise job creation, promoting African systems for
supporting innovative farming technologies and expand-
ing learning systems for farmers and agro-industries.
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Moreover, national governments need to take resolute
steps to empower women farmers through better access
to productive assets, land-ownership rights, credit and

farming education.

Strategies for agricultural development should run paral-
lel to those which allow countries to industrialize along
green lines and to diversify economically, so as to render
them less vulnerable to climate change. Green-economy
development strategies are essential for promoting high
and sustainable growth and for Africa to become a global
growth pole. Harmful impacts of climate change fall
unduly on the poor and exacerbate inequalities in health,
education, labour force participation, and access to food
and water. As Africa is far from meeting its own develop-
ment investment needs from domestic resources, external

financial support for mitigation and adaptation is vital.

It is also imperative to examine the supply- and demand-
side factors that may constitute barriers to mobilizing
resources in a green economy. Governments can also
increase spending on clean technologies and practices
and gradually eliminate subsidies for polluting industries.
National development plans should have policies that
promote output and use of clean products; developing,
diffusing and transferring technology are critical for this.?

Accelerating regional integration and intra-African trade

Progress in regional integration is mixed, but political
commitment on what needs to be done is high. Such inte-
gration is an important first step towards global integra-
tion, and requires better links among Africa’s countries
by heavy investments in roads, telecommunications and
intra-African financial institutions that will facilitate
payments through, for example, regional guaranteed

payment systems. African governments should therefore
develop trade-related regional infrastructure by encour-
aging private sector participation (domestic and foreign)
into infrastructure. Finally, governments must redouble
their efforts to simplify procedures and harmonize policies
in a wide range of areas, such as customs, immigration,
border control and cargo inspection.

Harnessing new development partnerships through strategic engagement

The rise of powerful southern economic powers such as
China and India presents opportunities and challenges.
African governments should take an incisive approach
towards them and develop a coherent strategy to ensure

that trade, investment and finance from these countries
serve to accelerate the continent’s development potential,
promote technological progress, enable capital accumu-
lation and consolidate structural transformation. They




should encourage, in particular, investments in infra-
structure and agri-business. Moreover, the governments
of resource-rich African countries should develop a strong
governance framework for the extractive sector (such as
gold and oil) to stamp out corruption and avoid the “re-
source curse”. Strengthening governmental negotiation
capacity is critical.
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African governments need
to develop comprehensive
national and regional
strategic frameworks for
engagement with external
partners and investors.

Chapter 5: Mobilizing resources for structural transformation

THE LAST DECADE has seen a notable recovery in Af-
rican countries’ capacity to mobilize resources and raise
investments, although the continent’s growth prospects
and its capacity for mobilizing resources remain vulner-

able to external shocks.

Given the new opportunities from strong demand for
Africa’s resources and fundamental changes in the geo-
political landscape, it is vital for Africa to optimize the
various channels of mobilizing resources and to improve
the mechanisms for using and distributing resources. In
this way it can create a foundation for shared growth and
inclusive development.

Africa can draw on its experience with traditional aid
donors for the challenges in dealing with new players,
including investors from emerging economies as well as
multinational corporations and international portfolio
investors who have recently renewed their interest in
resource-rich Africa. To avoid non-productive capital
flows (financial and human), African countries should
explore mechanisms of repatriation of illicit capital flows
and developing new financial instruments for secur-
ing private savings from international and domestic in-
vestors—encouraging only those likely to contribute to
its development. African countries should also seek to
improve public resource management and increase the
participation of domestic stakeholders in development.

African countries should capitalize on the new opportuni-
ties for resources rarely available since independence, but

the challenges of turning optimism into reality are equally
daunting. In particular, the policy challenge shared by
all African countries—resource-poor and resource-rich
alike—is how to deploy new resources in socio-economic
development and how to make resources for development
less volatile and less subject to commodity booms. Their
leaders could consider the following lines of action.

Windfalls from commodity booms and newly available
resources should be deployed purposely to help diversify
and transform economic structures, while resource rents
should be distributed to aim for inclusive growth.

African governments should take strategic positions with
all the categories of external actors and investors—tradi-
tional aid donors, new development partners, multina-
tional corporations and private portfolio investors. They
should seize on their newly acquired stronger position by
presenting their home-grown development visions and
strategies as a basis for negotiations.

For mobilizing private domestic and foreign savings
through the financial system, governments should con-
centrate on deepening financial markets and strengthen-
ing the capacity of financial institutions so that mobilized
funds are effectively intermediated and used for produc-
tive investments and socio-economic development.

It is important to explore and deepen mechanisms of
regional cooperation for countercyclical macroeconomic
management. This may lead eventually to stabilization




or development funds among several countries or
Africa-wide.

Finally, it is crucial to forge a productive partnership be-
tween the State and domestic stakeholders by eliminating
basic considerations of influence in the political economy
of public resource management. This will allow govern-
ments to tackle the structural weaknesses in generating

Notes

1 http://www.uneca.org/istd/tech_resurgence.pdf.

2 See UNECA and AUC (2009) “Economic Report on Africa 2009:
Developing African Agriculture Through Regional Value Chains”.
UNECA. Addis Ababa. Ethiopia.

3 See UNECA and AUC (2011) “Economic Report on Africa 2011:
Governing Development in Africa - the Role of the State in Economic
Transformation”. UNECA. Addis Ababa. Ethiopia.
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domestic public resources that stem from the shallow
tax base and heavy reliance on resource-based and trade
taxes. Authorities can broaden the tax base by improving
the distribution mechanisms through fiscal channels,
for example by ensuring better public goods provision
and by mainstreaming the informal sector within the

formal economy.




Developments in the
World Economy and
Implications for Africa

AFTER A STRONG rebound in 2010, the world economy
slowed in 2011 owing to increased risks and uncertain-
ties that are expected to remain in 2012 and beyond. The
negative effects of the triple crisis of 2007-2009—food,
energy and finance—still linger, and the euro area sover-
eign debt crisis has aggravated the structural imbalances
in the world economy and cast doubt on the prospects
for sustained growth and a quick recovery. The shift of
“toxic assets” from private sector to government balance
sheets in major developed economies did not relieve the
global financial system as expected, but instead worsened
government fiscal positions, paced by new global financial
turmoil with the onset of the euro area crisis.

The depth and complexity of the global crisis has so far
defied the many policy responses applied by the major

developed countries, which kept interest rates low and
pursued fiscal austerity measures to restore fiscal cred-
ibility. Despite these measures, however, long-run struc-
tural problems, such as increased income inequality,
dysfunctional labour markets and global imbalances,
have intensified.

African economies rebounded quickly from the 2008
financial crisis as commodity prices rose and export reve-
nues returned to pre-crisis levels, enabling them to finance
the necessary investments. But with the political turmoil
in North Africa, coupled with the euro area crisis, growth
slowed in 2011. Still, some African countries continued to
post double-digit growth, reflecting increased commodity
prices and strong domestic demand.

1.1 World growth slowed and unemployment stayed high

THE WORLD ECONOMY grew at 2.8 per cent in 2011,
down from 4 per cent in 2010, largely because of decreased
demand and greater uncertainty (figure 1.1). Gross do-
mestic product (GDP) growth in developed economies
declined from 2.7 per cent in 2010 to just 1.3 per cent
in 2011, on both demand and supply factors. Domestic
demand, particularly in the developed world, stagnated
owing to obstinately high unemployment and depressed
consumer and business confidence, as fear of a second re-
cession became widespread. Low growth in the developed

world is expected to persist at least until the end of this
year (figure 1.1).

The outlook for the world
economy remains gloomy,
with growth expected at 2.6
per cent in 2012.




In contrast, emerging and developing countries, as well
as economies in transition, performed relatively well, but
they were not immune to the fallout in the world economy:
they faced rising inflationary pressures, increased income
inequality and escalating social tensions.

Figure 1.1
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The outlook for the world economy remains gloomy,
with growth expected at 2.6 per cent in 2012. The euro
area crisis is the most severe downside risk (section 1.7).

GDP growth rates of major global regions, 2005-2012 (%)

2005 2006 2007 2008 2009
M Africa M East and South Asia Western Asia Latin America and the Caribbean

e World Developed economies === Developing countries

Source: UN-DESA (2011, 2012).

Notes: a. Estimated; b. Forecast.

Growth in the European Union (EU) levelled off from 2
per centin 2010 to 1.6 per cent as the euro area registered
only 1.5 per cent growth in 2011 (UN-DESA, 2012). The
euro area crisis struck at consumer and business confi-
dence, and lowered private consumption and investment
against a backdrop of re-emerging financial turbulence
and a bank credit crunch. The EU is expected to register
minimal growth of 0.7 per cent in 2012, and the euro area
a mere 0.4 per cent.

The EU is expected to grow
at 0.7 per cent in 2012, and
the euro area at a mere 0.4
per cent.

2010 2011 2012

=== Economies in transition

Growth in the United States (US) declined to 1.7 per cent
in 2011 from 3.0 per cent in 2010, reflecting continued
sluggish private consumption and reduced government
expenditure (UN-DESA, 2012). An elevated oil price, high
unemployment and persistent deleveraging held down
disposable household income. US growth is forecast to
slip to 1.5 per cent in 2012. Downside risks lie in fiscal
policy choices and the spillover effects of the euro area
crisis on still fragile financial institutions. However, some
positive signs have emerged in job markets, which might
influence the 2012 presidential election and the subsequent
economic policy orientation and the pace of the recovery.

Japan’s economy switched from 4.0 per cent growth in
2010 to a contraction of 0.5 per cent in 2011, mainly
owing to the shock of March’s devastating earthquake
and tsunami on private consumption and investment
(UN-DESA, 2012). Export growth slowed, reflecting the
disaster’s disruption to supply chains as well as the yen’s
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climb. Post-disaster reconstruction expenditure and ris-
ing manufacturing confidence are, however, projected to
enable the economy to rebound with 2.0 per cent growth
in 2012. In the medium and long term, though, an ageing
population, mounting public debt and deflationary pres-
sures will weigh heavily on growth.

The economies in transition grew 4.1 per cent in 2011, as
in 2010, but still below pre-crisis rates (see figure 1.1).
Domestic demand remained weak, as high unemploy-
ment and increased household indebtedness constrained
private consumption and investment. However, export
revenue rose on high commodity prices. The economies
in transition are expected to grow 3.9 per cent in 2012, yet
they remain vulnerable to spillovers from the euro area
crisis owing to their close economic links to that bloc.

In 2011, developed economies’ overall fragility weighed
heavily on developing countries’ growth, which stood at
6.0 per cent, down from 7.5 per cent in 2010; growth is
projected to decline further to 5.6 per cent in 2012 (see
figure 1.1). Overheating worries have receded, but high
unemployment and political turmoil in some countries
are still threatening growth prospects. Developing coun-
tries have tried to make up for the decline of external
demand by stimulating domestic demand and pursuing
expansionary policies.

East and South Asia—the world’s growth engine—also
felt the global economic chill through slackening exports.
Growth slowed to 7.1 per cent in 2011 against 8.8 per cent
in 2010 (see figure 1.1), despite robust private consumption
and investment. Natural disasters affected regional indus-
trial production and supply chains. Growth is projected
to further decelerate to 6.8 per cent in 2012 as external
demand from developed countries stays depressed.

China and India—the two largest emerging economies—
were slowed by headwinds from the world economy in
the fourth quarter, though they maintained excellent
growth of 9.3 per cent and 7.6 per cent, respectively, in
2011. High inflation eroded Chinese household incomes
and government attempts to limit bank credit—stemming
from anxieties of an overheating economy—put pressure
on private investment. The major risk for China’s economy
comes from a possible external demand slump, which

would depress export growth. China is forecast to grow
8.7 per cent in 2012.

India’s buoyant private consumption was its main growth
driver. Rising prices of basic foods, water and electricity
have, though, become a source of public protest against
government policies. India is expected to keep its growth
momentum, at 7.7 per cent in 2012. Low productivity
of rain-fed agriculture and a possible reversal of capital
inflows are the main risks (EIU, 2011a).

Western Asia’s economic growth edged up from 6.3 per
centin 2010 to 6.6 per cent in 2011 (see figure 1.1), mainly
on a high oil price and greater social security spending.
Increased energy export income and supportive macro-
economic policies propped up growth in oil-exporting
countries, while some oil-importers saw recovery led by
fiscal stimulus and domestic demand. Others contracted
or stagnated because of social and political instability.
Growth for the region is expected to decline sharply to
3.7 per cent in 2012 as a result of regional political uncer-
tainties and a possible downward trend in the oil price.

Economic growth in the Latin America and the Carib-
bean (LAC) region decelerated to 4.3 per cent in 2011
from 6.0 per cent in 2010, despite the vigorous domestic
demand attributable to favourable labour markets, high
commodity prices, global low interest rates and currency
appreciation (see figure 1.1).! Growth rates were divergent
across the region: South American countries continued to
benefit from emerging economies’ commodity demand,
sound economic fundamentals and increased domestic
demand. Mexico and the countries in Central America
and the Caribbean, in contrast, experienced slow growth,
influenced by the weak US economy (EIU, 2011a). The

Even with the lacklustre
global backdrop, Africa’s
economic outlook is quite
positive, with growth of 5.1
per cent expected in 2012.




High unemployment,
especially among youth,
characterizes Africa’s
labour markets.

LAC region is expected to slow to 3.3 per cent growth in
2012, reflecting a generally unfavourable global economy.

Africa’s growth fell from 4.6 per cent in 2010 to 2.7 per
centin 2011 (see figure 1.1), mainly owing to the political
turbulence in North Africa. Private investment declined
with increased investor risk aversion there, though do-
mestic demand remained robust and exports rose despite
a severe drought in other parts of the continent.

Table 1.1
Unemployment, 2007-2011 (%)

2007 2008 2009

World 5.6 5.7 6.3 59
Buropean Unton 58 61 84 85
Central and South-Eastern

E:lorr?—pEeU) and Common- X S L 2
wealth of Independent States

East Asia 3.8 4.3 44 3.9
ic:clitgc—East Asia and the 54 53 5 48
South Asia 4.5 4.3 4.4 3.9
Iéztrlirtl’ g&er:;rlca and the 7 6.6 77 79
Middle East 10.5 10.2 10.3 9.6
North Africa 10.2 9.6 9.9 9.1
Sub-Saharan Africa 7.9 7.9 7.9 7.6

Source: ILO (2011a).

Preliminary

estimate
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Yet even with the lacklustre global backdrop, Africa’s
economic outlook is quite positive, with growth of 5.1
per cent expected in 2012. The key downside risk lies in
export revenues shrinking because of sharply lower world
commodity prices and adverse weather.

Persistent high unemployment is the most pronounced
outcome of the weak global economy, and the global
jobs situation improved little in 2011, despite worldwide
government efforts to stimulate growth (table 1.1). After
a steep rise in 2009, the developed economies’ and EU
unemployment rate approached 9 per cent in 2010, and it
kept on climbing through most of 2011 (ILO, 2011b). The
world unemployment rate for youth—the most vulnerable
group in a labour force—declined only marginally to 12.6
per cent in 2011, with potentially destabilizing impacts
on societies (ILO, 2011c).

2011

CI

upper
bound

Preliminary

lower .
estimate

bound

upper
bound

6.2 6.5 5.6 6.1 6.6
8.8 9.1 7.9 8.6 9.4
9.6 10.1 8.9 9.7 10.6
4.1 4.3 3.8 4 4.2
5.1 5.4 4.5 4.9 5.3
4.3 4.6 3.7 4.1 4.4
7.7 8.1 6.8 7.4 8.1
10.3 10.9 9.3 10 10.8
9.8 10.5 8.6 9.8 10.9

8 8.4 7.4 7.9 8.4

Note: Preliminary estimates for 2010; projections for 2011; CI = confidence interval.
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High unemployment, especially among youth, charac-
terizes Africa’s labour market. Although the informal
economy provides a cushion for the young unemployed,
the youth unemployment crisis can only be addressed
through strong, broad-based growth and comprehensive
social and economic measures (UNECA and AUC, 2010).
Africa boasts the youngest population among the global
regions, and youth are the most precious resource for the
continent’s economic and social transformation. To release
their potential, African governments must fulfil their
commitments on youth employment and invest resources
to address the key factors affecting youth employment,
such as a skills mismatch and inadequate access to credit
and productive resources (ILO, 2011c¢).?

1.2 Inflationary pressures mounted

WORLD INFLATION EDGED up from 2.5 per cent in
2010 to 3.7 per cent in 2011, but is expected to ease to 2.6
per cent in 2012, with similar trends for developed and
developing economies (figure 1.2). Given such expecta-
tions and gloomy global prospects, monetary policy in

Figure 1.2
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The world economic slowdown and the global employment
crisis are likely to have serious implications for Africa, in
both the short and medium term. They could increase
pressures on African countries’ long-run objectives, such
as poverty reduction, by constraining government budg-
ets, which have to be channelled to priority areas such
as infrastructure, science and technology and human
resource development, as well as industrialization and
employment creation (chapter 4). African economies’
choice of key development areas will therefore largely
determine their medium-term growth trajectory.

major economies is likely to remain accommodative in
2012, allowing continued balance-sheet repair in the
private and government sectors and supporting world

economic recovery.
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Latin America and the Caribbean

=== FEconomies in transition




In the developed world, inflationary pressures came
mainly from high food and fuel prices (section 1.4). In-
flation reached 2.6 per cent in 2011, up from 1.4 per cent
in 2010, and is forecast to moderate to 1.8 per cent in 2012
(see figure 1.2).

Asin 2011, developed economies are expected to maintain
an accommodative monetary stance in 2012 in order to
induce domestic demand and stimulate their economies.
The US Federal Reserve, for instance, has decided to keep
the federal funds policy rate near zero until mid-2014,
while the European Central Bank cut its key interest
rate twice towards the end of 2011, reflecting its concern
over the euro area’s growth and employment prospects.
Similarly, the central bank of Japan kept its benchmark
interest rate near zero and enhanced monetary easing
to fight deflation and accommodate the effects of the
earthquake on productivity and growth.

For the economies in transition, weakened growth pros-
pects and receding commodity prices alleviated inflation-
ary pressures in the second half of 2011, though inflation
was still near double digits (see figure 1.2). Most countries
tightened their monetary policies in the light of economic
recovery and elevated food and fuel prices.

1.3 Fiscal balances improved

THE FISCAL BALANCE improved in almost every
major economy or region in 2011 (figure 1.3). Devel-
oped economies as a whole cut their fiscal deficit from
7.5 per cent of GDP in 2010 to 6.5 per cent, though the
US and Japan still ran fiscal deficits close to 10 per cent.

High food and fuel prices
are still likely to subject
African countries to infla-
tionary pressures.
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Inflation in developing countries, which have been under
overheating pressures since 2010, went up to 6.6 per cent
in 2011, but is forecast to recede to 5.5 per cent in 2012
(see figure 1.2). The injection of excess liquidity into the
global economic system by major developed economies
drove up nominal world food and energy prices, lifting
imported inflation in developing countries. In response,
most of the latter postponed monetary tightening or even
returned to accommodative monetary policies in 2011.
The Reserve Bank of India, for example, kept its bench-
mark interest rate on hold in December after raising it
seven times to fight inflation in 2011; China’s central bank
lowered its reserve requirement in December, and Brazil

cut its interest rate three times in the second half of 2011.

As in other developing regions, inflation in Africa is
expected to decline in 2012, though low global interest
rates and high food and fuel prices are still likely to subject
African countries to inflationary pressures (see figure 1.2).
African economies have historically had higher inflation
than most other developing regions. Recent downbeat
global economic trends support an accommodative mon-
etary policy in most countries on the continent, except
for those facing non-food inflationary pressures. In a
longer term, however, reforms to economic structures
and institutions are essential for controlling inflationary
pressures on the continent.

Developing economies partly rebuilt their fiscal buffers,
using increased commodity export revenues.

The prospects for strengthening the position much further
in 2012 do not appear promising on current forecasts, and
fiscal consolidation runs the danger of stunting major
developed economies’ long-term growth prospects. Still,
these economies are expected to continue moving that
way: the euro area, for example, is forecast to register
a fiscal deficit of only 3.1 per cent of GDP as members
pursue austerity to regain fiscal credibility.
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Figure 1.3

Central government fiscal balances for selected regions and economies, 2005-2012 (% of GDP)
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Developing countries may see slightly worsening fiscal
positions in 2012 because of reduced demand from de-
veloped countries and a possible decline in commodity
prices, exacerbated by higher spending on food subsidies

and social protection programmes.

Fewer fiscal policy options were available to economies
globally in 2011 than the year before. Developed econo-
mies, especially the euro area, are facing greater pressure
to push through with fiscal austerity, given alarmingly
high debt levels. * Developing countries’ fiscal positions
are generally well managed. * However, owing to weakened
global growth prospects, they are more likely to adopt a
neutral fiscal policy stance as prolonged fiscal expansion
could exhaust fiscal space, fuel inflation, crowd out private
investment and threaten their long-term growth potential.

Fiscal retrenchment by the world’s major economies is
likely to have short- and medium-term negative impacts
on African economies, mainly through two channels.
First, fiscally vulnerable African countries have to face
much higher demand for sovereign debt yield in global
markets as investors reassess sovereign debt risks in light
of the euro area crisis. Second, on the aid front, devel-
oped economies might greatly reduce and impose stricter

Latin America and the Caribbean

2010 2011 2012

Middle East and North Africa

conditions on official development assistance (ODA),
including for Africa (section 1.7).

Responses to these twin challenges include strengthening
economic and social development ties with new develop-
ment partners from emerging economies—as well as their
traditional donors—and mobilizing domestic develop-
ment resources (chapter 5), especially as such strengthen-
ing may reduce African economies’ over-reliance on aid
flows from abroad in the long run.

In 2012, world commod-
ity prices are expected
to moderate with better
supply-demand balance,
mainly reflecting slower
global economic activity.
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1.4 World commodity prices remained high

THE INDEX FOR world commodity prices approached
a historical high in April 2011, and apart from crude oil,
all major commodity category price indices registered
record highs in the first half of 2011. The trajectories of
commodity prices divide roughly into two phases: most
kept their upward trend in the first quarter; in April, how-
ever, they began to decline, but still hovered at relatively
high levels (figure 1.4).

Movements in 2011 stem from both the demand and
supply sides. First, demand from emerging economies
continued to present strong support to high commodity
prices, though this effect weakened as economies cooled in
the fourth quarter. Second, political unrest in the MENA

Figure 1.4

region severely disrupted that region’s oil supply, push-
ing up energy prices on the global market. And third,
increasing concerns over global growth prospects and
risk aversion re-emerged in the second quarter of 2011,
becoming the major downward driver of prices.

In 2012, world commodity prices are expected to moderate
with a better supply-demand balance, mainly reflecting
slower global economic activity. However, worldwide
low interest rates and growth concerns may drive global
investors into commodity markets to seek higher returns,
adding volatility to prices. Risks are mainly on the down-
side, with possible price slumps in the worst-case scenario
of global recession.
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Crude oil and the global energy market

After a 15-month fluctuation within a narrow upward
channel, the world crude oil price picked up another
major notch from September 2010, and after falling at the
beginning of May, it has since fluctuated at $100-120 per
barrel (see figure 1.4). In April, the Brent spot oil price hit
$126.99 per barrel, more than one third higher than its
2010 closing price and only 14 per cent below its 2008 all-
time high (BP, 2011). Crude oil in general showed higher
volatility than other primary commodities.

Volatility in the oil price is expected to continue in 2012
and beyond. Global oil demand continued to firm in 2011,
butat only 1.1 per cent after 3.2 per cent in 2010, reaching
89.2 million barrels per day (mb/d) (IEA, 2011). ° Faltering
developed economies and cooling emerging economies
contributed to this moderation. In 2012, global demand
is forecast at 90.5 mb/d, a 1.4 per cent rise from 2011.

Global oil supply was about 88.2 mb/d in the first three
quarters of 2011, 0.9 per cent higher than the 2010 average.®
The absence of Libya was largely made up by increased

Food and beverages

The world food price index recorded a historical high in
April 2011, after which it showed a gently declining trend,
but with increased volatility (see figure 1.4). Explana-
tions for the food price surge included bad weather in
most major agriculture-exporting countries in the later
months of 2010, increased biofuel use owing to increased
global energy prices, US dollar depreciation and market
speculation.

Among particular commodities, the price of rice was
up more than 20 per cent since May 2011, at odds with
wheat and maize prices. Severe floods in Thailand, which
disrupted production, and speculative sentiment in the
market were responsible for the dramatic increase in the
price.

The outlook for the world food price is a slight down-
trend in 2012. On the supply side, high prices in 2011 are
expected to have induced more agricultural investment,
and the weather may also turn out to be more favourable,

supply from Saudi Arabia. In 2012, total non-OPEC oil
production is seen reaching 53.65 mb/d, up 1.7 per cent
from 2011, and meeting 59.3 per cent of global demand.
Still, the tight demand-supply equilibrium is unlikely
to ease any time soon, even with the discovery of new
sources around the world.

Despite cautious optimism for a lower oil price in 2012,
global energy markets, especially for oil, are projected
to face higher nominal prices in the long run, not only
because of the possible further depreciation of the US
dollar (in which oil is denominated), but more important,
the evolution of global energy supply and demand. The
Japanese nuclear power station disaster renewed anxieties
around the globe over the safety of nuclear power, which in
recent years has become more acceptable as a replacement
for traditional fossil-fuel energy. Other main challenges
for global energy use include expanding global energy
access, increasing energy investments and mitigating the
impact of global climate change (IEA, 2011b).”

both of which point to rising food output in 2012. On the
demand side, the stuttering world economy is likely to
reduce global food imports and dampen biofuel transfor-
mation as energy prices decline. Even so, the food price
is expected to remain volatile and sensitive to demand or
supply shocks, partly owing to low inventories.

Despite the forecast short-term fall, however, global food
prices should remain on a plateau in the long run. Food

The food price is expected
to remain volatile and sen-
sitive to demand or supply
shocks, partly owing to low
inventories.




Increased volatility of world
commodity prices presents
new challenges for African
countries over the re-emerg-
ing issue of food security.

supply is restricted by a shortage of arable land, rising
agricultural production costs and decreasing agricultural
productivity, while food demand is stimulated by increas-
ing incomes of the emerging economies and more use in
biofuel production by developed economies owing to high
energy prices (OECD and FAO, 2011). The high food price

Agricultural raw materials

From April 2009, the index for agricultural raw materials
kept on rising and more than doubled by its peak in April
2011, but declined modestly thereafter (see figure 1.4).
Strong demand from emerging economies and adverse
weather drove up prices. The natural rubber price attained
its highest ever level in the first quarter of 2011 owing to

Metals

The metals index hit a record in February 2011, and then
fluctuated downward within a narrow range in the fol-
lowing months. Copper prices remained relatively high
throughout 2011, reflecting an imbalance between global
consumption and production.

The outlook for metal prices in 2012 is closely linked to
global economic activity. As China accounts for about 40
per cent of global demand, the country’s macroeconomic
policy and its stocks have a huge impact. With the world
economy likely to show lower than initially projected
growth, metal consumption could fall in 2012, taking
prices down with it.

Once the global crisis of 2007-2009 ended, prices of pre-
cious metals, such as gold and silver, surged. Speculative
forces were believed to be the major factor. However,
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and increasing volatility could pose serious challenges to
food security and poverty reduction efforts, especially in
least developed countries.

The world beverages price index was up 73 per cent from
its trough in January 2009 and peaked in March 2011.
Coffee topped at about $2.45 per pound in May 2011,
with increased volatility after September. Global coffee
production fell 4.3 per cent in 2010/11 (ICO, 2011). Only
Africa as a region raised its coffee output, by about 20
per cent; elsewhere it declined owing to bad weather.
Similarly, the price of cocoa peaked at more than $3,450
per tonne in February 2011, but then fell more than 20
per cent by October. The combination of a weaker world
economy and favourable weather conditions contributed
to the decline (ICCO, 2011).

high demand from emerging economies and insufficient
supply in rubber-producing countries. The price of cot-
ton peaked in March 2011 with a steep rise of more than
170 per cent from the second half of 2010, and then fell
during the rest of 2011.

the continued depreciation of the US dollar, global low
interest rates, and, more important, risk aversion among
global investors (given the downbeat global prognosis and
volatile financial markets) propped them up.?

On the back of increased commodity demand and prices,
Africa’s merchandise exports increased to 31.5 per cent
of GDP on average in 2006-2010. The continent’s closer
trade relationship with other regions, combined with its
over-reliance on primary commodity exports, has made
its trade even more vulnerable to global shocks in recent
years (see section 1.7). Although Africa has diversified
its export destinations a little, many countries still rely
heavily on developed economies. Moreover, the increased
volatility of world commodity prices, especially food,
presents new challenges for African countries over the
re-emerging issue of food security.
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1.5 World trade growth moderated and current account balances stayed

largely stable

THE WORLD TRADE value of goods and non-factor
services continued to recover at 13.9 per cent in 2011,
but lower than the 17.1 per cent of 2010. Deceleration in
trade volume was more marked (figure 1.5). Developed
and developing economies’ exports grew 12.4 per cent and
15.9 per cent in 2011. European export value climbed by

Figure 1.5

13.8 per cent, but volume by only 6.7 per cent, indicating
a shift towards more valuable goods. Among developing
regions, Africa’s export growth by value fell to 8.3 per
cent from 14.3 per cent in 2010, mainly owing to North
African political unrest, while its imports rose sharply by
16.9 per cent, largely because of steeper global food prices.
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Intraregional trade (that is, within a single global region)
increased owing to the rise of emerging countries in re-
cent years, though it still accounted for only 11 per cent
of total trade for Africa in 2010, against 65 per cent for
the EU (WTO, 2011). Nevertheless, developed economies
still dominate world exports’ value addition (UNCTAD,
2011b).

The outlook for world trade growth in 2012 at a slower 9.2
per cent is overshadowed by divergent growth prospects.
Export growth in developed economies is forecast to fall
sharply to 4.8 per cent while the developing countries
maintain their momentum at 15.2 per cent. Europe’s
exports are estimated to rise by only 4.6 per cent. West-
ern Asia’s export growth is expected to decline, but to a

2010a 2011b 2012b

Latin America and the Caribbean

still-solid 9.7 per cent in 2012. With high unemployment
across the globe, intensified protectionism is likely to
emerge as the biggest challenge for world trade in 2012.

Trade patterns among the world’s major economies and
regions determined their largely stable current account
balances in 2011 (figure 1.6). The US still ran a huge defi-
cit against China’s surplus, while the euro area’s current
account was in near balance. Japan’s surplus narrowed,
reflecting the earthquake’s impact on its trade and post-
disaster reconstruction. The surplus in the Gulf Coopera-
tion Council (GCC) countries rose by more than a third,
propelled by high oil prices. Russia’s surplus widened only
a little, as the non-oil sector deteriorated (EIU, 2011a).




Figure 1.6
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Current account balances for selected countries and regions, 2005-2012 (% of GDP)
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1.6 The US dollar depreciated as risk aversion dominated capital flows

THE US DOLLAR depreciated in the first three quarters
of 2011 but reversed trend in the last, accompanied by
increased real exchange rate volatility of major world
currencies that was largely attributable to shifts in US

FDI to Africa recovered
only modestly in the first
half of 2011.

monetary policy and the worsening euro area debt crisis
(figure 1.7). Near zero interest rates in the US and global
investors’ worries over further quantitative easing by the
Federal Reserve kept the dollar weak and many emerg-
ing countries’ currencies strong. However, growing risk
aversion from August as the euro crisis intensified but-
tressed the dollar and prompted sharp falls in emerging
currencies. The Japanese yen and Swiss franc appreciated
sharply late in the year, reflecting their safe haven status,
when US sovereign debt was downgraded in a historic
move and the euro area crisis continued to deepen.
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Figure 1.7

Real effective exchange rates for major economies, Jan 2005-Oct 2011, index (2005=100)
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Global foreign direct investment (FDI) flows continued
to recover in 2011, but less quickly than in 2010, largely
reflecting uninspiring global growth prospects and high
investors’ greater risk aversion (figure 1.8). In the first half
of 2011, they increased by 2 per cent sequentially. Again a
divergence appeared between developed and developing
economies: FDI flows to the former contracted by 3.9 per
cent but to the latter they rose by 7.3 per cent (UNCTAD,
2011a). FDI to South and East Asia remained strong,
though to the US and Western Asia it fell by nearly a half
and a third, respectively, reflecting investors™ concerns
over US growth prospects and political uncertainties in
the MENA region.

FDI to China surged in the first half of 2011, especially
for mergers and acquisitions (M&A). “Green” investment

South Africa

@ Switzerland United States

declined worldwide but saw an over 55 per cent rise in the
LAC region by September 2011. FDI to Africa recovered
only modestly in the first half of 2011, and increased
flows to South Africa were largely offset by smaller flows
to North Africa.

Low global interest rates
may boost FDI to Africa as
the continent offers expect-
ed higher returns than most
other developing regions.
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FDI inflows by region and selected economies, 2009-2012 ($ billion)
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Uncertainties in the world economy are likely to pre-
vent a strong rebound of global FDI in the immediate
future, though developing economies and economies in
transition are expected to consolidate their positions as
favoured destinations. As emerging economies upgrade
their industrial structures, high-tech sectors are likely to
receive further FDI inflows.

Low interest rates worldwide may boost FDI to Africa, as
the continent offers expected higher returns and far great-
er investment opportunities than most other developing

For many African countries
dependent on aid, a pos-
sible decline in aid flows
could pose serious chal-
lenges in the short term.

regions, given the last decade’s relatively fast economic

growth and improved economic governance.

Portfolio investment saw a steep decline in 2011, mirror-
ing the world’s pessimistic growth outlook. The Morgan
Stanley Capital International world stock index slumped
by 9.2 per cent, while component indices for developed
and emerging markets fell by 7.5 and 19.7 per cent in US
dollar terms (EIU, 2011b).

Remittances, however, recovered almost to their pre-crisis
levels by 2011, even if growth was slow relative to recipient
countries’ inflation. Volumes varied among developing
regions, mainly owing to the political and economic situ-
ations of the source countries. Political unrest in MENA
curtailed flows to sub-Saharan Africa and South Asia,
while the slow US and Japanese economies affected flows
to the LAC region and East Asia, respectively. However,
high oil prices helped workers in Russia to lift their re-
mittances to Europe and Central Asia, and those in the
GCC countries to boost theirs to South Asia. Gloomy
global growth prospects weigh on the outlook for 2012
(figure 1.9).
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Figure 1.9

Remittance inflows by major recipient region, 2007-2012 ($ billion)
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Global ODA climbed 6.5 per cent in 2010, but is expected
to grow only 1.3 per cent on average in 2011-2013 because
of slower growth prospects in donor countries." Disburse-
ments of ODA in 2010 were still well below commitments
and are expected to remain far below the United Nations
target of 0.7 per cent of donor countries’ gross national
income by 2015.
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For many African countries dependent on aid, a pos-
sible decline in aid flows could pose serious challenges
in the short term as many planned projects may have to
be abandoned or scaled back. Hence mobilizing, using
and distributing financial resources better are key chal-
lenges for African economies to sustain or accelerate
their growth (chapter 5). Another short-term problem
also looms large—the effects on Africa of the debt crisis
in the euro area.

1.7 Euro area crisis could seriously affect Africa

THE EURO AREA sovereign debt crisis presents the most
severe downside risk for the world and for Africa in 2012
and beyond. Analysis by the Organisation for Economic
Co-operation and Development (OECD) suggests that
prospects for a quick recovery are dismal and that other
regions around the world, including Africa, may feel nega-
tive impacts, collectively reflected in decelerating growth."

As Europe has traditionally been Africa’s most impor-
tant export destination and source of capital, the impact

of the crisis through the channels of trade, FDI, remit-
tances and aid is now discussed. Beyond these impacts,

The euro area sovereign debt
crisis presents the most se-
vere downside risk for global
growth in 2012 and beyond.




Africa’s banks may feel pressure from globally tightened
credit markets and limited liquidity, while some African

Trade

Trade is expected to be the most prominent channel of
the debt crisis’s impact on Africa.’? In 2010, Africa’s mer-
chandise exports to the EU represented 10.3 per cent of its
GDP and 36.2 per cent of its total exports. North America
and Asia took 16.7 and 24.2 per cent of African exports,
respectively (WTO, 2011).

Africa’s merchandise export composition and destina-
tions can help to gauge the impacts of the crisis on the

continent’s exports (table 1.2)."* Fuels and mining products

Table 1.2
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countries’ currencies are expected to depreciate and show
greater volatility.

remained Africa’s major merchandise export items in
2010, and Europe was the most important destination
for all merchandise exports. Asia and North America
took large portions of Africa’s fuels and mining exports.
Intra-African trade had noticeable shares in all product
categories except fuels and mining. In recent years, Af-
rica’s export destinations have been diversifying with
increased engagements with emerging partners, which
might provide a cushion for the expected decline in the
continent’s exports to Europe.

Africa’s exports of merchandise products by region, 2010

Manufactures

Share
($ billion) (%)

Value Share
($ billion) )

Value Share
($ billion) (%)

Value

Value Share

($ billion) (%)
World 55 100
EU 20 37.1
Africa 11 19.1
Asia 9 15.5
Middle East 6 11.7
North America 3 5.0
Commonwealth of Independent States 1 2.4
South and Central America 0 0.9

Source: WTO (2011).

The euro area crisis is
expected to weigh heavily
on ODA to Africa because
the EU is the largest aid
provider to the continent.

44 100 333 100 95 100
17 37.9 118 35.3 40 42.3
9 21.3 24 7.3 23 24.0
5 10.4 94 28.3 13 14.2
6 14.1 3 0.9 5 5.8
2 5.3 73 22.0 9 9.1
1 2.9 0 0.1 0 0.2
0 0.7 11 3.3 2 22

A knock-on effect on trade may worsen various African
countries’ fiscal positions. Oil revenues are a major source
of financing for primary fiscal deficits in some countries
on the continent. Also, African countries that are heavily
reliant on trade and resource tax revenues may suffer from
lower commodity demand from the EU (and the world),
especially those running high fiscal deficits.
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FDI

FDI flows from the EU to Africa are relatively stable
compared with those from other parts of the world, and
have generally kept on rising over the past few years.
However, Africa may face decreased FDI from both the
EU and other parts of the world in the short term because
of the sovereign debt crisis and resultant slowdown in
global growth.

EDI flows to Africa accounted for 3.9 per cent of the world
total in 2006-2010. Africa has recently diversified its

Remittances

Remittances are the second-largest type of capital flows
to Africa, and the euro area crisis has already taken a
toll—remittances to MENA countries increased the least
among regions of the world in 2011, though the situation
was still favourable for sub-Saharan Africa in 2011. West-
ern Europe had the largest proportion of remittances to
Africa among global regions, with 41 per cent and 39 per
cent for sub-Saharan Africa and MENA, respectively, in
2010 (World Bank, 2011).

Aid

Another important source of capital to Africa, ODA, is
essential for development programmes in some African
countries. In 2000-2009, Africa on average received 42
per cent of the ODA disbursed by OECD Development
Assistance Committee (DAC) countries, and 49 per cent
of that from EU institutions (OECD, 2011b). In 2008, ODA
net disbursements accounted for 2.8 per cent of Africa’s
GDP. Although the ratio of ODA to African GDP over-
all is small, ODA is critical to some African economies.
Indeed, about two thirds of African countries depend
on ODA to some extent, and many African countries are
heavily reliant on ODA to finance their public spending
and capital budgets.

The euro area crisis is expected to weigh heavily on ODA
to Africa because the EU is the largest aid provider to the
continent. Among the most severely affected EU coun-
tries in the crisis, Ireland and Portugal had over 80 per

sources of FDI to emerging economies more, and this may
mitigate the worst effects of the euro area debt crisis. For
example, China’s FDI to Africa reached about 7.5 per cent
of the continent’s total receipts in 2008 (AfDB et al., 2011).

The baseline scenario foresees no severe deterioration of
world FDI to Africa. Africa’s relatively high growth and
its investment returns support the continent’s attraction
to global investors—assuming that the crisis does not
greatly increase risk aversion globally.

The baseline scenario foresees subdued remittance growth
to Africa in the near future, reflecting the process of
economic adjustment and reform in the euro area, which
will push down wages and keep unemployment high. As
aresult, Africa’s private consumption is likely to decline
and its current account balances to deteriorate generally.

cent and 60 per cent of their ODA channelled to Africa
in 2007-2009, respectively. France also directed 63 per
cent of its ODA to Africa in the same period. A handful
of countries, such as France and Italy, had already re-
duced bilateral assistance to Africa because of the global

economic crisis.

Africa may face decreased
FDI from both the EU and
other parts of the world
because of the sovereign
debt crisis in Europe.




Global rebalancing presents
opportunities and chal-
lenges to Africa.
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The expected slowdown of ODA to Africa could pressure
social sectors, especially health, education and population
programmes as well as water and sanitation, undermin-
ing poverty reduction efforts especially in low-income
and fragile States.

1.8 Global rebalancing remains a major policy concern

GLOBALIMBALANCES ARE seen in current account
deficits or surpluses of the major economies and regions of
the world, which since the “great recession” of 2009 have
narrowed substantially, but they remain a serious threat
to sustaining global economic growth over the long run
(figure 1.10 and box 1.1). In an open world economy, imbal-
ances are a natural phenomenon as capital tends to flow to
countries with the highest expected returns. But running
persistent large current account surpluses or deficits is

Figure 1.10

Global imbalances, 1996-2016 (% of world GDP)
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unsustainable for an economy, as a deficit economy will
finally be unable to finance its consumption or investment
through capital inflows at the yield that global investors
demand. In 2011, the US still ran the world’s largest cur-
rent account deficit—$467.6 billion, against a maximum
of $800.6 billion in 2006—while China, Japan, Germany
and oil-exporting countries constituted its major surplus
counterparts.
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Source: IMF (2011d).
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The current account balance is the difference between national saving and investment (public and private), and there
are “good” and “bad” imbalances (Blanchard and Milesi-Ferretti, 2009).

In the good cases, countries with ageing populations tend to record a high savings rate and thus a current account

surplus, while those with high investment returns, often coming under the term “deeper and more liquid financial

markets”, run deficits.

Domestic or systemic distortions or risks result in bad imbalances, which must be addressed. High precautionary
saving causes domestic distortion. For example, an over-reliance on export-led growth and an undervalued currency

are systemic distortions.

Good imbalances can interact with distortions to create risks, however. The evolution of global imbalances during

1996-20089 illustrated the combined effects of good and bad factors. Although global imbalances were not the cause
of the 2007-2009 global crisis, they were “a critically important co-determinant” (Obstfeld and Rogoff, 2009).

Long-run large global imbalances have been a major
policy concern in G-20 meetings since the global crisis.
Global rebalancing needs close and effective economic
coordination among countries and regions. For example,
during its April 2011 meeting in Washington, DC, the
G-20 agreed to “promote external sustainability” and
encourage its member countries to implement policies
to “reduce excessive imbalances and maintain current
account imbalances at sustainable levels”. The G-20 in-
dicators to evaluate key imbalances include public debt
and fiscal deficit, private saving and private debt, and the
external position.

The first sustainability assessment report advised that
major advanced economies should shift “from public-to
private-demand-led growth”, and emerging economies
from “external-to domestic-demand-driven growth”
(IMF, 2011g). It also advised that, individually, economies
with large deficits should adopt fiscal consolidation, raise
their private savings rate and encourage exports, and those
with corresponding surpluses should try to eliminate
distortions (to lower their national savings rates) or to
boost investment (to reduce corporate savings).

Global rebalancing is likely to have significant implications
for low-income countries (LICs), which include around
half of African economies. Rebalancing tends to increase
global manufacturing product prices, while worsening
terms of trade for most LICs. This is expected to lower

domestic consumption and investment while raising net
exports in LICs. Labour-intensive products by LICs are
expected to expand, which may help them to diversify
their economic base and to benefit from technology and
skills spillovers in a longer term (IMF, 2011c).

Rebalancing presents certain risks to LICs, however. In-
flexibilities in major economies’ markets may redistribute
global welfare, to the detriment of LICs. Moreover, to
benefit from the process, LICs need to invest more in their
infrastructure and improve economic policy design and
regulation, so as to enhance their investment environment
and attract FDI inflows (Yang, 2011).

Hence global rebalancing presents opportunities and
challenges to Africa. As an essential element of the long-
run solution to the global crisis, rebalancing has suffered

African countries need to
pursue economic diver-
sification and structural
transformation vigorously
in order to reduce vulner-
ability to external shocks.




some setbacks with divergent short-term policy objectives
among the major world economies recently, pointing
to the benefits of injecting a development dimension to
global rebalancing. This implies an important role for
Africa, complementary to its ambition to become a global
growth pole.
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Before it can realize this ambition, however, Africa needs
to meet growth and structural transformation imperatives
(chapter 3), address constraints in infrastructure, technol-
ogy, human resources and governance (chapter 4), and
mobilize and apply financial resources more effectively
(chapter 5).

1.9 Conclusions and policy recommendations

THE WORLD ECONOMY is entering a period full of
uncertainties and challenges. In the short term, the euro
area sovereign debt crisis might push the global economy
into another prolonged and deep recession or slow global
growth, at steep social cost. High unemployment and ris-
ing food and energy prices have already widened income
inequality and stirred up widespread discontent and social
instability around the planet. The failure of developed-
country governments to provide long-lasting solutions to
correct global imbalances deepens the malaise.

Africa is not immune to the global crisis, though it is now
in a much better position to deal with external shocks. The
expected global economic slowdown may well cut demand
for its commodity exports, reduce prices and thus hurt
its export revenues, but increased output alongside its
gradual moves to diversify its exports—as well as recently
improved intraregional trade—can help the continent
to better weather adverse global developments. ODA
shortfalls could threaten many aid-dependent African
countries’ social development programmes, but could
also encourage the continent to mobilize more domestic
resources and reduce over-dependence on foreign finan-

cial assistance.

In view of these risks and challenges, African govern-
ments should implement growth-supportive macroeco-
nomic policies in the short run, while adopting long-term
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Notes

1 The appreciation trend reversed in the last quarter of 2011 and
currencies depreciated against the dollar in most LAC countries.

2 The 12th ILO African Regional Meeting stressed the urgency of
the high youth unemployment problem in Africa and emphasized that
it should be addressed through demand and supply measures.

3 Inthefirst quarter of 2011, the euro area government debt ratio was
86.7 per cent of GDP, with Greece, Italy, Ireland, Portugal, Germany
and France at 149.6 per cent, 119.9 per cent, 102.7 per cent, 94.0 per
cent, 82.5 per cent and 84.4 per cent, respectively (Eurostat, 2011).
Italy’s government bond yield went over 7 per cent in November 2011,
a dangerous level for fiscal sustainability.

4  China revised its end-2010 gross general government debt ratio
up to 34 per cent in 2011. China had earlier been thought of as among
those with the lowest government debt, but approached group average
after this revision (IMF, 2011e). The asset bubble in China aroused
concerns over its local government debt, and the huge fiscal stimulus
introduced to counter the crisis may have increased State-owned banks’
vulnerability (IMF, 2011f).

5 The figure was under the assumption of 3.8 per cent global growth.
Inanother IEA scenario of 2.6 per cent 2011-2012 global growth, which
is close to ours, the global oil demand in 2011 was 89.0 mb/d. In 2012,
it is expected to arrive at 89.3 mb/d.

6  Authors’ calculations based on IEA (2011a).

7 The Rio+20 Summit scheduled for mid-2012 will shed light on
energy investments in developing countries in the context of the green
economy (United Nations, 2010).

8  The Chicago Board Options Exchange Gold ETF Volatility Index
went up sharply in August 2011 and remained high, suggesting concerns
over global growth prospects.

9  Africa’s intraregional trade has improved a little (section 2.3).

10 ODA figures and discussion in this paragraph are mainly from
UN-DESA (2011).

11 OECD (2011a) presents four scenarios in resolving the sovereign
debt crisis. The baseline scenario outlines an orderly default. In the
downside scenario, disorderly defaults could happen, but do not mean
the breakup of the euro area (the worst-case scenario, not shown).
The upside scenario relies on major compromises and political
breakthroughs among euro area countries, but has a relatively low
probability.

12 The following trade analysis relates to Africa’s merchandise trade
only, as exports of commercial services were no more than 14 per cent
of merchandise exports (by value) in 2010.

13 Section 2.3 discusses Africa’s export composition by period.

14 The current and capital accounts are the two sides of a country’s
balance of payments, which by definition must balance. A current
account deficit, for example, means that the country must sell its assets
or borrow to buy goods and services abroad.




Economic and Social
Developments in Africa
and Prospects for 2012

AFTER A DECADE of impressive economic growth,
Africa’s momentum slowed in 2011, weighed down by
contraction of economic activity in North Africa due to
political unrest there, and the lingering indirect effects
of the 2007-2009 global economic and financial crises in
developed countries.

Many African countries are, though, sustaining strong
impetus, supported by rising commodity prices and by
strong domestic demand (owing to growing incomes and
improving economic and political governance). Growth
prospects remain optimistic, with output for the con-
tinent as a whole expected to recover strongly in 2012.
The growth momentum is expected to continue in the
medium term.

African economies might, however, be affected by the
EU debt crisis and any subsequent deterioration in the
global economic environment on several fronts, particu-
larly through trade and capital flows. Africa is neverthe-
less poised to weather such risks and uncertainties. For
more than a decade, the continent has deepened domestic
sources of growth, and has strengthened both intra-trade
and trade with faster growing economies in Asia and Latin
America - away from Europe. This would help Africa
mitigate the growth impact of a possible decline in trade
with, and capital inflows from, the euro area.

Despite the acceleration of economic growth in Africa over
the past decade, however, Africans’ welfare has generally

failed to improve. Social indicators have picked up only
modestly, but with unemployment, particularly among
youth, remaining stubbornly high, while income inequali-
ties have widened. This disconnect between growth and
social welfare requires policy actions on many fronts,
including a focus on accelerating economic transforma-
tion in the key sectors that hold the greatest potential for
jobs—such as agriculture, services and manufacturing.

This chapter, after discussing the trends and sources of
Africa’s recent economic performance, reviews devel-
opments in the continent’s international trade and the
impact of growth on poverty. It then presents recent so-
cial developments and discusses why economic growth
has not been associated with commensurate progress
towards the MDGs. It ends by looking at Africa’s growth
prospects for 2012.

Despite accelerated growth
in Africa over the past
decade, progress in social
development remains slow.




2.1 Economic performance in 2011
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Weakened recovery amid social and political unrest

PRIMARILY BECAUSE OF political unrest in North
Africa and the continued slump in the developed econo-
mies, Africa’s economic growth fell by nearly halfin 2011,
to 2.7 per cent from 4.6 per cent in 2010 (figure 2.1). This
rate was far lower than seen before the global crisis.

The intensity and persistence of the social and political
turmoil in North Africa increased investor risk aversion

Figure 2.1

sharply, prompting capital inflows to reverse and private
investment to decline. Production and exports of oil—the
mainstays of North Africa—were also disrupted (notably
in Libya), and tourism collapsed (IMF, 2011a). North Af-
ricarecorded zero growth in 2011, down from 4.2 per cent
in 2010, as the Libya contracted by 22 per cent and Tunisia
by 0.6 per cent.

Africa’s economic growth, 2007-2012 (change in real GDP, %)

North Africa dragged down Africa’s growth

i i i i
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Source: UNECA calculations, based on UN-DESA (2011a).
Still an optimistic picture

Outside North Africa, growth was solid at 4.5 per cent in
2011 (figure 2.2), reinforcing the recovery of 4.8 per cent
in 2010. Per capita GDP increased by 2.2 per cent outside
North Africa, similar to the growth rate of 2.5 per cent in
2010 (table 2.1). Real income per capita rose by 4.7 per cent
in 2011.

A slowdown in sync with global trends, but below the

developing country average
10

-4

e Africa e World

Developing economies

Growth continues to depend
on commodity exports as
one of its key drivers.




Chapter 2: Economic and Social Developments in Africa and Prospects for 2012 Economic Report on Africa 2012 35

Growth was largely driven by increased receipts from
commodity exports, stemming from higher prices on
international markets (see figure 1.4) and rising demand
for commodities, particularly from emerging markets in
Asia (IMF, 2011b). Improved terms of trade and higher
returns from commodity exports allowed many of Af-
rica’s resource exporters to build much-needed buffers

Figure 2.2

in foreign exchange reserves. Several countries also con-
tinued to diversify their export production by building
local capacity in processing and value addition, helping
them to capture new markets for high-valued products
in the fast-growing emerging markets of East Asia and
Latin America (IMF, 2011b).

Africa’s economic growth, 2007-2011 (change in real GDP, %)
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Source: UNECA calculations, based on UN-DESA (2011a).

Table 2.1

2011

Economic growth in Africa by country group, 2009-2011 (%)

Real GDP growth

Real per capita GDP growth

Africa 2.2 4.6
Africa excluding North Africa 1.6 4.8
North Africa 3.2 4.2
West Africa 4.6 6.9
Central Africa 1.8 5.2
East Africa 3.8 5.8
Southern Africa -0.8 3.2
Oil-exporting countries 3.3 5.1
Oil-importing countries 0.9 4.0
Mineral-rich countries -0.5 3.8
Non-mineral, non-oil countries 4.1 4.5

Source: UNECA calculations, based on UN-DESA (2011a and 2011b).
Note: Real per capita GDP is weighted by population for each country.
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4.5 -0.7 2.5 2.2
0.0 14 2.4 -1.5
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4.2 -0.8 2.6 1.8
5.8 1.2 3.1 3.2
35 =25 1.6 1.7
1.5 1.2 3.0 -0.5
4.2 -1.2 1.8 2.1
41 -2.7 1.6 1.8
4.5 1.7 2.1 2.3




Higher commodity prices
have benefited commodity-
exporting African countries,
but rising food and energy
prices have hurt countries
that are not commodity
exporters.
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Asin previous years, domestic demand supported growth
in many countries, and is becoming as important as the
export market in some countries. This growth in domestic
demand stems from greater public spending on major in-
frastructure projects, which has also helped boost Africa’s
productive capacity, particularly in agriculture and extrac-
tive industries. Growth also benefited from increased FDI
inflows, in response to an improved economic manage-
ment and business climate. And with rising incomes and
urbanization, the domestic consumer market is growing,

becoming an important source of growth.

Commodity prices impacted African economies differently

Higher commodity prices have benefited commodity-
exporting African countries, but—rising food and energy
prices especially—have hurt African countries that are
not commodity exporters, with heavy impacts on their
balance of payments. Steeper food and fuel prices have hit
hard low-income households (especially the urban poor),

Varied economic performance

As in previous years, growth in 2011 was highly uneven
among countries and groupings (figures 2.3 and 2.4 and
see table 2.1). For the first time in five years, growth of
the continent’s oil exporters lagged behind that of oil
importers. Growth in the former group decelerated from
5.1 per cent in 2010 to 1.5 per cent in 2011, despite large
windfall oil-export gains from rising global oil prices (fig-
ure 2.3). The slowdown stemmed from political instability
in oil-rich North African countries, particularly in Libya.

exacerbating social tensions and sparking food riots in

some countries.

Severe drought in parts of the continent—Chad, Niger
and countries in the Horn of Africa (notably Somalia) —
devastating agricultural output there, leading to famine
among rural poor households.

Economic growth in the oil-importing countries picked
up, helped by solid domestic demand, a boom in pub-
lic infrastructure spending and increased agricultural
production. Growth rose to 4.2 per cent in 2011 from
4.0 per cent in 2010, consolidating the recovery from the
slump induced by the global financial crisis.
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Figure 2.3

Growth performance by country group, 2007-2011 (change in real GDP, %)

Oil-exporting versus oil-importing countries:
A divergent recovery
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Source: UNECA calculations, based on UN-DESA (2011a) and EIU (2011).

By subregion, growth also showed dissimilarities (fig-
ure 2.4). In East Africa, most countries maintained their
faster growth trajectory despite experiencing severe
drought and famine. The subregion registered 5.8 per
cent growth in 2011, close to the 6 per cent of 2010. The
higher growth was mainly due to Eritrea (17.2 per cent),
Ethiopia (7.4 per cent), Rwanda (7.2 per cent), Tanza-
nia (6.4 per cent), Uganda (5.6 per cent) and Djibouti
(4.6 per cent). In most of these countries, faster economic
activity benefited from sustained public investment in
infrastructure (Ethiopia and Tanzania), rising mining
output (Tanzania), strengthening FDI in energy (Uganda)
and higher agricultural output (Ethiopia).

In West Africa, conversely, economic activity moderated in
2011, affected by contraction in Cte d’Ivoire. Subregional
growth fell to 5.6 per cent from 6.9 per cent, weighed
down by that country’s 0.4 per cent contraction, due to

Mineral-rich versus non-mineral-, non-oil-rich:

A uniform recovery

-1
[ Africa e Mineral-rich countries essss Non-mineral, non oil rich countries

post-election violence and a collapse of exports and the
financial sector. Lower oil production by Nigeria also con-
tributed. These factors were, however, largely counterbal-
anced by faster growth in Ghana (12.2 per cent), boosted
by the resumption of commercial oil exploitation. Agri-
culture, mining and services also grew strongly in 2011.

Central Africa’s economic activity remained fairly robust,
although output declined from 5.2 per cent in 2010 to 4.2
per cent in 2011. Growth was underpinned by a combina-
tion of large public investment in infrastructure, strong
performance of services, and increased timber exports.
The overall performance covered a lacklustre performance
by Chad, which saw a decline in oil production due to
labour disputes in the oil sector, and a decline in remit-
tances when many Chadians working in Libya lost their
jobs at the outbreak of conflict.
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Growth in Africa, 2007-2011 (change in real GDP, %)
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In Southern Africa, overall output expanded by 3.8 per cent
in 2011, up from 3.5 per cent in 2010, with considerable
variations in the subregion. South Africa, whose greater
integration with global markets makes it more vulnerable
to external shocks, recovered rather slowly, growing by
only 3.1 per cent in 2011 from 2.8 per cent in 2010. Its
growth was lifted by recovery of consumer spending, in
turn fuelled by cheap credit and low inflation. Prospects
for a speedy recovery of private investment and consumer
spending were undermined by slow global growth, while
concerns of persistent unemployment reduced fiscal space
as the government sought to raise the labour intensity of
economic growth through a stimulus package.

Continental growth has
rarely translated into strong
jobs growth and unemploy-
ment rates remain high,
especially among the youth.
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Many other countries achieved solid growth. Botswana,
Mozambique and Zambia had growth of above 6 per cent,
reflecting rising mining output and strong global demand
for minerals (as well as a bumper harvest in Zambia).
Growth in Angola and Zimbabwe surpassed 4.0 per cent,
driven by increased oil output and investment (Angola)
and by an improved political and economic climate (Zim-
babwe). Only Swaziland bucked the trend somewhat: its
output expanded by only 2.5 per cent in 2011, up from
2.0 per cent in 2010, on account of severe cutbacks in pri-
vate and public spending in response to a deep fiscal crisis.

North Africa performed poorly as economic activity
suffered from political and social strife that erupted in
most countries. Output was flat in 2011, after expansion
of 4.2 per cent in 2010. Libya led the contraction, with
economic activity collapsing by 22 per cent, following
disruptions to production of oil and exports of hydro-
carbons. Egypt’s growth fell sharply to 1.3 per cent from
5.1 per cent in 2010, and Tunisia’s output contracted by
0.3 per cent. Disruptions to tourism—a major source of
foreign exchange and employment—were heavy in those
two countries.
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Not enough jobs created, but quality of growth has improved

Continental growth has too rarely translated into strong
jobs growth. High levels of unemployment, particularly
among youth, remain. North Africa seems the most af-
fected, with unemployment estimated at 9.8 per cent in
2011, versus 7.9 per cent for the rest of Africa (ILO, 2011).
These figures understate the severity of the jobs crisis,
however: women face twice the unemployment rate of
men (15 per cent versus 7.8 per cent). Moreover, of those
employed, the vast majority are in vulnerable work, mostly
in low-productive informal activities. The poor produc-
tivity of these micro-enterprises undermines their ability
to generate decent jobs and reduce underemployment.

The failure of economies to generate adequate employ-
ment is partly because recent growth has been driven by
the capital-intensive extractive industries (mining and oil
exploration). These activities also have limited forward

Inflationary pressure increased in Africa

Inflation rose across most of the continent in 2011, sparked
initially by higher food and fuel prices. Continent-wide,
consumer price inflation rose to 8.4 per cent in 2011, from
7.7 per cent in 2010 (figure 2.5). In the Horn of Africa,
severe drought contributed to much sharper increases in
inflation, mainly for food. In Ethiopia, for example, infla-
tion rose to nearly 40 per cent, and in Guinea and Uganda,
about 20 per cent. Non-food inflation also picked up in
some countries: about 10 had non-food inflation above
10 per cent, including Ethiopia, Uganda, and Guinea
(IMF, 2011b). In other countries, such as Ghana, Malawi,
Rwanda and Zambia, good harvests kept food inflation
low, and overall inflation stayed in single digits.

and backward linkages with the rest of the economy. Af-
rican countries therefore need to diversify their sources
of growth towards developing pro-poor sectors if they
are to make inroads into reducing high unemployment
and poverty rates.

Nevertheless, evidence from household surveys indi-
cates that the average living standards of relatively poor
households in some of the fast-growing economies have
risen strongly since the beginning of 2000 (IMF, 2011b).
The poorest 25 per cent of households have fared best in
countries where output grew the fastest. This welfare im-
provement is explained in large measure by cross-country
differences in the pace and extent of growth in agricultural
employment, which in turn has helped to lift household
consumption among the poor. This evidence points to
the importance of investing in agricultural productivity.

Promoting pro-poor growth
is essential for African
countries to reduce high
unemployment and poverty
rates.
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Trends in African inflation, 2006-2011 (annual change in consumer price index, %)
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Source: UNECA calculations, based on IMF (2011c) for 2006-2010 and estimates for 2011.

Economic policy shifted to neutral—but still accommodative

Monetary policy in most African countries was largely
supportive of growth. It turned from accommodative to
neutral in 2011, as central banks faced the difficult task of
containing imported inflation while bolstering recovery.
A gradual tightening occurred in only a handful of coun-
tries, and, even then, not decisively. In most cases, policy
instruments (such as interest rates) were kept unchanged
from the levels to which they were lowered during the
global crisis.

Fiscal policy remained
supportive in 2011, as
most countries sought to
stimulate growth by raising
spending on infrastructure
and social protection
programmes.

The two central banks in the CFA zone,' for example,
maintained low interest rates in 2011 despite the European
Central Bank’s actions towards policy tightening earlier in
the year. Similarly, the South African Reserve Bank kept
its policy interest rate low for most of 2011. Notable excep-
tions were Nigeria and countries in the East African region
(Kenya, Rwanda and Uganda) where policy rates were
raised several times to curb inflationary pressures. For
2012, East African monetary authorities have decided to
keep policy tight to curb lingering inflationary pressures.

It is too early to tell whether tight monetary policy is the
best instrument to curb inflation and stimulate growth.
Many countries are most likely to keep monetary policy
accommodative because a solid global recovery is unlikely
to materialize soon—and will not until the euro area
sovereign debt crisis is definitively resolved.

Fiscal policy also remained supportive in 2011, as most
countries sought to stimulate growth by raising spending
on infrastructure and social protection programmes—
such as through price subsidies and service delivery—to
protect the poor from the economic crisis. Elections in
some 20 countries also stimulated public spending in
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2011. As aresult, Africa’s aggregate fiscal deficit widened
to 4.4 per cent of GDP in 2011, from 3.7 per cent in 2010
(figure 2.6). In North Africa, some increases in public

spending were directed at promoting social stability
through price subsidies.

Figure 2.6
Africa’s fiscal balances, 2007-2011 (% of GDP)
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Largely benign external positions

Africa’s aggregate external balance improved slightly in
2011, on the back of growing shipments from commodity
exporters (figure 2.7). The current account balance turned
to a small surplus (0.8 per cent of GDP), from an equally
small deficit in 2010. Within country groups, however, the
outcomes remained diverse, notably between oil-exporting
and oil-importing countries. External surpluses increased
in most oil and mineral exporters, while the current ac-
count deficits of oil-importing countries widened. The
improvement in the current account balances of exporting
countries enabled them to build foreign exchange reserve
buffers and reduce their reliance on ODA as a source of
current account financing, although ODA remained im-
portant to several countries with larger deficits.

ODA flows to Africa remained stagnant in 2011, partly be-
cause of pessimistic growth prospects and fiscal difficulties

among many donor countries. Humanitarian assistance
flows also declined, before rising in the latter part of
2011, in response to the severe drought and famine in the
Horn of Africa. Debt relief flows, by contrast, continued
to rise in 2011.

ODA flows to Africa stag-
nated in 2011 because of
pessimistic growth prospects

and fiscal difficulties in

many donor countries.
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Current account balances in Africa, 2007-2011 (% of GDP)
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FDI inflows into Africa are estimated at $52.4 billion in
2011, close to the 2010 level. In 2012, they are projected to
reach $55 billion (EIU, 2011).2 Although the bulk of FDI
still went to the extractive industries, there is evidence that
itis becoming more diversified (AfDB, OECD, UNDP and
UNECA, 2011), by source and destination. Portfolio inflows
were generally weak, however, pacing the decline of African
stock markets (25 per cent in the first half of 2011) because
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of the political transition in Egypt and Tunisia, which house
two of the largest stock markets in Africa.

Despite sustained increases in capital inflows over the
last decade, Africa’s domestic resource gap and financing
needs for achieving the MDGs by 2015 appear as high
today as they were estimated in the late 1990s (Chapter 5
discusses constraints to Africa’s development financing
and ways to tackle them.)

2.2 Recent trends in international and intra-African trade

Shifting patterns of international trade

TRADE IS INCREASINGLY an engine of growth and
Africa has continued to expand strongly since the global
crisis. After a large contraction in 2009, African exports
rebounded by 25 per cent in dollar terms in 2010, outstrip-
ping world export growth of 21 per cent. Africa’s imports
increased by 15.6 per cent in 2010, allowing the continent
to return to a modest merchandise trade surplus of $5 bil-
lion. Africa’s share of global trade increased marginally
to 3.2 per cent (to be seen against its 2.6 per cent of global
output and 14.8 per cent of the world’s population).

Given the continuing dominance of primary commodi-

ties—fuels in particular—in Africa’s export composition

(figure 2.8), export fortunes mirror the international com-
modity price trends described in chapter 1. To illustrate:
the value of African exports fell by 31 per cent in 2009
and grew by 25 per cent in 2010—but in volume terms,
these figures equate to only 11 per cent and 9 per cent of
exports in these two years. In other words, price accounts
for almost two thirds of the growth or contraction in the
value of trade.? The high receipts from the export of fuels
are then used to finance Africa’s import of manufactured
goods (figure 2.9). This imbalance in the trade pattern
underscores the case for building productive capacities

for structural transformation.
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Figure 2.8

African exports by broad category, 2000-2010 (current $ billion)
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Figure 2.9
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The lacklustre response of imports relative to exports can
be attributed to less pent-up demand in Africa than in
the regions most hit by the global crisis (WTO, 2011)—
import contraction in 2009 in Africa was less than else-
where, because African exports have alow import content,

1997x  1998x  1999x  2000x  2001x  2002x

me All food items (SITC 0 + 1 + 22 + 4)

2003x  2004x  2005x  2006x  2007x  2008x  2009x  2010x

» = 1 Fuels (SITC 3)

implying that increased imports may not necessarily
require a matching expansion in exports. On a positive
note, the lack of integrated production networks in Africa
means that trade is more resilient to crisis than in more

integrated regions.




Intra-Africa trade is disap-
pointingly low, at around
11 per cent of Africas total
trade in 2010.

Africa is increasingly diversifying trading relationships
towards emerging economic powers (figure 2.10). For ex-
ample, China and India now consume 12.5 per cent and 4
per cent of Africa’s exports—representing 5 per cent and 8
per cent of these countries’ imports. Africa’s engagement
with China has in particular been fruitful. The share of

Figure 2.10

Africa’s share of selected import markets, 1995-2010 (%)
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Africa’s service trade has been growing consistently with
global trends, indicating its increasing potential. Travel
and tourism account for 50 per cent of Africa’s service ex-
ports. Despite the disruptions to services in North Africa
in 2010 and 2011, sub-Saharan Africa continued to exploit
its comparative advantage in tourism, recording a 13 per
cent increase in 2010, for example. South Africa boosted
its travel receipts by 24 per cent owing to the large number
of foreign visitors attending the FIFA World Cup (WTO,
2011). In other sectors, Kenya and Ghana in particular
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Chinese mineral and fuel imports from Africa grew from
less than 5 per cent in 1995 to almost 25 per cent in 2010.
African exports of high-valued products to the Group of
Five (Indonesia, Malaysia, Saudi Arabia, Thailand, and
United Arab Emirates) have also been growing.

Yet to capture more of the Asian market, African countries
need to step up their expansion of their manufacturing
base and engender productivity gains (IMF, 2011a). With
uncertainty surrounding demand from Europe and the
US, Africa would gain from diversifying its trading rela-
tions. In the medium term, however, traditional trading
partners in the developed world will remain important,
and a strategic approach is needed to explore new and

lucrative niches for African products in Europe.

2003 2004 2005 2006 2007 2008 2009 2010

European Union

have benefited from exports of business-processing ser-
vices, taking advantage of improved infrastructure for
information and communication technology (ICT) and
reasonably well-educated and urbanized workforces (IMF,
2011b).

In global trade, developing countries’ average most-fa-
voured-nation applied tariff rates came down to 9.9 per
cent in 2009 (world: 8.6 per cent), from 10.5 per cent in
2008 (world: 9.3 per cent) (World Bank, 2010). Yet some
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G-20 countries put through modest import controls in
2009 although the World Trade Organization (WTO)
recorded no new trade barriers in 2010 (WTO, 2011).
Since the G-20 Seoul Summit in November 2010, however,
almost 200 protectionist measures have been brought in,
with G-20 governments accounting for 80 per cent and
the four BRIC countries for one third (Evenett, 2011).*
Market-closing instruments outweigh market-opening
measures by far, though direct border controls are pro-
gressively being lowered.

The optimistic proclamations on the prospects for con-
cluding the Doha Round (or an early harvest for LDCs)
made in 2010 were not matched by concrete progress in
2011 such that the December Ministerial Meeting in Ge-
neva was limited in scope to exploring the way forward,
rather than substantive negotiations. The appropriate
balance between emerging and advanced economies com-
mitments remains undecided, and while there is consensus
that fresh and credible approaches are required, 2011
ended without any agreement as to their form.

Africa’s regional economic
communities (RECs) are
strengthening intra-REC
transport infrastructure.

With respect to Economic Partnership Agreements, the
European Commission announced in September 2011 that
those countries that have concluded an EPA with the EU
but have not taken the necessary steps toward ratification
by January 2014 will be withdrawn from the Market Access
Regulation (that which permits DFQF access to the EU).?
The intention is to ensure fairness between those that have
implemented their EPA commitments and those which
are yet to do so, but many contentious issues remains
outstanding. The next 12 months will be instrumental in
shaping EU-Africa trading relations, and if the EPA pro-
cess continues to falter it may catalyse further rebalancing
toward South-South avenues of cooperation.

The promise of intra-African trade hindered by high protection

Intra-African trade is disappointingly low, at some 11
per cent of Africa’s total trade in 2010. This is despite the
myriad opportunities for intra-African trade, as demon-
strated by a six-fold increase in trade within the Common
Market for Eastern and Southern Africa (COMESA) over
the past decade (figure 2.11). The East African Commu-
nity (EAC) has also enjoyed success in recent years in
diversifying production and moving up the value chain,
and in enhancing resilience to economic crisis. Firms in

Rwanda and Uganda have succeeded in capturing much
of the value chain for coffee exports, selling branded cof-
fee directly to the US. Kenya has expanded its presence
in telecommunications and tourism—driven by a good
infrastructure base, an active government and low levels
of initial export concentration (OECD and OSAA, 2010;
WEEF, 2011). Conversely, homogeneity of exports and poor
transport infrastructure hinder trade integration in the
Economic Community of Central African States (ECCAS).
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Figure 2.11

Indices of export values within African regional economic communities (2000=100)
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Note: Eight Regional Economic Communities (RECs) are recognized by the African Union, namely: the Community of Sahel-Saharan States (CENSAD),
the East African Community (EAC), the Intergovernmental Authority on Development (IGAD), the Southern African Development Community
(SADC), the Arab Maghreb Union (AMU), the Economic Community of Central African States (ECCAS), the Common Market for Eastern and
Southern Africa (COMESA), and the Economic Community Of West African States (ECOWAS).

Estimates of export sophistication in Africa are gener-
ally low, which inhibits countries from capturing future
growth (Spence and Karingi, 2011), although goods traded
within Africa—from Ghana and Kenya, for example—are
more sophisticated than those traded with the rest of the

Table 2.2

world (table 2.2). This evidence of a mutually reinforcing
relationship between regional integration and export
sophistication further boosts the case for expanding intra-
African trade as a tool towards realizing Africa’s global
growth pole ambitions.

Top five exports by value to Africa and the rest of the world, 2008

Ghana to the world

Gold, semi-manufactured forms

Cocoa beans, whole or broken, raw or roasted
Cashew nuts, fresh or dried

Gold in unwrought forms

Lumber, non-coniferous

Ghana to Africa

Gold, semi-manufactured forms
Machinery parts, non-electrical
Plywood, all softwood

Panels, laminated woods
Aluminium alloy plate, sheet, strips

Kenya to Africa

Kenya to the world

Tea, black in packages

Cut flowers and flower buds, fresh
Vegetables, fresh or chilled

Cut flowers and flower buds, dried

Coffee, not roasted, not decaffeinated

Source: United Nations (2011a).

Tea, black in packages

Oils petroleum, bituminous, distillates
Portland cement, other than white cement
Cigarettes containing tobacco

Medicaments, in dosage
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Yet, if Africa is to expand its internal trade, it will have
to reduce or remove tariffs: intra-African average applied
protection remains high at 8.7 per cent.® The establishment
of a Pan-African Free Trade Area, as agreed by the African
Ministers of Trade in Kigali in November 2010, would
remove tariffs on internally traded goods and services.
When that Free Trade Area (FTA) becomes a reality, the
share of intra-African trade would undoubtedly increase.
A recent estimate by UNECA, based on Computable
General Equilibrium (CGE) modelling of a continental
FTA, concludes that the share of intra-African trade would
increase from 11 to 15.4 per cent of total trade by 2022
with the removal of all internal tariffs on goods by 2017
(UNECA, AUC, AfDB and UNDP, forthcoming). The
gains in industrial goods outstrip those for agricultural
products, indicating that the expansion of intra-African
trade though a continental FTA can drive structural
transformation.

As assumed by the CGE analysis if, beyond these FTA
tariff-elimination measures, customs procedures and port
handling are made twice as efficient, intra-African trade
would double to 21.8 per cent with a continental FTA. At
present, the cost of exporting or importing a standard-
ized cargo of a 20-feet container of goods in sub-Saharan
Africais about $2,000, twice the amount in other regions
of the world (World Bank, 2011).

Matters have been improving in recent years, however. Ac-
cording to the World Bank Doing Business Report (2012),
sub-Saharan Africa even registered a record number of
regulatory reforms implemented between June 2010 and
May 2011, which aimed, inter alia, to ease trading across
borders. Single-window border posts, where traders can
file all paperwork for trading in one place, have slashed
clearance times. (The African Alliance for e-Commerce
provides a platform for sharing experience on these posts.)

Africa’s regional economic communities (RECs) are
strengthening intra-REC transport infrastructure. The
Arab Maghreb Union, for example, is committed to com-
pleting the Trans-Saharan and Maghrebian Highways.

Access to high-quality educa-
tion is vital for strengthening
the productivity of the
labour force and accelerating
economic growth.

Other RECs are promoting regional linkages through
initiatives such as the Southern African Development
Community (SADC) Multi-country Agricultural Produc-
tivity Programme and the Alliance for Common Trade
in Eastern and Southern Africa, which focuses on dis-
seminating technologies and building regional networks.
Issues to be resolved include easing the movement of
people—although the EAC and Economic Community
of West African States (ECOWAS) common passports are
welcome developments—and strengthening trade finance,
which the African Development Bank’s $1 billion Trade
Finance Initiative in 2009 helped to address (AfDB, 2010).

Aid for Trade is another initiative to promote intra-African
trade. Recent research confirms that the initiative helps
to increase trade (Helble, Mann and Wilson, 2009), and
significantly reduces trade costs in developing countries
(Busse, Hoekstra and Koeniger, 2011). However, Busse,
Hoekstra and Koeniger (2011) also show that Aid for
Trade flows need to be large enough to lower trade costs
in the case of LDCs. In Africa, Aid for Trade contributes
to diversifying exports and to improving trade competi-
tiveness (Karingi and Leyaro, 2009).

Aid for Trade to Africa increased by 21.2 per cent in 2009
(figure 2.12), continuing its eight-year uptrend, and was
the most stable source of trade policy reform in Africa
among developing regions. About 37 per cent of total Aid
for Trade disbursements (41 per cent of commitments)
were destined for Africain 2009.” Variation among African
countries was considerable.




Figure 2.12
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Aid for Trade flows by region, 2002-2009 ($ million, constant prices)
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2.3 Recent trends in social and human development

TRENDS IN SOCIAL and human development are gen-
erally positive, though uneven, among African countries,
but are too slow to achieve internationally agreed devel-
opment goals, particularly the MDGs. The continent has
made good progress in increasing primary enrolment
(including gender equality), reducing the prevalence of
HIV/AIDS and cutting the under-five mortality rate. But

progress on health indicators has generally been lacklustre;
sanitation has improved only marginally and poverty rates
are unlikely to be halved by 2015 (from 2000) in many
countries. Nevertheless, the advances in a global context
of economic slowdown demonstrate Africa’s resilience

and commitment towards improving its people’s welfare.

Primary school enrolment on the rise but educational quality still a concern

Access to high-quality education is vital for strengthen-
ing the productivity of the labour force and accelerating
economic growth, and Africa has made good progress in
accelerating education enrolment for girls as well as boys,

Africa’s economic growth
has not yielded commen-
surate dividends in poverty
reduction.

particularly at the primary level. By 2011, most African
countries have achieved gender parity in primary schools,
and in Malawi, Rwanda, Senegal and Togo, for example,
girls outnumber boys.

Of the 36 African countries with data for 2008/09, 16 have
achieved net primary school enrolment ratios of more
than 90 per cent. The rate of increase has been excel-
lent: between 1999 and 2009, primary enrolment rose by
18 percentage points in Central, East, Southern and West
Africa, compared with 12 percentage points in South Asia.
Benin, Burkina Faso and Mozambique lifted net enrolment
by 25 percentage points between 1999 and 2009 (United
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Nations, 2011b), and Ethiopia from 50 per cent in 1990 to
86.5 per cent in 2010 (UNECA and AUC, 2011).

Primary completion rates, however, are still too low, partly
because of the poor quality of education, and it seems

Women’s empowerment slowly gaining traction

Women are increasingly taking centre stage in Africa’s de-
velopment process. Sub-Saharan Africa in the last decade
saw the largest increase in the representation of women in
parliament, a figure that rose from 13 per cent in 2000 to
20 per cent in 2011. Eighty per cent of African countries
(with data) increased that proportion between 1990 and
2010. The top three performers in 2010 were Rwanda (56
per cent), South Africa (45 per cent) and Mozambique
(39 per cent) (UNECA et al., 2011). Rwanda is especially
impressive, and stands as an inspiration to other African

that investments in educational facilities and qualified
teachers have lagged behind efforts to increase enrolment.
Secondary and tertiary enrolment rates need to improve.

countries: women constitute 38 per cent of ministers, 35
per cent of senators, 56 per cent of deputies, 40 per cent
of governors and 36 per cent of judges (Groupe Jeune
Afrique, 2012).

In addition, the share of wage-earning women in non-
agricultural sectors increased slightly from 24 per cent
to 33 per cent between 1990 and 2009 (United Nations,
2011b).

Large steps in preventing new HIV/AIDS infections

Addressing the scourge of HIV/AIDs, malaria and other
diseases that deprive the continent of its productive labour
force is critical if Africa is to realize its growth potential.
Although sub-Saharan Africa is the global region most
heavily affected by HIV,® the rate of new infections has
shown a notable decline, from 2.2 million in 2001 to
1.9 million in 2010. The epidemic remains most severe

Progress in malaria treatment

The estimated number of global malaria cases fell from 233
million in 2000 to 225 million in 2009 (ILO, 2010). Since
2000, 11 countries in Africa have shown steeper than half
reductions in the number of confirmed malaria cases (and/
or reported hospital admissions for malaria) and deaths
(United Nations, 2011b).° Likely reasons include increased
use of insecticide-treated bed nets, particularly in rural
areas; improved diagnostic testing and surveillance; and

in Southern Africa, which accounted for almost half
the deaths from AIDS-related illnesses in 2010; it is less
prevalent in North Africa. Heightened awareness cam-
paigns on behavioural change, and the promotion and
use of condoms and antiretroviral treatment, have curbed
the numbers of new infections and AIDS-related deaths.

wider access to anti-malaria drugs. Collectively, these
measures have helped to save an estimated 1.1 million
lives in Africa over the past 10 years. Yet malaria is still
a leading cause of mortality and morbidity in Africa: of
estimated global malaria deaths in 2011, 91 per cent were
in Africa, and 86 per cent of this group were children
under age 5 (WHO, 2011).

Child and maternal mortality improving but still too high

Africa has some of the world’s highest under-five mortal-
ity rates and maternal mortality ratios, but has registered
modest declines in recent years. Only two countries in

Africa—Egypt and Tunisia—have achieved a two-thirds
reduction in child mortality since 1990. Across sub-Sa-
haran Africa, under-five mortality fell from 174 per 1,000




live births to 121 between 1990 and 2009. Better still, the
average rate of reduction in under-five mortality rose from
1.2 per cent in 1990-2000 to 2.4 per cent in 2000-2010.

At 620 deaths per 100,000 live births in 2008, the maternal
mortality ratio in sub-Saharan Africa is not only among
the highest in the world but is declining very slowly relative
to other global regions (WHO, 2011). Of the sub-Saharan
countries with data for 2008, 24 registered a ratio of more
than 500 deaths per 100,000 live births.” Progress has
been faster in North Africa, which recorded a 69 per
cent decline between 1990 and 2010, compared with a
1 per cent decline in the rest of Africa. North Africa’s
success was driven by a sharp increase in the number of
deliveries attended by skilled health personnel (United
Nations, 2011b).

Growth’s modest effects on reducing poverty

Africa’s economic growth has not yielded commensurate
dividends in poverty reduction. The proportion of people
in Central, Eastern, Southern and Western Africa living
on less than $1.25 a day declined in 1990-2005, but only
from 58 per cent to 51 per cent. On recent and forecast
growth trends, Africa is unlikely to halve the rate of ex-
treme poverty by 2015 (United Nations, 2011b).

The limited impact of growth on poverty reduction in Af-
rica stems from the narrow base of the sources of growth.
As seen earlier and discussed further in chapters 3 and 4,
Africa’s growth is still largely driven by primary produc-
tion and exports, the benefits of which accrue to small
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Wide income inequality in
Africa has contributed to
Africa’s weak growth-poverty
elasticity.

In response to the burden of high maternal mortality, in
2009 African leaders launched the African Union (AU)
Campaign on Accelerated Reduction of Maternal Mortal-
ity in Africa, which is under way in more than 34 coun-
tries. Its success will be vital in improving the health and
life expectancy of pregnant women in Africa.

enclaves within the larger economy. Thus the growth-
employment nexus in Africa is weak, leading to slow
growth in remunerative job opportunities and intensifying
vulnerable employment—all in all explaining the modest
declines in poverty.

Indeed, recent global estimates show that sub-Saharan
Africa has the lowest growth—poverty elasticity in the
world (table 2.3): a 1 per cent increase in growth reduces
poverty by only 1.6 per cent, but by 3.2 per cent in North
Africa (and 4.2 per cent in Eastern Europe and Western
Asia, which has the highest elasticity).
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Table 2.3

Elasticity of poverty in relation to growth and inequality in Africa and some selected regions

Region/subregion

East Asia and Pacific

Eastern Europe and Western Asia
Latin America and Caribbean
Middle East and Central Asia
South Asia

Sub-Saharan Africa

North Africa

West Africa

Central Africa

East Africa

Southern Africa

Source: Fosu (2011).

Around three in every five workers in sub-Saharan Africa
are poor. Although matters improved in 1999-2003, this
ratio has been stagnant at 58 per cent since 2008. North
Africa has also experienced a levelling in the share of
working poor since 2008, albeit at better levels.

In total employment, the share of the working poor re-
mained constant at around 16 per cent in 2008 and 2009

Table 2.4
The working poor in Africa

Growth Inequality
-2.47 3.49
-4.22 6.85
-3.08 5.00
-2.75 391
-2.10 2.68
-1.57 1.68
-3.17 4.82
-1.80 2.02
-1.35 1.31
-1.40 1.32
-1.65 2.18

(table 2.4). The relatively high incidence of poor workers
in Africa islinked to the precarious nature of their jobs—
three in four workers are in vulnerable employment. And,
despite a decline in such employment in 2000-2009 in
sub-Saharan Africa (from 79.5 per cent to 75.8 per cent),
the figures are still very high and represent a serious chal-
lenge for African governments.

(% of total employment)

(million)
1999 2003
North Africa 10.5 11.1
Africa excluding North Africa 147.5 156.2

Source: ILO (2011).

1999 2003 2008 2009

10.5 10.7 21.4 20.2 16.2 16.1

170.2 174.6 66.9 63.0 58.5 58.5

High inequalities undermining poverty reduction efforts

Wide income inequality in Africa, the second-most un-
equal grouping after Latin America (World Bank, 2009),
has contributed to Africa’s weak growth-poverty elasticity.
Inelasticities in poverty inequality are particularly high
(4.8) in North Africa, suggesting that a unit increase in
inequality increases poverty by almost 5 per cent (see

table 2.3). Such inequality, coupled with the lack of pro-
poor or inclusive economic growth, is reflected in large
spatial and group disparities in access to and use of social

services.




For example, in sub-Saharan Africa, an urban dweller is
1.8 times more likely to use an improved drinking water
source than a rural dweller. Further, the poorest 20 per
cent of the population in urban areas are almost six times
more likely to rely on an unimproved drinking water

Meeting the challenges

An integrated approach

Achieving the MDGs by 2015 will require an integrated
approach that takes in the interrelatedness of social and
human development. By focusing efforts on interventions
that have the greatest knock-on effects on other social and
human indicators, policymakers can leverage the develop-
mental impact of scarce human and financial resources.

Empirical evidence of the linkage among such indica-
tors is abundant. Several studies have demonstrated, for
instance, the impact of female education on child mor-
tality rates and under-nutrition (such as Summers, 1994;
Murthi et al., 1995; and Dréze and Murthi, 2001). Using

Successful social protec-

tion programmes are well
targeted, anchored by strong
political support, effec-

tively coordinated and not
overly dependent on external
funding.
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source than the richest 20 per cent. In urban areas, the
poorest households are 12 times less likely than the rich-
est to have piped drinking water supply on the premises
(UNECA, 2009).

micro data, Summers (1994) reports that the under-five
mortality rates for women with more than seven years
of education are 80-120 per 100,000 lower than rates for
women with no education.

Better female education also reduces child under-nutri-
tion, which is closely linked to child mortality. Smith and
Haddad (1999), for instance, show that a 1 percentage
point increase in female secondary enrolment reduces the
share of underweight children by 0.17 percentage points.
Klasen and Lamanna (2003) generate similar findings for
the impact of female literacy on child under-nutrition.

Equity in access through social protection
Fiscally sustainable social protection programmes that
not only provide income support but strengthen the
productive capacities of vulnerable groups can reduce
income inequality while promoting inclusive growth."
Sub-Saharan Africa only spends 8.7 per cent of GDP
on social services, the lowest of all the world’s regions,
and merely 5.6 per cent without public health spend-
ing. This low expenditure undoubtedly translates into
poor provision of social services to neglected population
groups. Some studies (such as ILO, 2010) have shown that
countries with the highest investments in social security
tend to exhibit low poverty rates and low labour market
informality (box 2.1).
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The political commitment to social protection as a way to tackle inequitable progress towards the MDGs has found
fertile ground at international and regional levels.

Internationally, recognizing the necessity of ensuring universal social protection, the United Nations System Chief Ex-
ecutives Board adopted in April 2009 a Universal Social Protection Floor (SPF-I) as one of nine initiatives to respond
to the food, fuel, economic and financial crises.

The potential of social protection in reducing poverty and achieving the MDGs had been previously recognized by the
African Union (AU), which made social protection a priority by adopting the Social Policy Framework for Africa at the
AU Conference of Ministers of Social Development in 2008, endorsed by the AU Executive Council in January 2009.

The framework states that “social protection has multiple beneficial impacts on national economies and is essential
to build human capital, break the intergenerational poverty cycle and reduce the growing inequalities that constrain
Africa’s economic and social development”. It recommends that governments should provide for national legislation on
social protection; develop national development plans and poverty reduction strategies with links to MDG processes
and outcomes; and review and reform social protection programmes.
Source: UNECA compilation.

Latin America’s experience with conditional cash transfers A UNECA study of social protection programmes in nine

demonstrates the potential impact of social protection African countries in 2010 also confirmed the benefit of

programmes on social and human development indica-
tors. Brazil’s and Mexico’s cash transfer programmes, for
example, which link child income support to attendance
at school and immunization, have greatly lifted enrolment
and nutritional levels of children.

Table 2.5

Impact of social protection interventions on MDGs 1-6

Intervention MDG 1
Cash transfers High
School feeding High
Public works High
Farm subsidy High
Productive safety net High
Non-contributory pensions High

Source: UNECA (2010).

The interventions with the strongest impact are those that
rebuild the productive capacities of vulnerable groups.
Cash transfers, for example, provide protection to the

social protection instruments as they relate to six MDGs
(table 2.5). All intervention types have a high impact on
poverty, and most have a strong effect on child health.
Cash transfers, school feeding programmes, productive
safety nets and non-contributory pensions have the most
widespread effects for attaining the MDGs.

MDG 2 MDG 3 MDG 4 MDG 5 MDG 6
High Medium Medium Low Medium
High High High Low High
Low Low Medium Low Low
Low Low High Low Medium
High Medium Medium Medium Medium

Medium Medium High High High

poorest groups, families with children in school, pregnant
mothers and those with HIV/AIDS.




In Ethiopia, a productive safety net programme supports
vulnerable populations while enhancing their productive
capacity. It has three core components: labour-intensive
public works for the actively productive population, con-
ditional transfers for very poor people who cannot par-
ticipate in productive work and unconditional transfers
for people with no assets (UNECA, 2010).

Successful social protection programmes are well targeted,
anchored by strong political support, effectively coor-
dinated and not overly dependent on external funding.
Other important conditions for success are institutional
frameworks—to increase the likelihood of predictable
and adequate funding—national guidelines and budget
provisions, and close attention to the programmes’ fiscal
sustainability.

2.4 Africa’s outlook set fair

AFRICAN ECONOMIES ARE poised to continue grow-
ing reasonably well in the medium term. Growth is ex-
pected to recover to 5.1 per cent in 2012 and 5.2 per cent
in 2013, underpinned by strong export demand, rising
commodity prices and firm domestic demand (buttressed
by government infrastructure spending).

North Africais set on a recovery path as political stability
returns, and is projected to grow by 4.7 per cent and 5.4
per cent in 2012 and 2013, respectively. Growth in West
Africa is forecast to pick up to 6.3 per cent and 6.5 per
cent in these two years, while growth in Central Africa is
projected at 4.7 per cent in 2012 and 3.7 per cent in 2013.
East Africa is expected to post somewhat stronger growth
of 6.3 per cent in 2012, and 5.8 per cent in 2013. Growth
in Southern Africa is projected to be a strong 4.5 per cent
in 2012 and 4.2 per cent in 2013 (UN-DESA, 2011).

This positive outlook largely depends on the health of
the global economy. Failure by euro area governments
to resolve their sovereign debt crisis will obviously affect
Africa on many fronts, while emerging economies—the
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On thislast point, African countries must plan for sustain-
able social protection by efficiently mobilizing domestic
resources, reallocating budgets and cautiously using ex-
ternal support. When governments adopt specific social
protection instruments (such as cash transfers) without
complementary interventions that support livelihoods
(such as skills acquisition), they make it hard for people to
exit the poverty trap and undermine fiscal sustainability.

Lastly, for social protection to strengthen social develop-
ment, authorities should manage schemes holistically, con-
sidering both life-cycle risks (such as early childhood and
old age) and livelihood risks (such as unemployment or
food production shocks). Run this way, programmes tend
to generate maximum benefits for reaching the MDGs and
other human development indicators (UNECA, 2010).

main driver of Africa’s exports—face some risks of over-
heating. If demand falls for African commodities, the
external sector could contract sharply. Further, a global
downturn would hit Africa’s service sector, particularly
tourism, and could reverse capital flows to Africa, includ-
ing ODA, FDI and remittances, undermining Africa’s
financial markets.

But Africa, ultimately, decides its own destiny: economic
recovery is likely to take place in an environment of per-
sistent high unemployment and increasing global eco-
nomic vulnerability, challenging African leaders in 2012
and beyond—to harvest and then distribute the fruits of
growth more equitably, to bring down unemployment
and to resolve persistent food-price inflation.

These are all difficult issues that require a combination
of well-designed macroeconomic, structural and social
policy interventions that track each country’s circum-
stances and that unleash Africa’s productive potential—
the subject of the next two chapters.
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Africa as a Pole of

Global Growth

AFTER STAGNATING FOR much of its post-colonial
history, Africa has witnessed a remarkable improvement
in its economic performance in the last decade, with its
GDP growing by an annual average of 5.6 per cent in
2002-2008 (before the global economic crisis), making
it the second-fastest growing region in the world, just
behind East Asia. And since then, growth has picked
up well (chapter 2)—of the world’s 15 fastest-growing
economies in 2010, 10 were African.

More reassuring, not only have the resource-rich countries
seen growth—many African countries that do not boast
oil or mineral wealth have done well. This resurgence is
giving rise to a growing recognition of Africa as an emerg-
ing market and a potential global growth pole.

The analysis in this chapter underscores key policy issues.
Since independence, African growth has been driven by
primary production and export and only limited economic
transformation, against a backdrop of high unemploy-
ment and worsening poverty. Even with improvements
in the last decade, further economic transformation, job
creation and poverty reduction are needed as the region
faces development deficits. Still, Africa’s recent resurgence
has benefited from gains in macroeconomic manage-
ment, good governance and control of corruption so that
manufacturing, modern financial and telecommunica-
tions services and tourism are beginning to make real
contributions to growth. The resurgence has also benefited
from increased capital inflows—especially foreign direct
investment (FDI)—aid and debt relief.

This resurgence has prompted African leaders, devel-
opment partners and others to assert that future world
growth will depend on unleashing the productive po-
tential and harnessing the untapped consumer demand
of Africa. In essence, the world will benefit greatly from
Africa joining the league of global growth poles.

But what are “global growth poles”? In a nutshell, they
are economies that help to drive growth elsewhere on the
planet, through dynamism and size, and for Africa to
become a global growth pole, the continent should sus-
tain the recent growth momentum for at least two more
decades—as well as vigorously address the challenges of
structural transformation of output and trade, broaden-
ing and strengthening the infrastructural and human
resource base as well as strengthening and modernizing
science and technology capability. It must also capitalize
on and manage the opportunities and risks presented by
the emerging multipolar world, as well as the gradual shift
in economic power from developed regions to emerging
and developing regions.

The world will benefit
greatly from Africa joining
the league of global growth
poles.
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3.1 Africa’s economic performance, 1960-2010

IN THE 1950s and early 1960s, Africa was largely seen as
avery promising and prosperous continent, in contrast to
Asia mired in seemingly irredeemable poverty and rav-
aged by wars. Fortunes soon changed, and after a spurt
of post-independence economic growth, external shocks,
poor policy responses and ineffective development led to
economic stagnation in many African countries, slowing
even front-runners such as Cote d’Ivoire and Kenya. Asia
now accounts for some two fifths of global GDP (at pur-
chasing power parity), over one quarter of global exports
and imports, and over one fifth of global inflows of FDI.

Figure 3.1

In 2008, China and India accounted for about 6.6 per cent
and 2 per cent of world GDP, but Africa only 2 per cent.

In the last decade, however, Africa has transformed itself
to become the world’s second-fastest-growing region after
East Asia for most of the period (figure 3.1)—albeit with
varied progress among countries.

In what follows, we briefly catalogue Africa’s economic
performance since independence, focusing on the domi-
nant policy regimes and major growth drivers.

Growth performance of different regions of the world, 1971-2011
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Africa has transformed
itself to become the world's
second-fastest growing
region after East Asia.
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Post-independence, 1960-1985

Most African nations attained political independence in
the 1960s, and saw positive and fairly stable GDP growth
in the next one and a half decades of around 4 per cent
(figure 3.2). Although this rate was almost comparable to
that in Asia and the Americas, high population growth
kept per capita annual income growth in Africa to below
2 per cent (figure 3.3).

The import substitution industrialization (ISI) devel-
opment model was at the heart of Africa’s growth and
development strategies during this period. The initial
focus was on consumer goods, with the expectation that,
as industrialization advanced, domestic production of the

Figure 3.2
GDP growth, 1960-1985 (%)
9

—

1960-1965 1966-1970 1971-1975

M Africa M Americas ™ Asia

Source: World Bank (2011a).

intermediate and capital goods needed by industry and
other sectors would pick up. Another expectation was
that the replacement of imported goods with domestically
produced goods would, over time, enhance self-reliance
and help prevent balance-of-payments problems.! Unfor-
tunately, neither expectation was met.

By the late 1970s, it was evident that industrial develop-
ment through the ISI model and myriad State-owned
enterprises (SOEs) could not last, particularly because
ISIin most African countries did not lay an emphasis on
generating foreign exchange, and its scarcity had become
a serious constraint.?

1976-1980

1981-1985
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Figure 3.3
Per capita GDP growth, 1960-1985 (%)
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Source: World Bank (2011a).

In the 1970s, imports of goods and services as a share of
GDP were consistently higher than exports.® Also, pri-
mary commodities dominated African exports, except
for Mauritius and South Africa, during the same period.

African economies gradually accumulated external debt:
as a share of GDP it leaped from 23.5 per cent in 1971-1975
to 42.8 per centin 1976-1980, peaking at 70.4 per cent in
1981-1985. FDI as a proportion of GDP remained quite low
ata meagre 1.9 per cent of GDP in 1976-1980 and declined
to only 1.0 per cent in 1981-1985. Domestic investment
in the economy, however, measured by gross fixed capital
formation as a share of output, performed well relative to
other developing regions, although it started declining at

Structural adjustment, 1985-1995

Structural adjustment programmes (SAPs) in Africa began
in the mid-1980s. Their origins can be traced back a few
years earlier, when African countries experienced a severe
balance-of-payments crisis from the cumulative effects
of the oil crisis, the decline in commodity prices and the
growing import needs of domestic industries.

1976-1980
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1981-1985

the end of the 1980s. Foreign aid as a share of GDP was
consistently higher than in other developing regions.

In sum, the major drivers of economic growth during the
early post-independence era were primary production and
export. The plan to transform Africa’s economies through
ISI failed, and by the late 1970s, socio-economic conditions
in most African countries had deteriorated consider-
ably. Many countries had trade deficits, worsening terms
of trade, rising international indebtedness, huge fiscal
deficits, rising subsidies to inefficient and unproductive
public enterprises and steep declines in foreign reserves.
The upshot was a decline in economic growth such that,
by the early 1980s, Africa was one of the world’s slowest-
growing regions (see figure 3.1).

In response, many countries sought financial assistance
from international financial institutions (IFIs) such as the
International Monetary Fund (IMF) and the World Bank.
African countries that adopted SAPs were expected to
implement certain policy reforms as a condition for receiv-
ing financial assistance from the IFIs.* As a result, most
African countries (supported by the IFIs) formulated and
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implemented wide-ranging “market-friendly” economic

policy reforms in the mid-1980s, including liberalizing External debt accumulation
their trade and exchange rate regimes. . .
during the SAP period

, , assumed alarming propor-
through SAPs, economic growth declined from 3.02 per

cent in 1985-1990 to 1.45 per cent in 1991-1995 (fig- tions in Africa.
ure 3.4). Correspondingly, per capita real GDP improved
marginally in 1985-1990 by 0.23 per cent, but declined
by 0.89 per cent in 1991-1995 when other developing

Even though many African countries vigorously pushed

continents reported growth (figure 3.5).

Figure 3.4
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Figure 3.5
Per capita GDP growth, 1985-1995 (%)
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The minimal improvement in growth was also reflected in
sluggish sectoral performance. Agricultural value added
as a proportion of GDP improved slightly in 1985-1990
to 30.5 per cent but declined thereafter to 28.9 per cent in
1991-1995. Similarly, the share of manufacturing in GDP
improved slightly to 12.0 per cent in 1985-1990 but fell to
11.6 per cent in 1991-1995. The overall picture is that SAPs
improved economic indices—slightly—in the first five
years but these gains were reversed in the succeeding five.

External debt accumulation during the adjustment period
assumed alarming proportions in Africa, climbing as
a share of GDP from 100 per cent in 1985-1990 to 115
per cent in 1991-1995. FDI, however, improved only a

Since the second half of the
1990s, growth has greatly
improved in Africa.
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Asia

little as a share of GDP, and the developing regions of
the Americas saw a higher increase. Gross fixed capital
formation as a share of GDP was lower than in the early
post-independence era. Foreign aid as a proportion of
gross national income went up relative to other develop-
ing regions.

Openness to trade rose, but was more pronounced on
the import side. Most African countries diversified their
exports little, and many depended on the export of pri-
mary commodities. In essence, growth drivers remained

primary production and exports.

The deteriorating economic conditions in African coun-
tries implementing SAPs led to severe criticism. Critics
argued that such programmes placed Africa on a slow-
growth path, undermined efforts to diversify economi-
cally and eroded the continent’s industrial base (Soludo,
Ogbu and Chang, 2004; Stein, 1992). Most United Nations
agencies criticized SAPs for their neglect of the human
dimension.®
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Liberalization and market-led development, 1995-2010

The critics were vindicated. By the end of the 1990s, the
IFIs started to reconsider their approaches, given many
countries’ poor performance under the SAPs and worsen-
ing poverty. Eventually, a joint initiative launched by the
IFIs at the end of 1999 set the fight against poverty at the
heart of growth and development policies. In this initia-
tive, low-income countries wanting to apply for financial
aid from the IFIs, or for debt relief under the Heavily
Indebted Poor Countries (HIPC) Initiative, were required
to draw up a poverty reduction programme, known as a
Poverty Reduction Strategy Paper (PRSP). Around that
time the United Nations system was setting the MDG
targets at levels that balanced ambition with feasibility.

Since the second half of the 1990s—following almost two
decades of stagnation and decline—growth has greatly
improved in Africa. The continent has not only posted
notable (if varying) rates of expansion but is also one of
the world’s fastest-growing regions. Beyond that, growth
is not only spread among countries—with about 40 per
cent of them growing at 5 per cent or more in 2001-2008,
for example—but is also broad-based, covering resources,
finance, retail trade, agriculture, transport and telecom-
munications (Leke et al., 2011).

Some structural transformation is accompanying Africa’s
impressive performance, even if in only a few countries.
For example, while the majority of African countries are
still producers and exporters of primary agricultural
products, crude petroleum and solid minerals (such as
copper, bauxite and iron ore), manufacturing contributed
more than 10 per cent of GDP in 12 countries. Moreover,
the rapid growth of telecommunications services, banking
and other business services and tourism in many African
countries during the last decade is gradually reducing the
dominance of low-level services, such as wholesale and
retail trade, which are largely informal.

Crucially, although exports of agricultural products (food
and raw materials), crude petroleum and other mineral
products still dominate, many more African countries
are now exporters of manufactured goods, inspired by
intra-African trade and trade with emerging economies.
Although manufactured exports accounted for up to 20

per cent of total exports in 11 African countries, only
Mauritius, South Africa, Zimbabwe, Tunisia and Morocco
seem to be major exporters of manufactured products.
These countries may therefore have achieved some degree
of export diversification.

African countries depend heavily on imports of manu-
factured goods: the share of such goods in total imports
ranged from 46.6 per cent in Sao Tome and Principe to
about 84 per cent in Nigeria in 2009. Apart from the five
countries just mentioned, however, where a reasonable
proportion of the imported manufactured goods may
be components or industrial intermediates for use in
production of other manufactured exports, imports of
manufactured goods in most African countries are final
consumer goods (annex table 3.1).

In the structure of aggregate demand, the share of house-
hold final consumption expenditure in total expenditure
is likely to be very high in most African countries. The
degrees of export orientation (export-to-GDP ratios) and
import penetration (import-to-GDP ratios) are generally
high in Africa, implying that most African economies are
vulnerable to external shocks.

For most developing countries, including many in Africa,
external debt as a share of GDP declined significantly
between 1995 and 2010, thanks to debt forgiveness from
international creditors, especially after the adoption of
the HIPC Initiative.

FDI as a share of GDP averaged an unprecedented 6.2 per
cent in 2006-2008. Although higher than Asia’s, it was
slightly less than developing Americas’ regional average.
Yet the bulk of Africa’s FDI inflows still went to natural
resources (mainly crude oil and solid minerals). Gross

The bulk of Africas FDI
inflows still go to the natu-
ral resource sector.




capital formation as a share of GDP also followed an
upward trend during the period 1995-2010, though the
value was below 25 per cent and less than other developing

Implications for Africa’s development paradigm

The foregoing suggests that the major drivers of economic
performance in Africa throughout the first 50 years of
independence were primary commodity production
and exports. Attempts to transform economies either
through ISI or SAPs failed to sustain accelerated growth
or economic transformation. The growth spurt of the first
decade of the twenty-first century, too, was driven largely
by primary production and exports, although good mac-
roeconomic management, microeconomic reforms, good
governance, fewer armed conflicts and market-friendly
policies played a role.

Still, the challenge of economic transformation persists
for many countries, raising concerns over how to sustain
the current surge, especially in light of poverty, hunger,
youth unemployment, low skills, climate change and a
high disease burden (especially HIV/AIDS and malaria).
Other constraints come from poor infrastructure, low
investment in innovation and technological upgrading,
political instability, corruption and low productivity.
African countries, like others, also have to deal with ris-
ing food and energy prices and the ramifications of the
global economic and financial crisis.

Before discussing the imperatives for Africa as a global
growth pole, we draw some key lessons from the above
discussion. First, Africa’s growth, especially before 2000,
was extremely variable and volatile. Second, low levels of

While Africa is increasingly
being recognized as a global
growth pole, the continent
should not rest on its
laurels.
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regions’ average (chapter 5). ODA was consistently high-
er for Africa than other developing regions during this
period.

investment appear to explain this variability and volatility.
Yet productivity of domestic investment in the continent
is still low, which calls for looking beyond creating con-
ditions for attracting new investors to more explicitly
pursuing measures that transform the economy and raise
the productivity of existing and new investment.® Third,
Africa is still overly dependent on primary commodities
for food, exports and income more broadly, so that pro-
ductivity lags far behind the phenomenal progress made
in Asia and Latin America.” Hence the need to manage
response to shocks, particularly in resource-rich countries.

Fourth, a major drawback of the liberalization and market-
led development strategy is the attempt to use the market
to promote poverty reduction and social development.
It cannot simply be assumed that conventional market-
restructuring and reform policies—which aim to develop
competitive and efficient markets and to stimulate eco-
nomic growth—reduce poverty through “trickle-down”.
Growth and distribution matter in reducing poverty—and
that requires deliberate government interventions.

So although Africa seems to have fared better than some
regions since the recent global crisis, the risk of similar
events reversing its modest gains calls into question the
sustainability and reliability of a strategy based on exports
of primary commodities (a strategy embedded in SAPsand
the neo-liberal development policies of the post-SAP era).

To sustain economic growth, Africa will need to enhance
productivity and competitiveness through investing in
infrastructure, technology, higher education and health;
broadening the range of and adding greater value to ex-
ports; and making the necessary investments in productive
sectors and trade facilitation.® All these measures require
collaboration among stakeholders under the leadership
of the developmental State—as detailed in the Economic
Report on Africa 2011 (UNECA and AUC, 2011).
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3.2 Imperatives for Africa as a pole of global growth

IN AFRICA, THE impressive growth since the begin-
ning of the twenty-first century, its economies’ ability to
weather the storm of the recent crisis and the resumption
of growth by nearly all countries in 2010 suggest that
Africa is one of the world’s emerging economic powers.

Justifiably, Africa’s emergence has attracted the attention
of its leaders and institutions, as well as its development
partners. For example, The Committee of Ten African
Ministers of Finance and Central Bank Governors, AfDB,
UNECA and AUC, working with the Korea Institute for
International Economic Policy in their presentation at
the Korea-Africa Economic Cooperation Ministerial
Conference,’ concluded that “the world needs a new driver
of consumer demand, a new market and a new dynamo

which can be Africa. Future growth in the world economy
and in the developing world will depend on harnessing
both the productive potential and the untapped consumer
demand of the continent” (AfDB, UNECA and AUC,
2010: 59).

Similarly, several international financial organizations
and private think-tanks have underlined the potential of
Africa as a global growth pole.' Perhaps most instructive
is the assertion by the United Nations Under-Secretary
General and UNECA Executive Secretary, Mr. Abdoulie
Janneh, that,'" while Africa is increasingly being recog-
nized as a global growth pole, the continent should not
rest on its laurels. This chapter represents an attempt to
respond to this clarion call.

Global growth poles: what they are and how they work

Following Adam-Kane and Lim (2011) and World Bank
(2011b), a growth pole may be defined as an economy that
accounts for a significant proportion of global economic
activity whose growth has sufficiently large forward and
backward linkages, as well as technological and knowledge
spillovers in so many other economies (through produc-
tion, trade, finance and migration) as to have an impact
on global growth.

From this definition, we deduce the imperatives for an
economy to be regarded as a global growth pole. We also
examine the attributes of China, India and the Republic

of Korea—three of the recently acclaimed major emerg-
ing economic powerhouses and global growth poles in
2000-2010 (World Bank, 2011b)—to provide a basis for
proposing the imperatives to make Africa a global growth
pole.”?

This approach allows us to focus on the key issues of
economic size and growth (the necessary conditions)
and the linkages between the growth pole and the rest
of the world through various channels (the sufficient
conditions) (figure 3.6).
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Figure 3.6
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The global growth polarity index of a country depends on
the size of its economy as well as its growth rate.”* Size
and growth constitute the necessary condition that must
be met by a global growth pole. The global growth polar-
ity index shows the relative importance of the economy
of a country or a region as a driver of global growth and
often changes over time with changes in the size of the
economy and its growth rate (see figure 3.7). The X-axis
is global growth polarity index; the higher the index,
the more important the country is as a global growth

pole and vice versa. The indication from the figure is
that China and India maintained a rising polarity index
while Japan and others had declining indices especially
between 2006 and 2009. With declining growth in Japan
and some other major advanced economies, the indices
may decline again while those of China and India may
continue to rise. A drawback of this necessary condition
is that it does not explicitly reflect the channels through
which a global growth pole interacts with, and transmits
knowledge and technology to, other economies.
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Figure 3.7

Trend of global growth polarity index for top five countries, 2000-2010
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The first channel is trade (import and export), the second
investment (FDI), the third technology and knowledge
(R&D) and the fourth is migration. Adam-Kane and Lim
(2011) propose empirical measures of these channels.
However, for the present purposes, the features of trade
and investment activities that indicate the character of the
linkages between a growth pole and the other economies
with which it interacts are taken to provide a basis for
articulating the key attributes of a global growth pole.

Looking at the trade channel, alarge part of the imports by
a global growth pole from the rest of the world would be
manufactured goods, the bulk of which are industrial in-
termediates and components. Similarly, the bulk of its raw
material imports would be processed or semi-processed
products. If such imports are efficiently produced in the
originating countries, using the best available (ideally,
green) technology, and at the lowest possible cost, the
producers in the global growth pole will also realize ef-
ficiency gains from the imported inputs, thus making its
exports more competitive on the international market.
A global growth pole whose imports are dominated by
these kinds of goods will therefore generate significant
forward and backward linkages in the exporting countries,
generating significant positive spillovers to the benefit of
the peripheral exporting countries.

Equally, the structure of exports by the global growth pole
would be dominated by higher-order industrial intermedi-
ates and components as well as technology-intensive capi-
tal goods. Inevitably, in an eflicient producer of finished
consumer durable and non-durable goods, this category
of manufactured goods can be a significant part of the
global growth pole’s exports in the short to medium term.
In the long term, a global growth pole should have alarge
domestic market for this category, so that its significance
in total exports will decline, gradually.™

In the investment channel, a global growth pole should
be a major source of investment to the rest of the world.
It should also be a major destination for foreign invest-
ment. The prospects of interactions with other economies
to generate significant forward and backward linkages in
the global growth pole as well as in the other economies
will be enhanced if foreign investors can find local part-
ners. In this way, the host economies (global growth pole
and the periphery) will internalize many of the positive
externalities of the investment, especially technology
and knowledge spillovers. However, for these economies
to realize this potential, they should be able to adapt and
apply available technology and knowledge (Ndulu et al.
2007). Conditions that can help emerging economies to
do this effectively, aptly put by Juma (2006) include:




» Investment in basic infrastructure such as roads,
schools, water, sanitation, irrigation, clinics, telecom-
munications and energy, all of which are necessary to
lay the foundation for technological learning.

> Development of small and medium-sized enterprises
through developing local operational, repair and
maintenance expertise and a pool of local technicians.

» Government supported, funded and nurtured higher
education institutions encompassing academics of
engineering and technological sciences, professional
engineering and technological associations as well as
industrial and trade associations.

Needless to say, as the technology and knowledge spillo-
vers from portfolio investment are likely to be inferior
to those from direct investment, emphasis should be on
attracting “productive” market-seeking FDI. That said, the
benefit (alternatively, damage) from portfolio investment
is likely to be higher (alternatively, lower) if such invest-
ment is in partnership with a local entity.

Migration is another channel. A global growth pole will
support and encourage its citizens to travel to other coun-
tries in order to facilitate knowledge and technology
transfer—and foreigners in the other direction, for the
same purpose. The associated insertion of the global

Africa’s growth imperative

For Africato be a global growth pole, its economy should
be large and its growth high and sustained for a reason-
ably long period. If Africa could sustain its 5.6 per cent
growth of 2000-2008 for long enough, it would eventually
be large enough to be a global growth pole.

In articulating the growth imperative for Africa as a global
growth pole, it is thus necessary to build scenarios around
growth and size. Several options can be considered. One
is to assume that Africa should strive to replicate the ex-
periences of Brazil, Russia, India, Indonesia, China and
the Republic of Korea—the BRIICKs, and the new global
growth poles. Another is to assume that Africa should
strive to maintain its growth of 2000-2008 for long enough
to become a global growth pole. We opt for the second
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growth pole in such migration networks will be instru-
mental in reinforcing the trade and investment channels
of interaction, linkages and spillovers.

Migrants’ remittances are only one aspect of the migra-
tion channel of interaction. Perhaps more fundamental
are the knowledge and technology transfers, as well as
networking. Simply put, a global growth pole will not have
many of its unskilled youth emigrating out of desperation.
Neither will it encourage emigration of its highly skilled
youth and professionals on account of a hostile working
environment and living conditions. People who emigrate
under these pressures are unlikely to be instrumental
in technology and knowledge acquisition and transfer,
leaving remittances as the only likely benefit.

The foregoing suggests that the necessary condition for a
global growth pole is a reasonably large economy and a
high, sustainable economic growth rate. Sufficient condi-
tions include structural transformation—high-quality
infrastructure; high-quality human resources; well-de-
veloped capacity for development, absorption and adapta-
tion of technology and knowledge; a developed, nurtured
and motivated vibrant local entrepreneurial class; and a
complementary, innovative financial sector. Key aspects
of these two types of imperatives for Africa as a global
growth pole are now discussed.

option because replicating the experiences of the BRIICKs
is less feasible, primarily because the circumstances of
today are quite different from those of the last 40 years,
when these countries made their huge strides. Also the
BRIICKs are single countries, while Africa is made up
of 54 countries with different social, cultural, political
and economic systems and structures—a one-size-fits-all
prescription is neither feasible nor realistic.

We therefore need to make realistic assumptions about
the rest of the world, and assume that it will also recover
and resume its average 2000-2008 growth by the end of
2012. On this basis, Africa’s GDP and that of the rest of
the world are projected into the future. For each year,
the contribution of Africa to global GDP is computed,
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until it reaches where China was in 2005 (the midpoint
between 2001 and 2010)—when it accounted for 5.1 per
cent of world GDP and had become a recognized global
growth pole.

From table 3.1, it can be seen that—if Africa can maintain
the 2000-2008 average annual growth of 5.6 per cent and
the rest of the world does the same at 2.9 per cent—Africa’s
contribution to world GDP increases from 2.4 per cent
in 2012 and reaches 5.1 per cent in 2034. That is, Africa

Table 3.1

Projected Global and African GDP, 2012-2034 ($ billion)

Global GDP (including Africa) *

is likely to meet the growth imperative to be a global
growth pole by 2034. Needless to say, other things being
equal, the higher the growth rate of Africa, the sooner
its share of global GDP hits the 5 per cent mark. If, for
example, Africa can maintain an average of 7 per cent
growth (specified as the required growth rate to meet
the MDGs) while the rest of the world maintains 2.9 per
cent, Africa’s contribution to global GDP would reach 5
per cent in around two decades.

2012 42,738.7
2013 43,995.3
2014 45,290.2
2015 46,624.7
2016 48,000.1
2017 49,418.0
2018 50,879.8
2019 52,387.3
2020 53,942.2
2021 55,546.3
2022 57,201.7
2023 58,910.5
2024 60,675.0
2025 62,497.7
2026 64,381.5
2027 66,329.2
2028 68,344.3
2029 70,430.3
2030 72,591.4
2031 74,832.1
2032 77,157.5
2033 79,573.5
2034 82,086.5

African GDP® African share © (%)
1,033.0 2.4
1,088.2 2.5
1,147.2 2.5
1,210.2 2.6
1,277.5 2.7
1,349.6 2.7
1,426.9 2.8
1,510.0 2.9
1,599.5 3.0
1,696.0 3.1
1,800.3 3.1
1,913.3 3.2
2,036.2 34
2,169.9 35
2,316.0 3.6
2,476.0 3.7
2,651.9 3.9
2,845.7 4.0
3,060.0 4.2
3,297.9 4.4
3,562.7 4.6
3,858.7 4.8
4,190.7 5.1

Source: Projected outputs on the basis of GDP figures obtained from World Bank (2011a).

Notes: a. World GDP (excluding Africa) is projected using the average annual growth rate for 2000-2008, which is 2.9 per cent. Projected global GDP
includes Africa. b. African GDP is projected using the average annual growth rate for 2000-2008 for individual African countries before summing
to obtain projected African GDP. c. African share is African GDP relative to global GDP (including Africa).




Africa’s structural transformation imperatives

Structure of output

The above growth imperative is fundamental to a global
growth pole, but the structural imperatives are important
as they reflect the potential for the growth pole to drive
growth in other economies, hence global growth. It is
thus important to propose the structural transformation
imperatives for Africa as a global growth pole.

To this end, we examine the structures of China, India
and the Republic of Korea in 2005 to benchmark the struc-
tural transformation that Africa should strive to attain
in order to become a global growth pole in the next two
decades. We emphasize at the outset that as total output
grows, the contributions of various sectors to total output
should change as factors move from lower-productivity to
higher-productivity sectors (Lewis, 1954; Kuznets, 1955;
Chenery, 1986). In the context of inter-industry linkages,
sectors that generate greater forward than backward link-
ages tend to propagate activities in the other sectors such
that over time, the spin-off, higher value-added activities
become larger contributors to total output than the sector
that generated the spin-off activities in the first instance.
In that context, a decline in the contribution of a specific
sector to total output does not necessarily imply absolute
decline, only relative.

As a starting point, virtually all African countries have
articulated national visions that aim to achieve an income
status at least one step higher than their current level. It
therefore seems reasonable to expect that the economic
structures of the African countries will approximate
those of countries that are in the targeted income group.
Hence the structural transformation imperatives for
current high-income and upper middle-income Afri-
can countries should be that of the Republic of Korea in
2005—a high-income country. For lower middle-income

Africa is likely to meet the
growth imperative to be a
global growth pole by 2034.
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and low-income countries, the structural transformation
imperatives should be the average of the structures of
China and India, also in 2005.

For agriculture therefore, high-income and upper middle-
income African countries should target a share of 3.3 per
cent of GDP, and lower middle-income countries and low-
income African countries should target 15.5 per cent of
GDP, at most. Again, such targeting does not mean that
attention should not be paid to growth in agricultural
productivity and output. On the contrary, even greater
attention should be paid to these areas to provide the
necessary input for manufacturing and other transforma-
tion activities that will add value to primary agricultural
commodities as a prelude to structural transformation.
Indeed, the hallmark of a successful agricultural revolu-
tion is sustained supply of agricultural raw materials to
the processing and other transformation industries so
that over time, while agriculture maintains a high growth
rate, its share in total output will decline as the shares
of manufacturing, other industries and sophisticated
services increase faster.

For manufacturing, the target for high- and upper mid-
dle-income African countries should be 28 per cent of
GDP at the minimum, and that for lower middle-income
and low-income countries should be 24 per cent of GDP,
again at the minimum. For industrial sectors, excluding
manufacturing, the targets should be 10 per cent and 14
per cent, respectively, for the two country groups, and for
services, 59 per cent and 47 per cent of GDP, respectively.

Percentage changes in the structure of output required to
meet these structural imperatives can now be determined.
For agriculture, Namibia and Mauritius, among the up-
per middle-income countries in Southern Africa, should
reduce the share of agriculture in total GDP to meet this
benchmark (figure 3.8 and annex table 3.1)."" Again, the
implication is that in these countries, manufacturing
and other sectors should grow faster as they transform
agricultural commodities to higher value-added com-
modities and services such that their contributions to
total output rise relative to that of agriculture. The other
countries should strive to preserve the current share, or
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at least ensure that as the economy grows, the share of
agriculture in total GDP does not exceed the 3.3 per cent
benchmark. Among the lower middle-income and low-
income countries in Southern Africa, Zambia, Mozam-
bique and Malawi should strive to increase the contribu-
tions of manufacturing and other sectors to total output;
thus the share of agriculture in total GDP should decline

significantly as the economy grows.

Uganda

In East Africa, all the low-income countries should also re-
duce the share of agriculture in total GDP as the economy
grows, and in Central Africa, all countries should seek to
do this. In West Africa, all countries should reduce the
share of agriculture in GDP substantially, apart from Cape
Verde. In North Africa, Algeria, Tunisia, Mauritania and
Sudan should strive to reduce the share of agriculture
in GDP.
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All African countries should strive to increase the share of
manufacturing in GDP over time (figure 3.9). The largest
increases are required in Central and East Africa, where
most current shares are in low single digits. The challenge
of raising the share of manufacturing and sophisticated
services, thereby reducing those of agriculture and other
industry (excluding manufacturing), is more serious in
resource-rich economies such as Botswana, Angola, Equa-
torial Guinea, Republic of the Congo, Nigeria and Algeria
(figure 3.10).

Africa should step up efforts
to diversify its economic
base away from primary
production towards high
value added activities.
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Figure 3.9
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Figure 3.10

Imperatives of industry value added for Africa as a global growth pole (% of GDP)
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dominated by informal, low-productivity distributive

Services—except for Mauritius and South Africa and, to

trade activities. Virtually all countries should strive to

some extent, most of the North African countries—are
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reduce the contribution of this type of services to GDP as
a strategy of reducing the preponderance of unproductive
informal activities, which are very hard to tax.

In Southern Africa—except for Botswana, Angola and Mo-
zambique—all countries should strive to reduce the share

of services in GDP. In East Africa—except for Burundi,

Figure 3.11

Comoros, Democratic Republic of the Congo, Ethiopia
and Tanzania—all countries should do this. In Central
Africa, only Sao Tome and Principe, and in West Africa,
Benin, Cape Verde, Cote d’Ivoire and Gambia, should
strive to do so. In North Africa, Tunisia, Egypt and Mo-
rocco should endeavour to do the same (figure 3.11).

Imperatives of services value added for Africa as a global growth pole (% of GDP)
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The general indication is that structural transformation
imperatives require the majority of African countries to
reduce the share of agriculture in GDP and increase the
share of manufacturing and non-manufacturing industry
substantially. Also, some countries need to reduce the
share of services in GDP. Except for Mauritius and South
Africa, all countries should strive to modernize unpro-
ductive distributive trade activities and in the process
transform them to formal, more productive activities that

can also be brought into the tax net.

In sum, Africa should step up efforts to diversify its eco-
nomic base away from primary production (agriculture
and minerals) and distributive trade dominated by infor-
mal operators, towards higher value-added production
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activities in manufacturing and more sophisticated ser-
vices, together supporting a modern, knowledge-intensive

economy.

Like infrastructure, a well-
educated, enlightened and
healthy human resource
base is a key imperative for
a global growth pole.
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African governments should
nurture and support an
indigenous entrepreneurial
class.

Trade

As elaborated above, perhaps the most important channel
of interactions and spillovers between a global growth pole
and other economies is trade. Accordingly, the structures
of exports and imports are key imperatives of the struc-
tural transformation of a global growth pole.

The export benchmark for high- and upper middle-income
African countries is the Republic of Korea and for lower
middle-income and low-income African countries it is
the average of China and India. All African countries
should reduce the shares of food and agricultural raw
materials in total merchandise exports for the continent
to become a global growth pole. Resource-rich African
countries should also reduce the share of fuel, ores and
metals in total exports and substantially raise the shares
of manufactured exports in total exports. The sizes of
the reductions and increases vary across countries (an-
nex table 3.2).

On the structure of imports, all African countries should
reduce the shares of food in total imports (annex table
3.3), increase the share of agricultural raw materials in
total imports and increase the shares of fuel, ores and
metals in total imports.'® For manufactured imports, the
size of the change required by African countries is quite
small. However, most of the manufactured imports by
the benchmark countries are really components used
as inputs in the production of other high value-added
manufactured goods, some of which are exported and
some intended for the domestic market.

For example, imports of ICT goods accounted for over
18 per cent of total imports of the Republic of Korea in
2005. The corresponding figures for China and India
were 26.5 per cent and 8.2 per cent (Ajakaiye, 2007). In
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essence, imports of a global growth pole should largely
be to support the production platforms that efficiently
produce higher value-added goods for domestic and ex-
port markets.

The challenge for African countries in imports of manu-
factured goods is therefore not only the reduction of their
share in total imports, which is relatively small, but a major
shift from the imports of finished and final consumer
goods (the familiar, fully built-up units) towards industrial
intermediate inputs and components.

Infrastructure

The infrastructure imperatives for high- and upper mid-
dle-income African countries are benchmarked to Korea
in 2005, while those for lower middle-income and low-
income African countries are benchmarked to the average
of China and India, also in 2005. Key elements are energy,
roads and telecommunications. For energy, the indicators
are per capita electricity consumption and GDP per unit
of energy use; for roads, the share of paved roads in total
road length; and for telecommunications, telephone lines
per 100 persons, mobile (cellular) phones per 100 persons
and Internet users per 100 persons.

For per capita energy use, the benchmark for high- and
upper middle-income countries is 4,365 kilowatt-hours
(kWh) while that for lower middle-income and low-in-
come countries is 896 kWh. These are changes that the
various African countries should secure in two decades
to meet the energy use imperative. Only Egypt has met
this imperative, while Libya, South Africa, Zimbabwe and
Morocco in 2010 were closest to the benchmarks (annex
table 3.4). All other countries have to step up energy sup-
ply and use significantly in order to meet this imperative.
On GDP per unit of energy use, several African countries
have met this benchmark, in which case the challenge for
them is to maintain momentum. The African countries
that are below the benchmark should step up both the
volume and efficiency of energy use.

For roads, Mauritius, Seychelles, Comoros, Sao Tome and
Principe, Cape Verde, Egypt and Morocco have met the
benchmark. All other countries should raise the propor-
tion of paved roads substantially to ensure that Africa
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meets the global growth pole imperatives in the next two
decades (annex table 3.5).

On telecommunications, all African countries are yet to
meet the benchmark for telephone lines per 100 persons
(annex table 3.5), though quite a number have met the
benchmark for Internet users per 100 persons. Similarly,
several African countries have met the benchmark for
mobile cellular coverage.

In a nutshell, African countries should invest aggressively
in infrastructure upgrading to meet the infrastructure
imperatives of a global growth pole by the mid-2030s.

Human resources

Like infrastructure, a well-educated, enlightened and
healthy human resource base is a key imperative for a
global growth pole. Such a human resource base is re-
quired for efficient production, knowledge transfer and
technological adaptation and innovation. A high-quality
human resource base is the foundation for ensuring local
capacity to interact, collaborate and partner with foreign
investors, maximizing the linkages and spillovers for
the domestic economy. Similarly, this human resource
base is required to ensure that migration plays its role in
knowledge transfer and technological adaptation from the
global to the local economy—and vice versa. Indices that
represent key imperatives of quality human resources are
tertiary, secondary and primary enrolment rates, adult
and youth literacy rates, life expectancy, infant mortality
rate and survival rate to age 65.

In education, most African countries have met the bench-
mark for primary enrolment (annex figure 3.1 and annex
table 3.6). But only a few African countries have met that
for secondary enrolment, and Egypt is the only country
to have met the benchmark for tertiary enrolment (annex
figures 3.2 and 3.3). As African countries strive to meet
these imperatives, the issue of quality of education at all

levels should be addressed. Similarly, very few African
countries have met the benchmarks for adult and youth
literacy rates (annex figures 3.4 and 3.5).

In health, only Cape Verde, Egypt and Morocco have met
the benchmark for life expectancy (annex figure 3.6 and
annex table 3.7), while no African country has met the
benchmark for the infant mortality rate (annex figure
3.7). Only Cape Verde, Egypt and Morocco have met the
benchmark for the male survival rate to age 65 (annex
figure 3.8).

All African countries should strive to reduce the burden
of disease, especially HIV/AIDS and malaria, which un-
dermine the benefits of high-quality health services and
higher education. African countries have to invest heavily
in these areas in order to prepare its human resource base
to become a global growth pole.

An indigenous entrepreneurial class

A global growth pole will interact with the other econo-
mies to the advantage of the domestic and global economy
if it can organize a strong and efficient domestic produc-
tion platform that can partner on mutually beneficial
terms with counterparts from the rest of the world. In
addition to the growth, output structure, trade, infra-
structure and human resources imperatives described
above, a virile indigenous entrepreneurial class is another

imperative for a global growth pole.

Researchers have yet to identify a suitable index to develop
a benchmark. Yet there is no doubt that—apart perhaps
from Mauritius and to some extent South Africa, Egypt
and Tunisia—many African countries have a dearth of lo-
cal entrepreneurs who can work with foreign counterparts
on mutually beneficial terms. African governments should
therefore vigorously nurture and support an indigenous
entrepreneurial class, so that the continent can become
a global growth pole in the next two decades."”

3.3 Capitalizing on opportunities and managing risks

THERE IS GENERAL agreement that the world econ-
omy has become multipolar, one in which more than
one country is helping to drive the growth process in

other countries.'” Since the beginning of the century,
the dominance of the US and Europe as drivers of the
global economy has declined significantly, especially in
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the second half of the decade. Indeed, China and India
have joined the league of global growth drivers.

This shift in global economic power is associated with a
shift in global balance. Of the top 15 global growth driv-
ers, only six have a current account surplus—Germany is
the only one in Europe and the rest are Asian (table 3.2).

Table 3.2

This suggests that the economic power has shifted to the
South, a view expressed by Cilliers, Hughes and Moyer
(2011) and the McKinsey Global Institute (2010), among
others. Africa has to capitalize on the key opportuni-
ties—and manage the risks—of this shift, and of its own
recent improvement.

Polarity indices and current account balance, top 15 growth poles, 2010

Country Polarity index Current account balance
China 82.13 28
United States 81.98 -3.1
Japan 63.77 2.4
India 23.22 -3.5
Germany 18.50 5.2
Brazil 16.87 =22
Korea, Rep. 12.12 2.0
Argentina 9.79 -0.3
Mexico 9.41 =19
Turkey 8.55 -9.8
Canada 6.59 -2.7
Singapore 5.78 17.7
France 5.40 -2.4
United Kingdom 5.22 -1.5
Hong Kong SAR, China 4.30 4.2

Source: Polarity indices are computed from World Bank (2011a); current account balances are from The Economist, 17 December 2011.

Macroeconomic management

African countries need to capitalize on their recently
improved macroeconomic management and ensure that
the associated resource inflows are well invested in the key
areas of infrastructure, science and technology, human
resources and development of the local entrepreneurial
class.

A major macroeconomic risk is managing external re-
serves and public expenditure, especially controlling
corruption and waste. Poorly managed reserves can cause
the exchange rate to appreciate, hurting exports. If cor-
ruption is not controlled, expenditure on these key areas

will be inefficient. Weak capacity of the State bureaucracy
to manage public expenditure in general and in these
particular areas will undermine the benefits of the op-
portunities mentioned.

In order to maximize the opportunities and manage the
risks, therefore, it is imperative for African governments
to articulate and then effectively carry out medium-term
development plans for their long-term visions. They should
consider the tenets of the developmental State articulated
in the Economic Report on Africa 2011 (UNECA and AUC,
2011), and control corruption, strengthen macroeconomic
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management and develop an indigenous entrepre-
neurial class. Such an approach will speed up structural

Demand for primary resources

One of the major opportunities presented to Africa by the
contemporary multipolar world is increased demand for
primary commodities. At early stages of development,
production in emerging economies tends to be primary
product-intensive. This intensity generally declines as
development proceeds and as the economy moves towards
knowledge-intensive goods.

The preponderance of developing countries among the
new global growth drivers presents opportunities for Af-
rican countries, the majority of which produce and export

Cheap manufactured imports

International prices of manufactured goods are falling
steadily (Kaplinsky, Robinson and Willenbockel, 2007). A
major benefit, especially for low-income African countries,
is access to affordable imports of manufactured goods,
which should help in reducing poverty. With the domi-
nance of finished manufactured goods in Africa’s imports,
African consumers are at first glance the real beneficiaries
of the falling international prices of manufactured goods.

But a major risk is deindustrialization, as local producers
lose market shares to cheaper imports. Moreover, in a
competitive environment, African manufactured export-
ers based on small and medium-sized firms are unlikely
to be able to compete with increasingly large producers
operating complex global production networks based
on imported industrial intermediates and components
from the most cost-effective sources (Finger and Low,
2012). The associated loss of income and employment is
a major concern in an environment already with high
unemployment.

Another risk associated with cheap imports is low quality
and the consequent health hazards. Low-quality goods
are also likely to require frequent and costly maintenance.
When such goods are imported for production and export
of value added goods, they may not meet increasingly

transformation, residualizing primary production and
export as drivers of growth (chapter 4).

primary commodities. World prices of these primary com-
modities are likely to remain high for some time mainly
because of the heavy demand from emerging markets but
also because of the recovery of Africa’s traditional trad-
ing partners. Thus resource-rich African countries and
producers of primary agricultural commodities are likely
to enjoy a favourable balance of trade and comfortable
external reserves for some time. Moreover, resource-rich
African countries are expected to continue attracting FDI
into the extractive industries.

stringent standards, adversely affecting the acceptability
and access of products in local and international markets.

Cheap imports also run the risk of Africa’s continued spe-
cialization in production and export of primary products
and excessive economic concentration. Apart from going
against the transformation imperatives, such specializa-
tion will make Africa more vulnerable to terms-of-trade
shocks.

African countries should respond in three ways. To maxi-
mize the benefits of falling international prices of manu-
factured goods, they should restructure their imports

African governments should
subject all foreign invest-
ment proposals to rigorous
value-chain analysis and
insist on local processing of
primary commodities.
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in favour of imports of cheaper capital goods needed to
process the primary agricultural and mineral products at
lower cost, for the export and domestic markets. To avoid
the risk of low-quality imports, they should develop and
enforce appropriate standards, and build the necessary
quality assurance organizations. Finally, to mitigate the
risks of deindustrialization, they should develop and
nurture indigenous entrepreneurs capable of partner-
ing with their foreign counterparts. This can help insert
African countries in the global production networks at
the higher end of the value chain. Such moves should be

An industrial policy for diversified FDI

One benefit of the multipolar world is the diversified
sources of FDI, which can help countries to avoid the
“race to the bottom”, given that African countries can
now seek particular types of FDI without fear of other col-
lusive foreign investors abandoning them. Consequently,
African countries are now in a better position to negoti-
ate favourable terms with foreign investors, including in
areas such as joint ventures and outsourcing important

operations to local businesses.

One risk is that African leaders may fail to press on with
further governance reforms, as most foreign investors may
not insist on good governance and control of corruption.
This may create opportunities for massive illicit capital
flight thus curtailing the benefits of foreign investment
(chapter 5)."” Another risk is continued concentration of
foreign investment in resource extraction rather than
a shift to manufacturing. Also, some foreign investors
may not use the best technology to minimize the en-
vironmental impact of operations. In addition, foreign
investment—even outside the extractive industries—may
target primary production aimed at guaranteeing the
supply of agricultural raw materials for processing and
adding value in the home country, rather than in Africa.
Such FDI may insert Africa into the low end of produc-
tion networks with limited linkage and spillovers to the
rest of the economy.

To offset these risks, African countries have various op-
tions. They should capitalize on the enlarged pool of
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accompanied by incentives necessary to attract foreign
investors.

One attribute of moving to a global growth pole and
eventual graduation to a knowledge economy is low and
falling reliance on primary commodities as inputs, as
efficiency rises and as the benefits of intensive research
and development feed through. In essence, African pri-
mary producers and exporters benefiting from impressive
growth should take full advantage of these—possibly
short-term—opportunities.

foreign investors by articulating clear industrial policies
compatible with economic transformation, and by en-
couraging FDI that will complement such transformation.
(Developing indigenous entrepreneurs is a prerequisite.)

All African governments should subscribe to the African
Peer Review Mechanism (APRM) of AU/NEPAD (chap-
ter 4), in order to mitigate the risks of poor governance,
corrupt practices and associated illicit capital flight. On
environmental damage, they should insist on environ-
mental impact assessments as a condition for licensing all
operations by investors, local or foreign. They should also
ensure regular monitoring of the environmental impact of
operations and that investors use the best technology for
minimum environmental impact. Also, they should re-
quire all operators to undertake adequate restoration and
restitution activities to deal with the inevitable damage to
the environment. Licences should be subject to renewal at
reasonable intervals, affording an opportunity to check

compliance with environmental standards.

Finally, to mitigate the risks associated with inserting
Africa into the wrong end of the international production
network, Africa’s governments should subject all foreign
investment proposals to rigorous value-chain analysis
and insist on local processing of all primary commodi-
ties, including mineral products before export. This way
Africa will also export industrial intermediates and not
just primary commodities—a move compatible with the
transformation imperatives discussed earlier.
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Infrastructure development with support of traditional and new partners

As with FDI, the emergence of a multi-polar world also
diversified the prospective partners in developing infra-
structure. One benefit of this is the falling cost of doing
this, though low quality is a risk alongside a preponder-
ance of turnkey systems, which together entail high main-
tenance costs and hence, possibly, scrapping the project.

Diasporas

Africais asource of skilled and unskilled migrants and re-
cipient of unskilled migrants from other regions (Ajakaiye,
Lucas and Karugia, 2006). While skilled workers migrate
because of a poor working environment and poor living
conditions, unskilled migrants do so out of restricted op-
portunities for employment. Migration is one of the key
channels through which a global growth pole can interact
with other economies through transfer of knowledge and
technology.

To mitigate these risks, African countries should de-
velop local entrepreneurs in infrastructure construction
and maintenance, and insist on partnerships between
foreign and local firms in infrastructure projects. They
should also develop capacity to design such projects and
monitor construction. These measures call for a capable
developmental State (UNECA and AUC, 2011).

African countries benefit from remittances (Ratha et al.,
2011), but the apparent neglect of potential spillovers from
returning skilled migrants should not continue. Most Af-
rican leaders try to meet some of their citizens in diasporas
when they visit the host countries. Such efforts should be
complemented by more carefully targeted incentives to
attract skilled emigrants back home, as this will facilitate
the imperatives for knowledge and technology transfer.

3.4 Conclusions and recommendations

AFTER STAGNATING FOR much of its post-colonial
history, Africa has witnessed a growth resurgence, espe-
ciallyin 2002-2008, making it the second-fastest-growing
region in the world which, in 2010, contained 10 of the
world’s 15 fastest-growing economies. The growth resur-
gence is not limited to the resource-rich countries.

This resurgence is giving rise to Africa’s growing rec-
ognition as an emerging market and a potential global
growth pole. For Africa to become a global growth pole,
this chapter has presented options—or imperatives—for
the continent.

Generally, African countries need to address develop-
ment deficits in the structural transformation of output
and trade, infrastructure, human resources and science
and technology; and capitalize on the opportunities and
manage the risks in the emerging multipolar world and
the shift in the resource balance to developing regions.

More specifically, to achieve global growth pole status
Africa should sustain its 2000-2008 growth momentum
(while the rest of the world maintains its rate of that pe-
riod). If it does this, Africa will account for at least 5 per
cent of world GDP by 2034.

Associated structural transformation targets, to be met
by 2034 or earlier, include the following:

» African countries should reduce the share of agri-
culture in GDP to 15 per cent at most, increase the
share of manufacturing to at least 25 per cent and
restructure services from distributive trades towards
more modern services.

» African countries should diversify their trade and
render it more sophisticated, so that the shares of
agricultural raw materials, fuel and ores and met-
als do not exceed 1 per cent, 6 per cent and 4 per




cent, respectively, of total exports, while the share
of manufacturing exports should be at least 82 per
cent. The shares of fuel and ores and metal in total
imports should hover around 23 per cent and 7 per
cent, while the composition of manufactured imports
should change towards capital goods, industrial in-

termediates and components.

Per capita electricity consumption and GDP per unit
of energy use should be 1,129 kWh and 4 at least; the
share of paved roads should be at least 44 per cent;
telephone lines per 100 persons and Internet user
per 100 persons should not be less than 16 and 6,
respectively, in any African country.

Secondary and tertiary enrolment should not be less
than 16 per cent and 64 per cent, accompanied by
quality assurance mechanisms.
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> Adultand youth literacy rates should not be less than
77 per cent and 90 per cent, respectively, in any Af-
rican country.

» Life expectancy should be 68 years at least and infant
mortality rate should be 37 per 1,000 live births at
most in any African country.

» All African countries should develop, nurture and
support indigenous entrepreneurs capable of working
with their foreign counterparts.

All these measures require collaboration among all stake-
holders under the leadership of a developmental State. In
that way, Africa can unleash its development capacity—as
now discussed in detail.
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Annex tables and figures

Annex table 3.1
Imperatives of changes in structure of output for Africa as a global growth pole

S/N  Country name Agriculture (% of GDP)  Industry (% of GDP) Services (% of GDP) Manufacturing (% of
(€30)Y)]

Value (2010) %Change Value (2010) %Change Value (2010) %Change Value (2010) %Change

Upper Middle Income

1 Botswana 2.9 16.5 45.3 -16.7 51.9 13.6 3.1 795.5

2 Mauritius 4.2 -21.3 28.6 31.8 67.2 -12.2 19.1 44 .4

3 Namibia 7.5 -55.6 19.6 92.2 72.9 -19.1 7.7 257.2

4 South Africa 3.0 9.5 31.3 20.5 65.7 -10.2 15.2 81.6
Lower Middle Income

5 Angola 10.0 54.7 62.9 -39.9 271 72.3 5.8 313.3

6 Lesotho 7.9 95.7 34.2 10.5 57.9 -19.3 15.7 53.0

7 Zambia 9.2 68.9 37.2 1.4 53.6 -12.7 9.2 161.5
Low Income

8 Mozambique 31.9 -51.4 23.4 61.4 44.8 4.5 13.1 83.1

9 Malawi 30.5 -49.3 16.1 134.3 53.4 -12.3 10.0 138.3

10 Zimbabwe 17.4 -11.3 29.2 29.3 53.4 -12.3 14.9 60.6
Upper Middle Income

11 Seychelles 1.9 70.9 19.1 97.3 78.9 -25.3 11.4 141.5
Lower Middle Income

12 Djibouti 3.9 301.2 16.9 123.6 79.3 -41.0 2.5 877.4
Low Income

13 Burundi 34.8 -55.6 20.0 88.7 45.1 3.6 8.8 171.2

14 Comoros 46.3 -66.6 12.1 211.8 41.6 12.5 4.3 458.0

15 Eritrea 14.5 6.5 22.4 68.2 63.0 -25.8 5.7 323.9

16 Ethiopia 47.7 -67.6 14.3 164.3 38.0 23.0 52 356.8

17 Kenya 19.4 -20.2 13.8 173.2 66.8 -30.0 7.7 212.9

18 Madagascar 29.1 -46.9 16.0 1359 54.9 -14.8 14.1 69.4

19 Rwanda 33.9 -54.3 14.4 162.3 51.8 -9.6 6.4 276.6

20 Somalia 63.6 -75.7 10.1 273.1 27.5 70.0 4.5 426.8

21 Tanzania 28.1 -45.0 24.5 53.8 47.3 -1.1 9.8 143.6

22 Uganda 24.2 -36.2 25.5 48.3 50.3 -7.0 8.3 188.1

23 Congo, Dem. Rep. 429 -63.9 24.0 57.0 33.0 41.5 5.5 336.0
High Income

24 Equatorial Guinea 3.2 4.6 92.6 -59.3 4.2 1297.9 13.6 102.7
Upper Middle Income

25 Gabon 4.4 -23.6 53.5 -29.6 42.1 40.0 3.7 638.5
Lower Middle Income

26 Cameroon 19.5 -20.5 30.6 23.2 49.9 -6.2 16.5 45.1

27 Congo, Rep. 3.9 301.4 80.2 -52.9 15.9 193.6 3.8 523.1
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Country name Agriculture (% of GDP)  Industry (% of GDP) Services (% of GDP) Manufacturing (% of
GDP)
Value (2010) %Change Value (2010) %Change Value (2010) %Change Value (2010) %Change
28 Sao Tome and Principe 16.8 -8.0 20.5 83.9 62.7 -25.4 6.4 275.8
Low Income
29 Central African Republic 56.5 -72.6 14.8 154.9 28.7 62.9 7.6 214.8
30 Chad 13.6 13.5 48.8 -22.7 37.5 24.6 6.6 265.2

Lower Middle Income

31 Cote d’Ivoire 229 -32.6 274 37.9 49.7 -5.8 19.2 24.5
32 Cape Verde 8.9 72.9 19.7 92.0 71.4 -34.5 6.6 263.5
33 Ghana 30.2 -48.8 18.6 102.5 51.1 -8.5 6.5 270.2
34 Nigeria 32.7 -52.7 40.7 -7.1 26.6 75.6 2.6 828.2
35 Senegal 16.7 -7.4 22.1 70.5 61.1 -23.5 12.8 87.6
Low Income
36 Benin 32.2 -52.0 13.4 181.4 54.4 -14.0 7.5 218.8
37 Burkina Faso 33.3 -53.5 22.4 68.8 44.4 5.5 13.6 75.8
38 Guinea 13.0 18.8 47.4 -20.3 39.6 18.2 4.8 403.2
39 Gambia 26.9 -42.6 15.7 140.0 57.3 -18.4 5.0 382.4
40 Guinea-Bissau 57.3 -73.0 13.1 187.3 29.6 58.2 10.6 125.8
41 Liberia 61.3 -74.8 16.8 124.7 21.9 113.6 12.7 88.6
42 Mali 36.5 -57.7 24.2 56.1 39.1 19.8 3.1 670.9
43 Niger 39.6 -61.0 17.1 120.5 43.2 8.2 6.3 277.2
44 Sierra Leone 49.0 -68.4 20.7 82.7 30.4 54.0 3.7 551.5
45 Togo 43.5 -64.4 239 58.0 32.6 43.5 10.1 136.9
Upper Middle Income
46 Algeria 11.7 -71.6 54.5 -30.9 33.7 74.8 6.1 353.3
47 Libya 1.9 78.6 78.2 -51.8 19.9 195.8 4.5 513.3
48 Tunisia 8.0 -58.4 32.3 16.8 59.7 -1.3 18.0 53.2
Lower Middle Income
49 Egypt 14.0 10.6 37.5 0.6 48.5 -3.5 15.8 51.6
50 Morocco 15.4 0.6 29.7 27.3 55.0 -14.9 15.3 56.5
51 Mauritania 20.2 -23.3 37.0 2.0 42.8 9.2 4.0 506.0
52 Sudan 23.6 -34.5 33.0 14.3 43.3 8.0 5.6 326.3

Source: Computed based on data from World Bank (2011a).

Note: All values are for 2010 or latest available. South Sudan became an independent State on 9 July 2011. Separate data for the country is not yet
available hence it is still combined with the Sudan. %Change is the percentage difference between the actual value for each country and the relevant
benchmark.
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Annex table 3.2
Imperatives of structure of merchandise exports for Africa as a global growth pole

S/N Country Name Food exptors (% Agric. raw materi- Fuel exports (% Ores and metals Manufactures
of merchandise als exports (% of merchandise exports (% of mer-  exports (% of mer-
exports) of merchandise exports) chandise exports) chandise exports)
exports)
Value %Change Value %Change Value %Change Value %Change Value  %Change
(2010) (2010) (2010) (2010) (2010)
Upper Middle Income
1 Botswana 5.1 -79.2 0.2 320.5 0.4 1428.7 14.5 -88.3 79.5 14.2
2 Mauritius 37.2 -97.2 0.5 53.2 0.0 908560.2 0.4 379.4 60.2 51.0
3 Namibia 22.5 -95.3 0.4 86.7 0.5 1038.5 31.3 -94.5 44.7 103.3
4 South Africa 8.7 -87.9 1.9 -58.9 9.9 -45.1 32.7 -94.8 46.6 95.1
Lower Middle Income
5 Angola 0.3 1893.8 0.0 47857.5 94.8 -93.3 4.9 -6.3 0.0 4464917.4
6 Lesotho 13.5 -54.9 9.1 -90.1 0.4 1660.8 2.5 84.5 74.4 9.5
7 Zambia 59 3.3 1.0 <77 0.5 1135.8 86.0 -94.7 6.3 1195.8
Low Income
8 Mozambique 15.7 -61.3 4.4 -79.5 19.7 -67.9 54.4 -91.6 2.0 4026.5
9 Malawi 76.4 -92.0 3.3 -73.3 0.2 3300.0 11.1 -58.9 9.0 809.5
10  Zimbabwe 20.1 -69.7 7.0 -87.2 1.6 294.1 34.9 -87.0 36.4 123.7
Upper Middle Income
11  Seychelles 58.5 -98.2 0.0 1790.6 0.0 227678.8 0.0 42764.9 2.4 3686.7
Lower Middle Income
12 Djibouti 0.4 1322.6 0.0 9274.0 6.5 -2.5 0.3 1327.3 90.7 -10.2
Low Income
13 Burundi 81.4 -92.5 4.9 -81.7 2.3 171.6 5.2 -12.9 5.9 1273.7
14  Comoros 13.8 -55.8 0.0 3527.0 0.0 134271.3 0.1 2940.2 6.3 1187.8
15  Eritrea 42.0 -85.5 26.0 -96.6 0.0 34655.1 1.8 159.2 30.3 169.3
16  Ethiopia 77.5 -92.1 11.9 -92.5 0.0 735453.9 0.8 492.2 8.7 841.6
17 Kenya 47.9 -87.3 10.9 -91.8 4.3 46.8 2.0 124.0 34.7 135.0
18  Madagascar 26.7 -77.1 3.2 -71.7 6.7 -5.1 9.5 -51.9 48.2 68.9
19 Rwanda 52.4 -88.4 3.1 -70.9 0.0 120390.5 36.9 -87.7 7.6 966.1
20  Somalia 93.7 -93.5 0.7 314 1.1 464.8 0.0 12481.0 1.3 5985.4
21 Tanzania 31.9 -80.9 7.4 -87.9 2.5 149.5 33.7 -86.5 24.1 238.6
22 Uganda 66.8 -90.9 7.2 -87.6 1.2 421.8 1.9 138.8 22.8 256.6
23 Congo, Dem. Rep. 32.5 -81.2 7.8 -88.6 1.3 379.7 51.8 -91.2 4.8 1580.8
High Income
24  Equatorial Guinea 57.9 -98.2 30.0 -97.3 1.7 219.4 7.5 -77.1 4.0 2185.9
Upper Middle Income
25  Gabon 0.8 39.9 8.9 -91.0 83.1 -934 3.0 -43.7 4.2 2069.1
Lower Middle Income
26  Cameroon 24.4 -75.0 14.8 -93.9 49.5 -87.3 3.0 53.6 7.5 981.0

27  Congo, Rep. 1.0 505.6 8.3 -89.2 87.6 -92.8 0.3 1299.1 2.7 2907.0
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S/N Country Name Food exptors (% Agric. raw materi- Fuel exports (% Ores and metals Manufactures
of merchandise als exports (% of merchandise exports (% of mer-  exports (% of mer-
exports) of merchandise exports) chandise exports) chandise exports)
exports)
Value %Change Value %Change Value %Change Value %Change Value  %Change
(2010) (2010) (2010) (2010) (2010)
28  Sao Tome and 94.6 -93.6 0.7 33.6 0.0 - 0.0 30974.0 4.7 1646.8
Principe
Low Income
29  Central African 3.6 71.2 31.6 -97.2 0.0 25738.2 62.0 -92.7 2.7 2941.1
Republic
30 Chad 16.2 -62.2 66.9 -98.7 7.9 -20.5 0.8 452.4 7.7 956.3

Lower Middle Income

31 Cote d’Ivoire 49.5 -87.7 9.6 -90.7 24.1 -73.8 0.3 1326.5 16.2 403.8
32 Cape Verde 81.6 -92.5 0.0 1989.8 0.0 - 0.9 413.0 17.5 365.5
33 Ghana 60.7 -89.9 6.9 -87.1 0.3 1851.5 11.2 -59.6 20.7 294.0
34  Nigeria 3.3 82.7 1.6 -45.1 87.1 -92.8 1.1 320.5 6.7 1118.7
35  Senegal 28.6 -78.6 14 -37.4 26.1 -75.8 3.8 20.8 40.1 103.1
Low Income
36 Benin 40.6 -85.0 44.3 -98.0 0.4 1506.2 0.7 586.6 14.1 476.6
37  Burkina Faso 33.3 -81.7 55.9 -98.4 0.1 11975.6 1.6 176.4 9.1 797.8
38  Guinea 2.5 145.0 4.9 -81.8 1.5 317.4 59.2 -92.3 31.9 155.6
39 Gambia 53.0 -88.5 1.0 -13.3 0.0 106500.1 6.8 -33.6 39.1 108.3
40  Guinea-Bissau 98.7 -93.8 0.2 318.2 0.8 679.5 0.6 623.3 0.1 99459.3
41  Liberia 8.6 -28.7 25.6 -96.5 0.0 151787.2 64.8 -93.0 0.4 21433.6
42 Mali 29.8 -79.5 48.0 -98.1 0.1 4863.2 0.7 582.9 20.2 303.5
43  Niger 21.1 -71.1 2.8 -67.9 1.9 240.9 59.6 -92.4 14.1 479.5
44  Sierra Leone 91.6 -93.3 0.8 13.6 1.6 307.2 0.1 3854.9 7.5 992.4
45 Togo 15.0 -59.4 4.9 -81.8 0.1 4909.2 5.6 -18.9 74.2 9.8
Upper Middle Income
46  Algeria 0.6 88.6 0.0 4968.8 97.3 -94.4 0.3 486.0 1.8 4985.6
47  Libya 0.5 101.3 0.2 352.2 92.6 -94.1 0.0 7659.6 6.7 1263.3
48  Tunisia 7.7 -86.3 0.5 59.8 14.2 -61.5 1.6 9.1 76.0 19.5
Lower Middle Income
49  Egypt 17.2 -64.5 3.0 -70.3 29.8 -78.8 6.3 -27.3 43.4 87.7
50 Morocco 19.0 -67.9 1.7 -48.4 1.1 488.5 11.7 -61.0 66.3 22.8
51  Mauritania 57.8 -89.4 0.1 774.5 0.0 381452.2 30.4 -85.1 0.0 1731148.9
52  Sudan 5.6 9.6 1.4 -35.7 92.1 -93.1 0.3 1717.6 0.4 19197.9

Source: Computed based on data from World Bank (2011a).

Note: All values are for 2010 or latest available. South Sudan became an independent State on 9 July 2011. Separate data for the country is not yet
available hence it is still combined with the Sudan. %Change is the percentage difference between the actual value for each country and the relevant
benchmark.
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Annex table 3.3
Imperatives of structure of merchandise imports for Africa as a global growth pole

S/N Country Name Food imports (% Agric. raw materi- Fuel imports (% Ores and metals Manufactures im-
of merchandise als imports (% of merchandise imports (% of mer- ports (% of merchan-
imports) of merchandise imports) chandise imports) dise imports)
imports)
Value % Value %Change Value % Value % Value %
(2010) Change  (2010) (2010) Change  (2010) Change (2010) Change

Upper Middle Income

1 Botswana 12.4 -64.1 0.8 134.9 14.7 73.6 2.0 245.8 68.5 -11.1

2 Mauritius 21.1 -79.0 27 -10.5 19.3 32.0 1.1 537.1 56.4 7.9

3 Namibia 13.9 -68.2 0.7 183.2 13.7 85.6 1.0 565.1 70.3 -13.4

4 South Africa 5.8 -24.0 0.9 115.9 19.7 28.9 1.5 340.4 65.4 -6.9
Lower Middle Income

5 Angola 32.5 -88.9 0.8 273.8 0.2 9316.3 1.4 411.0 65.1 -3.8

6 Lesotho 20.2 -82.1 1.9 56.9 10.5 120.3 0.8 736.5 53.3 17.5

7 Zambia 4.7 -23.2 0.6 424.7 11.6 99.2 21.0 -67.1 61.6 1.6
Low Income

8 Mozambique 11.6 -68.9 1.0 197.2 19.9 16.0 0.5 1257.9 49.6 26.3

9 Malawi 13.6 -73.4 1.1 167.4 10.0 131.9 1.0 580.7 74.1 -15.5

10 Zimbabwe 18.8 -80.8 2.6 15.5 11.2 106.1 13.8 -50.1 52.2 20.0
Upper Middle Income

11  Seychelles 17.2 -74.1 2.1 -6.9 12.4 105.4 0.6 951.5 47.8 27.4
Lower Middle Income

12 Djibouti 29.3 -87.7 0.6 415.7 6.5 258.1 0.8 817.6 62.4 0.3
Low Income

13 Burundi 13.7 -73.6 1.4 109.2 2.1 993.0 0.7 943.7 81.6 -23.3

14  Comoros 19.5 -81.5 0.2 1161.5 0.7 3239.6 0.2 4338.7 53.5 17.0

15  Eritrea 45.6 -92.1 0.9 229.9 0.8 2646.5 0.9 651.3 51.7 21.1

16  Ethiopia 10.9 -66.7 0.5 487.6 15.9 45.9 1.2 468.0 71.5 -12.4

17 Kenya 12.0 -70.0 1.5 94.6 22.1 4.7 1.5 357.3 62.7 -0.2

18  Madagascar 13.6 -73.5 1.0 212.6 15.2 52.4 0.4 1576.3 69.5 -9.9

19 Rwanda 13.2 -72.6 1.6 83.0 8.1 186.5 1.2 462.3 75.6 -17.2

20 Somalia 224 -83.9 7.1 -57.3 12.4 85.9 0.4 1486.4 54.7 14.5

21 Tanzania 10.0 -63.7 0.9 252.7 27.6 -16.2 1.0 561.1 60.4 3.6

22 Uganda 12.4 -70.9 1.1 182.9 20.0 15.8 1.3 452.4 65.1 -3.8

23 Congo, Dem. Rep. 20.6 -82.4 1.8 68.2 9.9 132.9 12 461.5 65.6 -4.5
High Income

24  Equatorial Guinea 31.8 -86.0 0.2 973.4 2.7 826.1 1.0 571.4 64.2 -5.2
Upper Middle Income

25 Gabon 17.1 -74.1 0.4 350.0 7.3 246.9 1.0 579.0 73.8 -17.5
Lower Middle Income

26  Cameroon 17.7 -79.6 1.6 91.5 27.5 -15.7 0.8 719.8 52.4 19.5

27  Congo, Rep. 20.8 -82.6 0.9 249.8 19.6 18.3 0.8 795.1 58.0 8.0
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S/N Country Name Food imports (% Agric. raw materi- Fuel imports (% Ores and metals Manufactures im-
of merchandise als imports (% of merchandise imports (% of mer- ports (% of merchan-
imports) of merchandise imports) chandise imports) dise imports)
imports)
Value % Value %Change Value % Value % Value %
(2010) Change  (2010) (2010) Change  (2010) Change (2010) Change
28 Sao Tome and 29.8 -87.9 0.8 289.2 16.1 43.7 1.1 537.3 52.0 20.5
Principe

Low Income

29  Central African 39.3 -90.8 2.3 32.9 0.6 3581.3 1.7 310.9 55.9 11.9
Republic
30 Chad 24.3 -85.1 0.6 402.5 17.9 29.0 0.6 1008.3 56.1 11.7

Lower Middle Income

31 Cote d’Ivoire 19.2 -81.2 0.9 251.7 23.7 -2.5 1.2 495.9 54.6 14.7
32 Cape Verde 277 -87.0 1.3 130.4 11.9 93.8 1.1 506.1 57.8 8.3
33  Ghana 15.3 -76.4 1.1 178.0 1.0 2273.6 1.2 496.0 81.1 -22.7
34  Nigeria 10.2 -64.7 0.8 287.9 1.4 1550.5 1.1 534.9 86.4 -27.6
35 Senegal 22.4 -83.9 1.5 98.8 29.9 -22.7 1.7 307.5 44.4 41.1
Low Income
36 Benin 30.7 -88.2 4.6 -34.3 21.6 6.9 1.0 599.0 41.8 49.8
37  Burkina Faso 15.1 -76.1 0.7 306.2 22.0 5.2 0.9 686.2 61.0 2.6
38  Guinea 13.2 -72.7 0.4 707.0 33.0 -29.8 0.2 3232.0 53.2 17.7
39 Gambia 35.2 -89.7 0.7 312.8 20.5 13.0 0.7 878.5 429 45.9
40  Guinea-Bissau 50.7 -92.9 0.6 397.7 16.6 38.9 0.1 7192.0 31.1 101.2
41  Liberia 25.0 -85.6 0.4 592.2 19.7 17.1 1.3 422.5 53.0 18.2
42 Mali 11.6 -68.9 0.5 567.9 26.0 -11.0 0.6 997.2 61.2 2.4
43 Niger 15.1 -76.1 2.1 44.2 12.5 84.9 0.9 659.3 69.4 -9.7
44  Sierra Leone 22.5 -84.0 7.6 -60.1 39.7 -41.7 0.8 744.4 29.3 113.6
45 Togo 15.7 -76.9 1.4 122.1 13.9 66.1 1.9 268.7 67.2 -6.8
Upper Middle Income
46  Algeria 16.3 -72.8 1.6 20.7 2.1 1093.9 1.5 346.5 78.4 -22.4
47  Libya 16.8 -73.5 0.6 247.2 0.7 3596.6 0.9 641.2 81.1 -24.9
48  Tunisia 9.3 -52.5 2.1 -9.2 12.6 101.8 3.6 90.2 72.3 -15.8

Lower Middle Income

49  Egypt 19.1 -81.1 3.2 -6.1 13.4 72.1 4.1 67.5 60.1 4.3
50 Morocco 11.4 -68.4 22 39.4 23.1 0.3 3.3 111.6 58.8 6.6
51 Mauritania 19.4 -81.4 0.5 505.5 26.4 -12.5 0.2 3270.1 52.9 18.4
52 Sudan 14.9 -75.8 1.1 179.1 4.0 473.9 0.9 662.6 77.8 -19.5

Source: Computed based on data from World Bank (2011a).

Note: All values are for 2010 or latest available. South Sudan became an independent State on 9 July 2011. Separate data for the country is not yet
available hence it is still combined with the Sudan. %Change is the percentage difference between the actual value for each country and the relevant
benchmark.
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Annex table 3.4
Imperatives of energy use for Africa as a global growth pole

S/N  Country Name Electric power consumption (kWh per GDP per unit of energy use (PPP $ per kg of oil
capita) equivalent)
Value %Change Value (2010) %Change
(2010)

SOUTHERN AFRICA
Upper Middle Income

1 Botswana 1503.3 419.1 12.6 -58.5

2 Mauritius = 12.4 -57.8

3 Namibia 1576.2 395.1 8.2 -36.1

4 South Africa 4532.0 72.2 3.5 47.6
Lower Middle Income

5 Angola 202.2 458.5 -

6 Lesotho - -

7 Zambia 635.0 77.8 2.4 65.5
Low Income

8 Mozambique 453.4 149.0 -

9 Malawi - -

10 Zimbabwe 1026.2 10.0 -
Upper Middle Income

11 Seychelles - 8.9 -41.1

Lower Middle Income

12 Djibouti = -
Low Income

13 Burundi = -

14 Comoros - -

15 Eritrea 51.0 2113.7 -
16 Ethiopia 45.8 2367.3 -
17 Kenya 147.4 665.8 -
18 Madagascar - -
19 Rwanda - -
20 Somalia - -
21 Tanzania 85.7 1217.8 3.0 32.3
22 Uganda - -
23 Congo, Dem. Rep. 103.9 987.1 0.9 324.2
High Income
24  Equatorial Guinea - -
Upper Middle Income
25 Gabon 922.5 746.0 =
Lower Middle Income
26 Cameroon 271.2 316.2 -
27 Congo, Rep. 146.4 671.2 -

28 Sao Tome and Principe - 5.9 -33.6




S/N  Country Name

Electric power consumption (kWh per
capita)

Value
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%Change

GDP per unit of energy use (PPP $ per kg of oil

equivalent)

Value (2010) %Change

29
30

Low Income

Central African Republic

Chad

(2010)

WEST AFRICA

31
32
33
34
35

36
37
38
39
40
41
42
43
44
45

Lower Middle Income

Cote d’Ivoire
Cape Verde
Ghana
Nigeria
Senegal

Low Income
Benin
Burkina Faso
Guinea
Gambia
Guinea-Bissau
Liberia

Mali

Niger

Sierra Leone

Togo

203.5

265.1

120.5

196.0

91.3

110.8

454.9

325.9
836.9
476.0

1137.1

918.8

3.2 22.4
7.8 -49.6
2.2 78.4

NORTH AFRICA

46
47
48

49
50
51
52

Source: Computed based on data from World Bank (2011a).

Upper Middle Income
Algeria

Libya

Tunisia

Lower Middle Income
Egypt

Morocco

Mauritania

Sudan

971.0
4170.1
1311.3

1548.6
755.6

114.3

703.7
87.1
495.1

-27.1
49.4

888.0

10.5 -50.2

5.9 -33.5

Note: All values are for 2010 or latest available. South Sudan became an independent State on 9 July 2011. Separate data for the country is not yet
available hence it is still combined with the Sudan. %Change is the percentage difference between the actual value for each country and the relevant
benchmark.
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Annex table 3.5
Imperatives of roads and telecommunications for Africa as a global growth pole

S/N Country Name Roads, paved Telephone lines Mob cellular subsc. Internet users
(% of total roads) (per 100 persons) (per 100 person) (per 100 person)
Value % Change Value % Change Value % Change Value % Change
(2010) (2010) (2010) (2010)

Upper Middle Income

1 Botswana 32.6 135.6 6.8 625.2 117.8 -32.4 6.0 1097.2

2 Mauritius 98.0 -21.6 30.3 64.1 93.0 -14.3 25.2 184.5

3 Namibia 12.8 500.2 6.3 686.3 67.2 18.5 6.5 1005.1

4 South Africa 17.3 344.0 8.5 487.6 100.8 -21.0 12.3 482.3
Lower Middle Income

5 Angola 10.4 322.1 1.6 890.1 46.7 -58.9 3.9 41.5

6 Lesotho 18.3 139.9 1.8 780.4 32.2 -40.3 3.9 43.0

7 Zambia 22.0 99.5 0.7 2157.1 38.3 -49.8 6.8 -19.1
Low Income

8 Mozambique 20.8 111.2 0.4 4078.7 30.9 -37.8 4.2 32.3

9 Malawi 45.0 -2.5 1.1 1364.2 20.4 -5.8 2.3 144.2

10  Zimbabwe 19.0 131.0 3.0 421.8 59.7 -67.8 11.5 -52.0
Upper Middle Income

11 Seychelles 96.5 -20.4 25.5 94.9 135.9 -41.4 39.8 80.5
Lower Middle Income

12 Djibouti 45.0 -2.5 2l 656.8 18.6 3.1 6.5 -15.1
Low Income

13 Burundi 10.4 320.5 0.4 3945.4 13.7 39.9 2.1 162.8

14  Comoros 76.5 -42.6 2.9 449.5 22.5 -14.6 5.1 8.2

15  Eritrea 21.8 101.4 1.0 1424.0 3.5 444.6 5.4 2.2

16  Ethiopia 13.7 221.0 1.1 1335.8 7.9 144.4 0.8 635.7

17 Kenya 14.1 210.9 1.1 1285.2 61.6 -68.8 25.9 -78.7

18  Madagascar 11.6 278.4 0.8 1792.6 39.8 -51.7 1.7 224.6

19 Rwanda 19.0 131.0 0.4 4113.9 33.4 -42.5 7.7 -28.3

20  Somalia 11.8 272.0 1.1 1368.0 6.9 176.5 1.2 375.4

21 Tanzania 7.4 494.8 0.4 3942.5 46.8 -59.0 11.0 -49.8

22 Uganda 23.0 90.8 1.0 1507.5 38.4 -50.0 12.5 -55.9

23 Congo, Dem. Rep. 1.8 2311.8 0.1 24615.2 17.2 11.6 0.7 666.4
High Income

24  Equatorial Guinea - 1.9 2469.4 57.0 39.7 6.0 1097.2
Upper Middle Income

25  Gabon 10.2 652.4 2.0 2360.8 106.9 -25.5 7.2 893.5
Lower Middle Income

26  Cameroon 8.4 424.4 2.5 521.0 41.6 -53.8 4.0 37.9

27  Congo, Rep. 7.1 515.7 0.2 6372.4 94.0 -79.6 7.3 -24.4

28  Sao Tome and Principe 68.1 -35.5 4.6 239.8 62.0 -69.0 18.8 -70.6
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S/N Country Name Roads, paved Telephone lines Mob cellular subsc. Internet users
(% of total roads) (per 100 persons) (per 100 person) (per 100 person)

Value % Change Value % Change Value % Change Value % Change
(2010) (2010) (2010) (2010)

Low Income

29  Central African 27 1525.7 0.3 5669.9 23.2 -17.1 23 139.9
Republic
30 Chad 0.8 5386.9 0.5 3348.0 23.3 -17.5 1.7 224.6

Lower Middle Income

31 Cote d’Ivoire 7.9 453.6 1.1 1291.2 75.5 -74.6 2.6 112.2
32 Cape Verde 69.0 -36.4 14.5 8.4 75.0 -74.4 30.0 -81.6
33  Ghana 14.9 194.0 1.1 1280.9 71.5 -73.1 8.6 -35.5
34  Nigeria 15.0 192.6 0.7 2273.1 55.1 -65.1 28.4 -80.6
35  Senegal 29.3 50.0 2.7 472.2 67.1 -71.4 16.0 -65.5
Low Income
36 Benin 9.5 362.1 1.5 943.5 79.9 -76.0 3.1 76.3
37  Burkina Faso 4.2 952.6 0.9 1699.7 34.7 -44.6 1.4 294.1
38  Guinea 9.8 348.4 0.2 8624.0 40.1 -52.1 1.0 474.8
39  Gambia 19.3 127.2 2.8 457.5 85.5 -77.5 9.2 -40.0
40  Guinea-Bissau 27.9 57.1 0.3 4667.6 39.2 -51.0 2.5 125.2
41  Liberia 6.2 608.0 0.1 10599.2 39.3 -51.2 0.1 7782.7
42 Mali 19.0 130.6 0.7 2013.3 47.7 -59.7 2.7 104.4
43 Niger 20.7 112.6 0.5 2819.4 24.5 -21.7 0.8 564.8
44  Sierra Leone 8.0 448.7 0.2 6493.5 34.1 -43.7 0.3 2022.3
45  Togo 21.0 109.0 3.5 343.7 40.7 -52.8 5.4 2.6
Upper Middle Income

46  Algeria 73.5 4.6 8.2 502.6 92.4 -13.8 12.5 474.6
47  Libya 57.2 34.3 19.3 156.9 171.5 -53.6 5.7 1155.8
48  Tunisia 75.2 2.2 12.2 306.2 105.4 -24.4 36.6 96.5

Lower Middle Income

49  Egypt 86.9 -49.5 11.9 32.7 87.1 -78.0 26.7 -79.4
50  Morocco 67.8 -35.2 11.7 34.1 100.1 -80.8 49.0 -88.7
51  Mauritania 26.8 63.5 2.1 660.5 79.3 -75.8 2.9 90.3
52  Sudan 36.3 20.9 0.9 1728.6 40.5 -52.6 10.2 -45.7

Source: Computed based on data from World Bank (2011a).

Note: All values are for 2010 or latest available. South Sudan became an independent State on 9 July 2011. Separate data for the country is not yet
available hence it is still combined with the Sudan. %Change is the percentage difference between the actual value for each country and the relevant
benchmark.
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Annex table 3.6
Imperatives of human development for Africa as a global growth pole (education)

S/N Country Name School enrolment,  School enrolment,  School enrolment, Lit. rate, adult total Lit. rate, youth total
tertiary (% gross)  secondary (% gross) primary (% gross) (% of people ages 15 (% of people ages
and above) 15-24)

Value % Value % Value % Value % Value %
(2010) Change (2010) Change (2010) Change (2010) Change  (2010) Change

Upper Middle Income

1 Botswana 7.4 1157.3 80.0 21.9 107.7 -5.7 84.1 -8.6 95.2 -5.5

2 Mauritius 24.9 276.0 89.4 9.1 99.4 2.2 87.9 -12.6 96.5 -6.8

3 Namibia 9.0 943.9 64.0 52.3 107.5 -5.5 88.5 -13.2 93.0 -3.2

4 South Africa 15.0 521.4 93.8 39 101.7 -0.1 88.7 -13.4 97.6 -7.8
Lower Middle Income

5 Angola 3.7 307.3 31.3 102.8 124.5 -10.6 70.0 9.8 73.1 23.1

6 Lesotho 3.5 329.5 46.4 36.9 103.2 7.7 89.7 -14.3 92.0 -2.1

7 Zambia 2.4 527.6 20.4 211.8 115.3 -3.5 70.9 8.4 74.6 20.7
Low Income

8 Mozambique 1.5 935.0 25.5 149.5 115.1 -3.3 55.1 39.5 70.9 27.0

9 Malawi 0.5 2862.7 32.1 97.7 135.5 -17.9 73.7 4.3 86.5 4.1

10  Zimbabwe 6.2 144.2 44.7 42.2 102.4 8.6 91.9 -16.4 98.9 -9.0
Upper Middle Income

11 Seychelles - 114.7 -14.9 116.8 -13.0 91.8 -16.3 99.1 -9.2
Lower Middle Income

12 Djibouti 34 338.3 30.2 110.3 54.5 104.0 - -
Low Income

13 Burundi 3.2 365.4 24.8 156.2 156.3 -28.8 66.6 15.4 76.6 17.5

14 Comoros 7.9 90.8 46.3 37.0 104.3 6.7 74.2 3.6 85.3 5.5

15  Eritrea 2.0 658.0 31.9 98.8 44.6 149.4 66.6 15.4 88.7 1.5

16  Ethiopia 5.5 176.7 35.7 77.8 101.6 9.5 29.8 157.7 44.6 101.8

17 Kenya 4.0 275.3 60.2 5.5 113.3 -1.8 87.0 -11.7 92.7 -2.9

18  Madagascar 3.7 309.2 31.1 104.2 148.6 -25.1 64.5 19.2 64.9 38.6

19 Rwanda 4.8 213.8 32.2 97.4 142.6 -22.0 70.7 8.7 77.2 16.5

20  Somalia 2.6 487.7 7.8 715.2 32.5 242.7 - 77.4 16.2

21  Tanzania 1.5 934.8 27.4 131.7 102.3 8.7 72.9 5.4 87.4 3.0

22 Uganda 4.2 260.8 28.1 126.1 121.1 -8.2 73.2 5.0 67.7 33.0

23 Congo, Dem. Rep. 6.2 144.0 37.9 67.5 93.2 19.3 67.0 14.7 97.9 -8.1
High Income

24  Equatorial Guinea 3.3 2737.6 27.5 254.7 86.6 17.3 93.3 -17.7 97.6 -7.8
Upper Middle Income

25  Gabon 7.0 1227.0 53.1 83.7 132.4 -23.3 87.7 -12.4 83.1 8.3
Lower Middle Income

26  Cameroon 11.5 31.7 42.2 50.5 119.8 -7.1 70.7 8.7 80.5 11.8

27  Congo, Rep. 5.5 174.3 44.6 42.3 115.0 -3.3 - -

28  Sao Tome and Principe 4.5 237.6 50.9 24.7 130.7 -14.9 88.8 -13.4 95.3 -5.6
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S/N Country Name School enrolment,  School enrolment,  School enrolment, Lit. rate, adult total Lit. rate, youth total
tertiary (% gross)  secondary (% gross) primary (% gross) (% of people ages 15 (% of people ages
and above) 15-24)

Value % Value % Value % Value % Value %
(2010) Change (2010) Change (2010) Change (2010) Change  (2010) Change

Low Income

29  Central African 2.6 488.0 12.6 403.5 93.4 19.1 55.2 39.1 64.7 39.2
Republic
30 Chad 2.2 596.9 25.7 147.3 90.0 23.6 33.6 128.6 46.3 94.6

Lower Middle Income

31 Cote d’Ivoire 8.9 70.4 271 134.0 79.1 40.6 55.3 39.0 66.6 35.2
32 Cape Verde 17.8 -15.3 87.5 -27.4 109.6 1.5 84.8 -9.4 98.2 -8.3
33  Ghana 8.8 71.7 58.3 9.0 106.3 4.6 66.6 15.3 80.1 12.4
34  Nigeria 10.3 47.3 44.0 44.2 83.3 33.6 60.8 26.3 71.8 25.3
35  Senegal 7.9 90.8 37.4 69.7 86.8 28.1 49.7 54.6 65.0 38.4
Low Income
36 Benin 6.0 150.4 37.1 71.3 125.9 -11.6 41.7 84.5 54.3 65.6
37  Burkina Faso 3.3 353.7 20.7 206.5 75.6 47.1 28.7 167.5 39.3 129.2
38  Guinea 9.5 59.8 38.1 66.8 94.4 17.8 39.5 94.7 61.1 47.4
39  Gambia 4.1 267.0 54.1 17.4 82.6 34.6 46.5 65.3 65.5 37.5
40  Guinea-Bissau 2.7 455.2 36.0 76.3 123.1 -9.7 52.2 47.2 70.9 27.0
41  Liberia 16.1 -6.2 34.8 82.4 96.0 15.8 59.1 30.1 75.6 19.0
42 Mali 5.8 160.6 37.7 68.4 80.4 38.3 26.2 193.5 38.8 131.8
43  Niger 1.5 935.1 13.4 375.0 66.3 67.8 28.7 168.0 36.5 146.2
44  Sierra Leone 2.1 619.5 27.6 130.0 85.8 29.7 40.9 87.8 57.6 56.2
45  Togo 5.9 157.0 50.9 249 139.6 -20.4 56.9 35.1 76.5 17.7
Upper Middle Income
46  Algeria 30.8 203.9 94.9 27 110.2 -7.8 72.6 5.8 91.8 -1.9
47  Libyan Arab 54.4 72.0 93.4 4.4 114.2 -11.1 88.9 -13.5 99.9 -9.9
Jamabhiriya
48  Tunisia 34.4 171.8 90.5 7.8 108.8 -6.6 77.6 -0.9 96.8 -7.0

Lower Middle Income

49  Egypt, Arab Rep. 304 -50.4 84.7 -25.1 105.7 5.2 66.4 15.8 84.9 6.0
50  Morocco 13.2 14.3 56.1 132 111.4 -0.1 56.1 37.0 79.5 13.2
51 Mauritania 44 246.8 24.4 159.8 102.0 9.1 57.5 33.7 67.7 33.0
52 Sudan 6.1 148.2 39.0 62.9 72.7 53.0 70.2 9.4 85.9 47

Source: Computed based on data from World Bank (2011a).

Note: All values are for 2010 or latest available. South Sudan became an independent State on 9 July 2011. Separate data for the country is not yet
available hence it is still combined with the Sudan. %Change is the percentage difference between the actual value for each country and the relevant
benchmark.
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Annex table 3.7
Imperatives of human development for Africa as a global growth pole (health)

S/N  Country Name Life expectancy at birth, total Mortality rate, infant (per ~ Survival to age 65, male (% of
(years) 1,000 live births) cohort)
Value (2010) % Change Value (2010) % Change Value (2010) % Change
SOUTHERN AFRICA
Upper Middle Income
1 Botswana 53.0 48.0 36.1 -87.5 41.7 93.5
2 Mauritius 72.9 7.6 13.0 -65.4 66.5 21.4
3 Namibia 61.6 27.3 29.3 -84.6 54.7 47.5
4 South Africa 51.6 52.0 40.7 -88.9 32.0 151.9
Lower Middle Income
5 Angola 50.3 34.9 97.9 -61.2 38.1 73.3
6 Lesotho 46.7 45.2 64.6 -41.3 25.4 159.6
7 Zambia 47.8 41.7 68.9 -44.9 33.9 94.7
Low Income
8 Mozambique 49.3 37.5 92.2 -58.8 36.3 81.7
9 Malawi 52.7 28.6 58.1 -34.7 449 47.0
10 Zimbabwe 48.5 39.9 50.9 -25.4 26.4 150.0
Upper Middle Income
11 Seychelles 73.0 7.4 11.7 -61.5 -
Lower Middle Income
12 Djibouti 57.1 18.6 73.0 -48.0 48.2 36.9
Low Income
13 Burundi 49.4 37.1 87.8 -56.8 42.6 54.8
14 Comoros 60.2 12.5 62.8 -39.6 63.3 4.2
15 Eritrea 60.6 11.9 42.3 -10.3 47.1 40.0
16 Ethiopia 58.1 16.6 67.8 -44.0 49.6 32.9
17 Kenya 55.8 21.4 55.1 -31.1 47.5 38.8
18 Madagascar 66.2 2.4 43.1 -11.9 57.8 14.2
19 Rwanda 54.7 24.0 59.1 -35.8 41.0 60.9
20 Somalia 50.6 33.8 108.3 -65.0 42.3 55.8
21 Tanzania 56.6 19.8 50.0 -24.1 49.6 33.1
22 Uganda 53.1 27.7 63.0 -39.8 45.3 45.5
23 Congo, Dem. Rep. 47.8 41.8 111.7 -66.0 38.8 70.1
High Income
24 Equatorial Guinea 50.5 55%) 80.5 -94.4 42.9 88.0
Upper Middle Income
25 Gabon 61.8 26.8 54.4 -91.7 56.4 43.0

Lower Middle Income
26 Cameroon 50.6 34.0 84.4 -55.0 43.3 52.4
27 Congo, Rep. 56.6 19.8 60.8 -37.6 46.2 42.6
28 Sao Tome and Principe 64.1 5.7 53.1 -28.5 67.7 -2.6
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Country Name Life expectancy at birth, total Mortality rate, infant (per ~ Survival to age 65, male (% of
(years) 1,000 live births) cohort)
Value (2010) % Change Value (2010) % Change Value (2010) % Change
Low Income
29 Central African Republic 46.9 44.5 106.0 -64.2 36.4 81.0
30 Chad 48.9 38.6 98.9 -61.6 42.2 56.5

Lower Middle Income

31 Cote d’Ivoire 54.1 25.4 85.9 -55.8 54.1 219
32 Cape Verde 73.6 -7.9 29.2 30.0 72.1 -8.6
33 Ghana 63.4 6.9 50.0 -24.1 51.9 27.0
34 Nigeria 50.9 33.0 88.4 -57.1 39.9 65.2
35 Senegal 58.6 15.6 49.8 -23.8 48.2 36.8
Low Income
36 Benin 55.2 22.8 73.2 -48.2 62.6 5.3
37 Burkina Faso 54.5 24.4 92.6 -59.0 46.0 43.5
38 Guinea 53.2 27.5 81.2 -53.3 55.9 18.0
39 Gambia 57.8 17.2 56.9 -33.3 48.5 36.0
40 Guinea-Bissau 47.3 43.2 92.0 -58.8 39.4 67.4
41 Liberia 55.5 22.2 73.6 -48.4 56.9 15.9
42 Mali 50.5 34.1 99.2 -61.7 39.5 67.1
43 Niger 53.8 25.9 72.5 -47.7 44.7 47.5
44 Sierra Leone 47.0 44.3 113.7 -66.6 30.2 118.5
45 Togo 56.2 20.6 66.0 -42.5 61.9 6.6
Upper Middle Income
46 Algeria 72.6 8.0 30.5 -85.2 78.6 27
47 Libya 74.5 5.2 13.4 -66.4 75.7 6.6
48 Tunisia 74.5 5.3 13.8 -67.4 78.6 2.6
Lower Middle Income
49 Egypt 72.7 -6.8 18.6 104.0 72.4 -8.9
50 Morocco 71.6 -5.3 30.4 24.8 74.6 -11.6
51 Mauritania 57.9 17.0 75.3 -49.6 50.5 30.6
52 Sudan 60.8 11.5 66.4 -42.8 53.9 22.4

Source: Computed based on data from World Bank (2011a).

Note: All values are for 2010 or latest available. South Sudan became an independent State on 9 July 2011. Separate data for the country is not yet
available hence it is still combined with the Sudan. %Change is the percentage difference between the actual value for each country and the relevant
benchmark.
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Annex figure 3.1

Imperatives of primary enrolment for Africa as a global growth pole
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Annex figure 3.2

Imperatives of secondary enrolment for Africa as a global growth pole
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Annex figure 3.3

Imperatives of tertiary enrolment for Africa as a global growth pole
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Annex figure 3.4
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Annex figure 3.5
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Imperatives of youth literacy rate for Africa as a global growth pole
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Annex figure 3.6
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Source: World Bank (2011a).

Annex figure 3.7

Imperatives of infant mortality rate for Africa as a global growth pole
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Annex figure 3.8

Imperatives of survival to age 65 for Africa as a global growth pole
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Unleashing Africa’s
Development Capacity

AFRICAN ECONOMIES HAVE grown impressively
over the past decade, but the sources of growth have been
mainly agriculture and natural resources (see chapters 2
and 3). Taking advantage of global conditions, Africa must
now unleash its potential and grow even faster. To do this,
it must diversify its economic foundations, industrialize
further, address key development challenges in governance
and institutions, human capital, technology, infrastruc-
ture and agriculture, and promote regional integration
and new development partnerships.

Underlying many of Africa’s socio-economic issues is
bad governance, and without a stable, predictable and
rule-based political order, Africa’s productive potential
cannot be unlocked. Its development potential cannot be
set free unless the intellectual capital of the continent is
maintained and developed. In a knowledge-based world,
investment in science and innovation is the foundation
of a competitive and resilient national economy. African
economies are among the least competitive in the world
because of the huge underinvestment in critical infrastruc-
ture, such as roads, electricity, water and ports. Without
modern infrastructure, Africa’s development potential
cannot be harnessed to its fullest.

The continent’s marginal position in the global economy
is not “destiny” or “fate”. It can be reversed with the right

type of political leadership committed to mobilizing all
sectors of society in support of a common national de-
velopment vision. The institutional framework required
for this task demands a capable and pragmatic bureau-
cracy, which can develop clear development objectives
and targets as well as a common understanding among
all stakeholders, through formal and informal ties with
the private sector and civil society.

In turn, building national consensus that supports a com-
mon development vision requires a social contract in
which the State, private sector and civil society are mutu-
ally accountable for realizing the development vision. As
one aspect of good governance, the social contract must
be cemented in societal structures through well-targeted
policy interventions to ensure the legitimacy of the overall
growth process.

Taking advantage of global
conditions, Africa must
now unleash its potential
and grow even faster.




4.1 Promoting good governance

MANY OF THE socio-economic challenges confronting
Africa are associated with bad governance and lack of a
broad-based and inclusive national development vision
(UNECA, 2009). Unresolved issues of political leadership,
legitimacy and widespread “elite capture” are preventing
Africa from developing. Since the 1990s, with the sponta-
neous growth of people’s democratic movements across
the continent, African leaders have also acknowledged
the results of poor governance. The New Partnership
for Africa’s Development (NEPAD, 2002) identified the
entrenchment of good governance principles and prac-
tices as preconditions for Africa’s development. More
significantly, the APRM provides a framework through

Encouraging good political governance

Even with the progress in promoting democracy in Af-
rica since the early 1990s, the picture is rather mixed,
one of progress and reversals, what Karl Polanyi called
“the double movement” (Polanyi, 1957). The fact that un-
democratic rulers extend their hold on power through the
ballot box with increasing regularity serves as a sobering
reminder of how tentative and fragile the experiment with

Table 4.1
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which African leaders can hold each other accountable
for their commitment to uphold norms of good political,
economic and corporate governance in their countries.

There is growing consensus on the key elements of govern-
ance reforms in Africa (UNECA, 2005 and 2009). These
include: strengthening the institutions of the State in order
to foster predictability and accountability, and promot-
ing a free and fair electoral process; fighting corruption;
enhancing the capacity of public service delivery systems;
and instituting programmes of social protection for those
who are too poor or too sick to work. This section reviews
some of these elements in a political then economic light.

liberal democracy has been. When the basic conditions
for democracy (table 4.1) are either non-existent or are too
weak, the excesses of the executive branch of government
cannot be checked. Yet, despite recent democratic reversals
and the resurgence of a seemingly “predatory” so-called
democratic State, the thirst of Africans for democracy
remains strong (Lynch and Crawford, 2011).

Top 10 performers on measures in the Ibrahim Index, 2011

Score Personal Safety Score Participation

Score Rights

Rule of Law Score Accountability
Continental 48  Continental 43 Continental
Average Average Average
Botswana 97  Botswana 86  Mauritius
Mauritius 94  Mauritius 82  Cape Verde
Cape Verde 88  Cape Verde 82  Seychelles
South Africa 85  Namibia 76 Sao Tome &
Principe
Ghana 85  South Africa 72 Botswana
Namibia 81  Seychelles 68  Comoros
Seychelles 74  Lesotho 65  Namibia
Lesotho 66  Ghana 61  Djibouti
Uganda 65 Rwanda 59  Benin
Malawi 64  Swaziland 59  Burkina Faso

Source: Mo Ibrahim Foundation (2011)

44  Continental 42 Continental 43
Average Average
80  Cape Verde 83  Cape Verde 86
77  Mauritius 80  Mauritius 81
70  Liberia 78  Ghana 75
69  Benin 78  Namibia 69
65  South Africa 75  Benin 68
65  Seychelles 75  South Africa 67
63  Botswana 75  Mali 67
61  Sao Tome & 73 Sao Tome & 65
Principe Principe
59  Ghana 72 Lesotho 62
59  Comoros 68  Zambia 61
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Moreover, the democratization experience in Africa has
focused more on abstract rights and less on achieving
concrete economic rights. Rapid economic growth has
not translated into improved welfare for the majority of
Africans, and the trend is towards wealth concentrating
in the hands of small elites.

For democracy to succeed, there must be significant social
reform and a reduction in socio-economic inequalities.
Political freedom and participation cannot be divorced
from other kinds of freedom. There is an organic link
between political freedom and freedom from hunger,
ignorance and disease (Sen, 1999). In the absence of real
changes in people’s lives, zero-sum mentalities will prevail
instead of moderation, thus undermining the chances for
democratic consolidation and deepening.

Africa governments must therefore tread carefully to ensure
that efforts to reform the economy along free-market lines
do not undermine the equally important responsibility of
a government to protect and promote the economic and
social rights of its citizens. To overcome its democratic
deficit, government must address important issues critical
for restoring the faith of citizens in the integrity of public
institutions, and ensure that the rules governing social and
economic interactions are predictable and stable.

Strengthening the institutions of accountability

The task of strengthening democratic governance must, at
the very least, include the following enabling mechanisms:
the rule of law and constitutional legitimacy; a system of
representation, with well-functioning political parties
and interest associations; freedom of expression and as-
sociation; an electoral system that guarantees regular free
and fair elections; and a system of checks and balances
based on the separation of government powers. Ensuring
compliance requires strong institutions of accountability.

Strengthening these institutions, such as the office of the
auditor-general, internal revenue service, anti-corruption
bureau, electoral commission and relevant parliamentary
budget committees, will greatly assist in improving trans-
parency and accountability in government performance.
Such strengthening will require enhanced investment in
data gathering and analysis, as well as cost-effective com-

puterization and information sharing among government

Despite recent reversals,
Africans’ thirst for democ-
racy remains strong.

agencies. Doing more with less is not just a matter of
efficiency gain. It is also about instilling a culture of re-
sponsibility, accountability and service orientation in
government institutions.

Strengthening the capacity of non-State actors
Democratic participation becomes meaningful only when
individual citizens, through their respective popular or-
ganizations, take an active part in shaping public policy,
and hold their governments and elected representatives
accountable. Meaningful participation also requires grass-
roots civic education to create more active, self-confident
and politically aware citizens. However, many civil soci-
ety organizations and social movements in Africa suffer
from a poverty of ideas, poor leadership and lack of basic
resources, hindering them from becoming an effective
force in protecting and promoting the democratic system
of government, locally and nationally. This institutional
weakness makes it hard for civil society to regularly check
excesses of State power.

The challenge for African governments in the coming
years is how to build strong, vibrant and autonomous or-
gans of civil society across the political spectrum through
which citizens can influence public policy, and assert
and fight for their social and economic rights. Only by
expanding visions and raising consciousness can people
participate effectively in the political process and hold
public officials accountable. A weak civil society and a

For democracy to succeed
there must be significant
social reform and a reduc-
tion in socio-economic
inequalities.




weak state are not good for the practice of democracy.
Both have to be strengthened and sustained.

Constructing an inclusive and viable social
contract

The crucial challenge for African governments is how to
expedite democratization while revitalizing the economy.
This dual task demands an effective and competent State
capable of mobilizing the population in support of a com-
mon national vision to bring about the material emanci-

pation of the poor majority. Economic growth has little

Table 4.2
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meaning unless it is accompanied by complementary
policies to reduce inequality, to ensure access of the poor
to education and basic social services and to strengthen
infrastructure. Growth should lift the ability of the poor
to engage in productive employment and some African
countries are achieving this, as shown in table 4.2. Since
investment in the social sector has a direct impact on
the productive efficiency of the economy, social policy
should become an integral part of democratization and
development (see chapter 2 for a more detailed discussion
on social development issues).

Africa’s top 10 performers on human development indicators in the Ibrahim Index, 2011

Human Development ~ Score Welfare

Continental Average 56  Continental Average 52
Tunisia 88 Mauritius 89
Mauritius 87 Tunisia 83
Seychelles 86  Cape Verde 81
Cape Verde 83 South Africa 80
Libya 82  Botswana 77
Botswana 82 Ghana 69
Algeria 77 Algeria 68
South Africa 77  Dijibouti 68
Egypt 76 Egypt 68
Namibia 72 Rwanda 66

Source: Mo Ibrahim Foundation (2011)

For democracy to survive, let alone flourish, it should
embody social and economic characteristics that are rel-
evant to the aspirations of the majority and that protect
the rights of minorities. This implies a completely different
kind of politics in which the social contract between the
State, private sector and civil society is renegotiated along

Social policy should become
an integral part of democ-
racy and development.

Score Education

Score Health Score
Continental Average 51 Continental Average 66
Seychelles 96  Seychelles 99
Tunisia 87  Libya 98
Mauritius 84  Cape Verde 95
Libya 83 Tunisia 95
South Africa 82 Botswana 91
Algeria 81 Namibia 88
Egypt 79 Mauritius 87
Botswana 78 Sao Tome & Principe 87
Cape Verde 74 Morocco 84
Ghana 66  Swaziland 84

equitable, inclusive and emancipatory lines (Ake, 1996).
Formalized social contracts are an essential ingredient of
a political society. One cannot understand or even begin
to theorize governance and accountability without a sense
of the nature of the social contract in any given politi-
cal system (Adesina, 2007). Without the social contract,
citizens cannot seek to exert accountability as members
of that political community.

African States should therefore strive to build a form of
democracy that emphasizes concrete political, social and
economic rights as opposed to abstract political rights.
There must, as said earlier, be an organic link between
political freedom and freedom from hunger, ignorance
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and disease. The main bases for a more inclusive growth
process are access to productive assets, such as land, and
expansion of productive employment. Important policies
for achieving this goal include agrarian reform and rural
development policies, greater access to high-quality educa-
tion and health services, and stronger critical infrastruc-
ture, thus enabling citizens to have equal opportunities
for upward mobility.

Expanding national policy space

Part of the challenge for restoring and renewing democ-
racy in Africa is that African policy institutions and the
process of policymaking have been captured to a point
where rulers exercise power, but the determinants of policy
appear to be external to the continent. This process took
the form of structural adjustment in the 1980s and has

Improving economic governance

Alongside the politics runs the economics. Countries
with strong institutions and an independent and effective
bureaucracy generally have solid economic growth by
securing property rights, checking corruption, promot-
ing and protecting individual rights and freedoms, and
restraining the government’s discretionary power (Evans,
1995; UNCTAD, 2009a). Conversely, the absence of trans-
parent and predictable institutional frameworks allows
discretionary interpretations that could give rise to rent
seeking and corrupt practices. In countries where strong
and effective government institutions are missing, public
confidence in the integrity of the policy and regulatory
frameworks is diminished and the operation of the market
is distorted (Miller and Holms, 2011).

Since promoting democracy is a political process, it can-
not exclude the central issue of State power. Although the
State in Africa has frequently been the object of popular
resistance, it is unrealistic to assume that any society can
be put on a democratic footing without an effective and
functioning State system (Mkandawire, 2001).

Effective governance of economic development therefore
requires a capable State that does two things: maintain
macroeconomic stability as the foundation for successful
productive development policy; and implement structural
and social policies to unleash productive capacity for

since been extended to core areas of social and economic
policy, such as the PRSPs and the MDGs—and even de-
mocratization (UNCTAD, 2007).

Many of these donor-driven initiatives have added to
erosion of domestic policy space through debt structures,
unfair trade practices and endless loan conditions that
characterize donor-recipient relationships (Utting, 2006).
How to rebuild policy space and reconfigure the politics
surrounding policymaking and how to exercise institu-
tional innovations for pursuing autonomous national
development are critical issues that African countries must
address pragmatically. An effective State with considerable
policy space is a prerequisite for consolidating democracy
and a well-functioning market (UNECA and AUC, 2011).

immediate poverty reduction and for building founda-
tions for long-term growth. Indeed, part of the demo-
cratic movement in Africa is precisely how to build such
a State, that responds to the concerns of the majority of
the population and empowers all to strive to realize their
tull potential (Edigheji, 2010; Mkandawire, 2001).

Certainly, the policy and institutional environment for
doing business in Africa has improved considerably over
the past decade. In 2012, for example, 36 out of 46 econ-
omies in sub-Saharan Africa improved their business
regulations. However, much more remains to be done. The
following section outlines some of the elements required
to build the foundations for broad-based, sustainable

structural economic transformation.

It is wrong to assume that
any society can be put on a
democratic footing without
an effective and functioning
State system.
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A comprehensive development planning
framework and industrialization

African countries need comprehensive development
frameworks underpinned by effective development plans
and policies, including industrial and other sectoral poli-
cies (UNECA and AUC, 2011a). The experience of emerg-
ing economies presents three important lessons. The first
is that there are discernible common characteristics in the
patterns of structural change and economic development
processes in general, and industrialization and diversifica-
tion in particular. The second is that countries that have
achieved high growth in recent history are not the ones
that implemented the prescriptions of the Washington
Consensus such as deregulation, privatization, maintain-
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The third and overarching lesson is that the State plays a
central role in guiding and promoting successful struc-
tural transformation. Indeed, the historical evidence
shows that all countries that have successfully transformed
from agrarian economies to modern advanced economies
had governments that played a proactive role in assisting
individual firms in the shift.

For the development frameworks adopted by African
countries to be effective, States must tackle the weak-
nesses outlined in box 4.1. In addition to rebuilding and
strengthening State capacity, a development framework
should focus on promoting high, sustainable and shared
economic growth through diversification and transfor-

ing a balanced budget, and reducing the role of the State mation. The framework must steer economic and social

in the economy. This is illustrated by Republic of Korea, policies to work in a complementary manner.
Taiwan (Province of China) and China, whose growth

policies exhibit significant departures from that approach.

Structural transformation involves continuous technological innovation, industrial upgrading and diversification, and
improvements in the various types of infrastructure and institutional arrangements that constitute the context for busi-
ness development and wealth creation.

However, Africa’s experience with a range of development approaches (see chapter 3) has not led to genuine trans-
formation, suggesting the need to rethink the role of the State, both in the continent’s economic transformation and in
country-level planning and policy frameworks. It is essential that African States assume their developmental respon-
sibilities and guide sustainable social and economic development.!

Economic transformation in Africa has remained weak for several interacting reasons. First, development strategies have
been ineffective in reallocating factors of production from less to more productive sectors as a means of diversifying
the economies from primary commodities to industry and services with high value added. This has prevented many
countries from fostering the kind of growth that creates decent jobs and reduces poverty. Second, natural-resource
abundance is often associated with distorted incentives to diversify; a problem compounded by the continent’s
challenging environment and geography. Together, these issues lower labour productivity, access to large markets,
economies of scale and production efficiency, and raise production costs.

Third, Africa lags behind the rest of the world in the quality of its economic and political institutions as well as its
business environment. This weakness in quality feeds through to ineffective resource allocation and lack of incentive
systems for innovative long-term investment and private sector development. It also partly accounts for the continent’s
inadequate provision of public goods and social expenditure. Many African countries suffer from large deficits in the
State’s ability to enhance the human capacity of its citizens. Therefore, the degree of public participation and owner-
ship of development programmes is often low.

Note: 1. See UNECA and AUC (2011) for a detailed discussion of the role of the State in economic transformation in Africa.
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The impact of these economic policies will create win-
ners and losers among various economic agents, both as
producers and consumers. Indeed, all segments of society
may be called on to make short-term socio-economic
sacrifices for long-term benefits. Hence, the framework
must contain incentives and sanctions, so that economic
agents who meet targets are rewarded and those who
fail are penalized. This system accords the State a large
role in designing and implementing appropriate conflict-

management arrangements.

Since free-market forces will not drive economic transfor-
mation on their own—issues of market failure abound in
this area—the State must play a central role in allocating
resources and in efficiently coordinating crucial economic
activities. This is particularly relevant to infrastructure,
agriculture and industry.

Industrial production creates job opportunities at high
skill levels, and facilitates dense linkages among service
and agricultural sectors, rural and urban economies, and
consumer, intermediate and capital-goods industries.
In addition, the prices of manufactured exports are less
volatile and less susceptible to long-term deterioration
than those of primary goods, making industrialization
particularly strategic in highly commodity-dependent
developing countries. The move to industry is therefore a
critical tool in creating jobs, reducing poverty and devel-
oping outlying regions. Finally, it can spur technological
advances and innovation as well as productivity gains.
In short, it can play the leading development role more
suitably than any other sector.

Poor delivery of services by
State-owned utility compa-
nies is a major obstacle to
entrepreneurship.

Virtually all today’s successful nations supported and
protected their industries through specific policies and
institutions. They also relied on government policies to
promote growth by accelerating structural transforma-
tion. China is an example, as its phenomenal manufactur-
ing power rests in large part on public assistance to new
industries (Lin et al. 2003). The Chilean Government has
also played a crucial role in developing every significant
new export (Pietrobelli and Rabellotti, 2006). The United
States also owes much of its innovative industrial power
to government support (Lazonick, 2011).

Africa, with its rich endowment of natural and mineral
resources, is the least industrialized continent. Post-in-
dependence industrial strategies were abruptly discon-
tinued in most countries when SAPs were promulgated
(see chapter 3). The slow pace of industrialization of the
continent may be attributed to numerous factors, among
them inappropriate industrial investment policies, and
constraints associated with infrastructure, market size
and technology. Still, despite the early challenges faced,
African governments continue to rate industrialization
among their highest policy priorities, as evidenced by
Africa-wide initiatives (box 4.2).

The Lagos Plan of Action of 1980 considered industrialization as the means of attaining self-reliance and self-sustained

development. This was strongly reflected in proposals for Industrial Development Decades for Africa. However, despite

isolated successes, the effects of these proposals were deemed disappointing by most African countries, as they

were hampered by an absence of mechanisms for implementation, coordination and monitoring.

Subsequently, the African Productive Capacity Initiative was adopted by AU and NEPAD in 2004 as the overarching
framework for sustainable industrial development in Africa. Further, during the AU Summit in 2008, the Heads of State

and Government adopted the Plan of Action for the Accelerated Industrial Development of Africa.




The issue of national industrial policies has been making
its way back onto the ‘radar screens’ of many African
governments, with the adoption of new industrial policies
in recent years. Some of these policies combine both ac-
tive industrial instruments and broader macroeconomic
measures. In addressing Africa’s industrial development
challenges in the twenty-first century, consensus is being
built on the need to create competitive industries (Africa
Union, 2007b). From a technical perspective, it is implicitly
recognized that competitiveness can be drawn not only
from existing (static) comparative advantages, such as
Africa’s immense natural resources base, but also from
created (dynamic) comparative advantages.

Improving public service delivery and reducing
costs

The cumulative effects of unreliable power supply, bad
roads and poor communications on competitiveness,

Figure 4.1
Power outages and lost sales

African Countries

30
/325
5 ¢
ézo
g N
= 15
S0t
< ¢
% 10 L4 ‘ ‘
£l ¢
2 0 0
=5 30: L ¢
¢
2
0 T T T T T T T !
0 5 10 15 20 25 30 35 40

Duration of power Outages (Hours)

Source: World Bank Enterprise Surveys 2005-2011.

110 Economic Report on Africa 2012 Unleashing Africa’s Potential as a Pole of Global Growth

overall economic growth and job creation are immense.
In many African countries, poor and ineffective delivery
of services by State-owned utility companies is a major
obstacle to entrepreneurship and the right of citizens to
enjoy healthy living. Access to reliable electricity and
clean water are two of the most pressing challenges that
consumers and private operators face on a daily basis
(figure 4.1). Frequent power outages impose a substantial
loss on sales and working hours. In Nigeria, for example,
almost 40 per cent of electricity is privately provided
by generators, and businesses report that outages occur
almost every day of the year. The country’s main electric-
ity company, the State-owned Nigerian Electric Power
Authority, is riddled with inefficiency yet is allowed to
continue running at a loss.
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Nigeria is not alone. The problem of poor service delivery
is widespread across the continent. What has been missing
in many African countries is decisive political leadership
to dismantle ineflicient utility companies. The need is
often acknowledged, but rarely acted on.

Nevertheless, the situation today is far from hopeless.
It also varies widely, as a glance at the indicators shows
(figure 4.1). Improving service delivery by State utility
companies requires deliberate State action to force them to
operate on market principles, and to hold their managers
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and regulatory agencies accountable. Greater efficiency
can be brought into these company operations—provi-
sion of electricity and water in particular—by fostering
competition through deregulation and privatization, pub-

ventures, management contracts and other market-driven
approaches. Whatever approach is chosen must be based
on empirical evidence rather than political bias, and the
power of regulators should be strengthened to ensure

lic—private partnerships (PPPs) and various forms of joint that utility companies do not cut corners to save money.

Figure 4.2
Costs of doing business
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of property and investor rights, than businesses in any
other region (World Bank, 2011b; Okey, 2011). Neverthe-
less, the situation is ameliorating. Both Doing Business

Creating an enabling business environment
African private sector operators face greater regula-
tory and administrative burdens, and less protection




The war against corruption

should be stepped up.

2012 (World Bank, 2011b) and the Africa Competitive-
ness Report 2011-2012 (WEF, 2011) point out that several
African countries have recently made impressive gains
in economic governance. Among the top 30 most im-
proved economies between 2001 and 2008, a third is in
sub-Saharan Africa. In the top 10 are five sub-Saharan

African countries.

These improvements are generally attributed to better
regulations and ease of doing business, improved access to
credit and better enforcement of contracts. However, much
remains to be done to upgrade conditions to international
standards. Corruption remains too common, with 27 of 47
African countries classified as having “rampant corrup-
tion”. In another 17 countries, corruption is regarded as a
“serious challenge” by business people. Only in Botswana,
Cape Verde and Mauritius is corruption seen as less of a
burden (World Bank, 2011b).

In order to unleash the productive potential of Africa’s
private sector, decisive government actions are needed
to cut unnecessary and costly red tape in such areas as
accessing electricity or telephone connections, securing
building permits and land titles, or an operator’s licence
to start a business. The war against corruption should
be stepped up—and will last a long time. Waging war
requires persistence, a balanced approach that combines
incentives as well as regulation, and an effective State
with the capacity to implement and monitor outcomes

Bridging the informal-
formal divide should be
central to creating a condu-
cive business environment

in Africa.
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and ensure that the benefits far outweigh the costs. In ad-
dition, the fight must be broad-based and targeted at all
sectors of society—not just political rivals or opponents.

Then there is the issue of informality. The nature and
characteristics of the private sector in Africa, with high
and dominant informality, demand a particular approach
to getting the most out of it. Informality is pervasive, and
accounts for a large share of goods and services produced
and consumed. It is responsible for perhaps 78 per cent of
urban employment in sub-Saharan Africa, and as much
as 93 per cent of new jobs (Xaba, Horn and Motola, 2002).

The International Labour Organization (ILO) estimates
that 80 per cent of the non-agricultural workforce in
sub-Saharan Africa is in the informal economy, as are 92
per cent of non-agricultural job opportunities for women
(ILO, 2009). As a share of gross national income, infor-
mality ranges from under 30 per cent in South Africa to
nearly 60 per cent in Nigeria, Tanzania and Zimbabwe
(Verick, 2006). Yet, informal operators face many chal-
lenges, from harassment by authorities to lack of access
to credit and basic services such as electricity and water.
This can largely be attributed to the absence of a policy

framework.

Bridging the informal-formal divide should be central in
plans to create a conducive and inclusive African busi-
ness environment, one that supports various categories of
informal operators, especially youth and women, helping
them to move up the technological and entrepreneurship
ladder through programmes of education and training,
skills and technological transfer, and subcontracting pos-
sibilities with formal firms and with government procure-
ment (ILO, 2009; Hallward-Driemeier, 2011). In this way,
informal enterprises could grow to become more produc-
tive formal enterprises, generating jobs and growth, and
usefully boosting tax receipts.

Creating an enabling environment for

enterprises to leap-frog onto a green growth path
Efforts to improve the business environment have to
go beyond increasing efficiency and profits. They also
need to promote innovation and the intensive use of sci-
ence and technology by domestic firms through market
mechanisms rather than administrative fiat. National
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governments should consider creating an enabling busi-
ness environment to help enterprises to take up new en-
vironment friendly technologies in production so as to
enable them to make the transition to a green economic

future without having to incur huge costs. Through tax
incentives and subsidies, and working with the private
sector, governments should promote environmentally
sustainable models of production among domestic firms.

4.2 Investing in human capital and technology

TAPPING DEEPER INTO Africa’s productive poten-
tial cannot happen unless the intellectual capital of the
continent is at least maintained, and then developed.'
Education, both basic and tertiary, provides the basis for
building national capabilities to improve productivity and
competitiveness. Africa has greatly improved access to
primary education but still faces a daunting challenge in
improving the quality of secondary and tertiary education.

One troubling aspect of the current system is the discon-
nect between what is taught in the formal system and the

demands of public and private employers for graduates
with skills in business administration, entrepreneurship,
finance, and science and technology (Gyimah-Brempong
and Ondiege, 2011). Too many graduates leave second-
ary school or universities with only a general education
qualification while jobs for individuals with technical
and management skills remain vacant. Bridging this gap
requires a plethora of actions in priority areas.

Prioritizing science and technology, and business development education

In the newly industrialized countries of East Asia, techno-
logical advance has been a key driving force, accounting
for the major part of productivity growth. The situa-
tion in Africa is quite different despite huge government
investment in education. While about half or more of
students enrolled in tertiary educational institutions
in fast-growing economies such as Republic of Korea,
Taiwan (Province of China) and China are enrolled in
science, engineering, technology or business disciplines,
the equivalent figure for Africa is about one fifth. The
majority are enrolled in other disciplines, including about
one third in the social sciences and slightly less in educa-
tion (Gyimah-Brempong and Ondiege, 2011). The result
is that, while graduates of African tertiary educational
institutions go unemployed, African counties continue
to face shortages of skilled labour.

The key to sustained growth, competitiveness and eco-
nomic transformation is a progressive upgrade of national

technological capacity, and quality and relevance should
be the hallmark of higher education reform in Africa.
Greater emphasis must be given to improving scientific
and technological skills, business management and other
fields that will set the key to unlocking Africa’s productive
potential (Gyimah-Brempong and Ondiege, 2011). This
can largely be achieved through a radical restructuring
of the existing tertiary education system via curricular
reform, appropriate funding mechanisms and incentives

for innovation and high performance.

Quality and relevance
should be the hallmark of
higher education reform in
Africa.
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Investing in programmes to retrain and retool unemployed graduates

The mismatch between the skills needed in the labour
market and the academic-focused training of graduates is
a huge waste of human capital. In the short and medium
term, human resource development policy should move
to retrain and retool unemployed school graduates from

secondary and tertiary educational institutions in order
to meet the growing demand for other skills on the labour
market. Such skills include ICT, services, and transport
and logistics. Governments should also work with the
private sector to link potential employees and employers.

Developing national strategies to attract skilled members of diasporas

African governments recognize the contributions of their
people living in the diaspora to the economic development
of their home countries, both as investors and transmit-
ters of remittances, knowledge and skills (Brinkerhoff,
2006; Kapur, 2001). Some 15 African countries have set
up diaspora-related institutions or ministries. In addition,
the AUC has created the African Citizens Directorate to
deal with overarching issues in the relationship between
diasporas and home governments.

Initial interest by African governments in engaging mem-
bers of their diasporas in developing the homeland may

have been motivated by financial or economic consid-
erations, but diasporan communities also transfer non-
financial resources—or “social remittances”—such as
skills and modern values from the West to Africa. Even-
tually, these resources may have more profound impact
on the attitude of societies to freedom, gender equality,
tolerance of differences, human rights, governance and
political practices. Skilled diasporans, particularly those
in teaching and research at leading Western universities,
can play a critical role in transforming African universi-
ties through their research, teaching and mentoring of
young scholars and future graduate students (box 4.3).

The International Organization for Migration (IOM), with the Diaspora Coordinating Office of the Ethiopian Ministry of
Capacity Building, administer the Migration for Development in Ethiopia (MidEth) programme, an IOM country-specific
programme of its larger initiative—Migration for Development in Africa.

Set up to address skills gaps in Ethiopia, the programme offers several components, including a transfer of knowledge
and technology scheme. The objective of such transfer is for skilled diaspora members to return to Ethiopia temporarily,
preferably six months or more, to provide support to ministries and public institutions.

The programme is coordinated by Ethiopian embassies, which recruit members of the diaspora, and by he Ministry
of Capacity Building, which assesses the needs for skilled workers in Ethiopia. IOM in Ethiopia coordinates logistics.
A focus of the programme is universities in Ethiopia seeking skilled professionals, and lists of positions are available
on embassy websites. The Ministry of Capacity Building partly funds the programme by paying for the flights and
housing costs of temporary returnees. The United Nations Development Programme (UNDP) funds other aspects of
the programme, including IOM coordination activities and paying the diasporan member a top-up of a maximum of
$300 a month.

A successful programme is that with the Ethiopian North American Health Professionals Association (ENAHPA). Es-
tablished in 1999, ENAHPA is a network of diasporan and non-diasporan volunteers dedicated to improving health in
Ethiopia. Each year, via MidEth, ENAHPA sends health professionals to Ethiopia to train, lecture and run workshops
with medical professionals. ENAHPA organizes the health professionals, IOM funds their flights and the Government
of Ethiopia approves their mission.

Source: Kuschminder and Siegel (2010).
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Transforming the university system to become a catalyst for change

No country in the world has managed to join the knowl-
edge-based global economy by investing only in primary
education. As Africa prepares to become the next global
growth pole, national governments must emphasize
post-graduate and university education, with a particu-
lar focus on science and technology, business studies,
and a strong research culture in African universities.
University reform should involve the way knowledge

Investing in regional centres of excellence

African governments need to support centres of excellence
in science and technology. The more proficient countries
in this field, such as Egypt, Kenya, Nigeria and South
Africa, can become regional incubators to cover smaller
countries. National and regional centres of excellence,
along the lines of the Indian Institute of Science and
Technology and the University of Botswana Business
Clinic, should be established.

is produced, the nature and content of knowledge, the
place of research and knowledge production and how
to pay for it, and the kinds of partnerships that univer-
sities in Africa should seek to be equal players in the
global arena while remaining relevant nationally and
locally (Zeleza and Olukoshi, 2004; Aina, 2010). These
important issues have major implications for the future
of Africa’s universities.

Such centres aim to promote high-quality research to
be shared by geographically dispersed institutions. The
African Economic Research Consortium (AERC) has
collaborative MA and PhD degrees in economics, as one
example. The approach can be replicated for agriculture,
business management, engineering and ICT training

programmes.

4.3 Investing in physical infrastructure

NO COUNTRY HAS sustained rapid growth without
keeping up fairly steep rates of public infrastructure
investment. Infrastructure affects growth in two main
ways—directly through physical capital accumulation
and indirectly through improvements in productivity. At
the microeconomic level, investment in infrastructure en-
hances private activity by lowering the cost of production
and opening new markets, and presenting new production
and trade opportunities. At the same time, infrastructure
investment in power generation, water, sanitation and
housing improves the social well-being of citizens.

The inadequate and poor quality of infrastructure in
Africa is a major obstacle to unleashing Africa’s develop-
ment potential. Empirical research indicates that Africa’s
infrastructure deficit is lowering the continent’s per capita
economic growth by 2 percentage points a year and reduc-
ing the productivity of firms by as much as 40 per cent
(Foster and Briceo-Garmendia, 2010; Ramachandran,
Gelb and Shah, 2009).

The continent faces huge infrastructure challenges, in
particular:

» Access to electricity for 30 per cent of the population
compared with 70-90 per cent for Asia, Latin America
and the Middle East.

» A telecommunications penetration rate of about 6 per
cent compared with an average of 40 per cent for other
regions of the world. Africa has the lowest Internet
penetration—3 per cent.

Inadequate and poor infra-
structure is a major obstacle
to unleashing Africa’s
development potential.
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» A road access rate of 34 per cent compared with 55
per cent on average for other regions, and some of
the highest transport costs in the world.

» Access to water and sanitation (65 per cent urban and
38 per cent rural) compared with water access rates
of 80-90 per cent for other regions.

Table 4.3
Density of infrastructure

Normalized units

Sub-Saharan low-income countries
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Largely due to this underinvestment (table 4.3), African
countries are among the least competitive in the world.
Alone, increasing per capita growth in electricity output
from 2 per cent to 6 per cent would lead to a one-half per-
centage point increase in economic growth. Infrastructure
in Africa is in dire need of rehabilitation, upgrading and
expansion to make up for many years of poor maintenance

and even neglect.

Other low-income countries

Paved-road density 31
Total road density 137
Main-line density 10
Mobile density 55
Internet density 2

Generation capacity 37
Electricity coverage 16
Improved water 60
Improved sanitation 34

Source: Adapted from Foster and Bricefio-Garmendia, 2010:3
Recent initiatives and the financing gap

African leaders have shown renewed commitment to
addressing the continent’s infrastructure gap through
strong partnerships with global and regional institutions.
Various planning frameworks developed by NEPAD since
its inception? were brought together under one umbrella,
the Programme for Infrastructure Development in Africa,
in July 2010. This covers all four key sectors of transport,
energy, trans-boundary water and ICT (AfDB etal., 2011).
It will be carried out in two stages—study and implemen-
tation—and is therefore work in progress.

Sub-Saharan Africa’s infrastructure requires an estimated
$93 billion a year, two thirds for capital spending (table

134
211
78

76

326
41
72

51

4.4). Actual spending is put at $45 billion a year, and
after accounting for potential efficiency gains that could
amount to $17 billion, Africa’s infrastructure gap remains
substantial at close to $31 billion a year, or 12 per cent of
its GDP (Foster and Bricefio-Garmendia, 2010). About
half the total investment needs are for power, followed
by transport and water.

As scope for raising additional tax or user fees to fill the
financing gap is highly constrained, simultaneous actions
on two fronts are required: mobilizing resources and get-

ting more out of current investments.
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Table 4.4

Sub-Saharan Africa: infrastructure needs, 2006-2015, ($billion a year)

Capital expenditure
ICT 7.0
Irrigation 2.7
Power 26.7
Transport 8.8
Water and sanitation 14.9
Total 60.4

Source: Foster and Bricefio-Garmendia, 2010, p. 58.
Mobilizing resources

Efforts to encourage more domestic and external devel-
opment finance should have high political priority at
international and national levels. There is considerable
scope for further innovation in mobilizing new sources
of development finance if the political will exists. This
section looks at the options open to Africa. Chapter 5

discusses matters in more detail.

Developing domestic financial and capital
markets

Much effort is going towards attracting investments for
infrastructure from external private and official finance
for infrastructure development, but harnessing domestic
resources has not been sufficiently explored (Inderst, 2009;
UNCTAD, 2007). Approaches would include pension
funds, sovereign wealth funds (in the case of mineral-rich
African countries) and insurance funds. Several countries
in Africa, such as Ghana, Kenya, Nigeria and Senegal,
have started to tap into pension and insurance funds for
infrastructure financing.

Through structural reforms, African governments can
also develop long-term local capital markets, which in-
clude government and non-government bond markets
and equity markets. New instruments, such as diaspora
bonds and commodity-linked bonds, are already being
used (Ratha and Ketkar, 2007; Kuschminder and Siegel,
2010). A domestic bond market is fundamental to the
pricing of credit risk associated with long-term financing.
Local stock markets could be strengthened to absorb large

Operations and maintenance Total spending
2.0 9.0
0.6 3.3
14.1 40.8
9.4 18.2
7.0 21.9
33.0 93.3

public offerings of shares in order to increase availability of
long-term financing. Measures could be taken to enhance
the role of banks as intermediaries for infrastructure
projects by creating instruments and markets to shape
risk, maturity and duration.

Encouraging FDI from emerging economies

The increasing importance of emerging and developing
countries such as Brazil, China, India and Turkey in global
trade, finance and investment has opened up opportunities
for closer economic relations between Africa and these
players. The contributions of China and India to Africa’s
infrastructure have been quite visible and very hard to
ignore (Foster et al., 2008). These emerging powers have
relatively large financial resources as well as appropriate
skills and technology that African countries need to ad-
dress their development needs. China has been the biggest
investor in African infrastructure (box 4.4).

Resource-rich African
countries should leverage
the commodity boom to
negotiate “resource-for-
infrastructure” deals.
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Chinese infrastructure financing commitments in Africa surged in 2001-2009 to $14 billion. In 2008 alone, among the
top 225 international contractors, Chinese contractors had 42.4 per cent of the African market.

Most Chinese financing commitments are in electricity, ICT and transport. By value, power projects account for ap-

proximately half the Chinese-financed projects. Around one third of these financing commitments went to 10 of the 16

landlocked African countries, and about two thirds went to low-income economies. Rehabilitation of projects previously

financed by China account for 18 per cent of Chinese-financed projects, most of them in rural areas.

The entry of Chinese construction companies and infrastructure developers into the equity/PPP project market is

still in initial stages, but the firms recognize this as a growing market. According to one survey, competitive bidding

represents slightly less than 90 per cent of contracts won in Africa by Chinese contractors. They are localizing more,

by creating jobs for Africans and investing in training for local employees.

Source: Chen (2010).

African countries should therefore make all efforts to at-
tract FDI from these countries into physical infrastructure
development. Not only do the Chinese have the financial
resources but also the proven expertise and know-how.
Resource-rich African countries should leverage the com-
modities boom to negotiate “resource-for-infrastructure”
deals from a better informed platform.

Accelerating institutional and governance
reform

Essential for mobilizing the necessary domestic and ex-
ternal private finance for infrastructure development
is designing and establishing the relevant policies, laws
and regulations that provide predictable and accountable
rules, mechanisms, and procedures on tendering and
bidding, and that enforce contracts between the public
and private sectors (Shendy, Kaplan and Mousley, 2011).
This also entails improving regulatory performance and
applying more explicit competition rules and procedures.

Getting more out of current infrastructure investment through efficiency gains

Achieving greater efficiency in service delivery and ensur-
ing value for money are essential in their own right, as well
as complementary to mobilizing finance. By accelerating
reform in the infrastructure sector, Governments can reap
huge savings through efficiency gains. The World Bank
estimates that some $17 billion can be saved through
greater efficiency in infrastructure (Foster and Bricefio-
Garmendia, 2010). Some key approaches are outlined in
the following section.

Promoting PPPs through a transparent
engagement framework

Infrastructure investment in Africa has remained low
for so long for several reasons. First, infrastructure in-
vestments have the characteristics of a public good (i.e.,

they are non-exclusive in consumption), which gives the
private sector very little incentive to invest. Second, the
lack of long-term stable finance, high sector-specific risks,
political instability and poor governance limit private par-
ticipation. Third, the public sector has too few resources
to provide infrastructure financing.

In recent years, the idea of PPPs for infrastructure has
gained acceptance in African policymaking circles. Given
the fiscal crisis of African countries and the shortage
of long-term locally denominated debt, several African
countries are encouraging PPPs, including joint ventures,
build-operate-transfer schemes and similar arrangements,
which could help to upgrade and expand the infrastruc-
ture base (Shendy, Kaplan and Mousley, 2011; Foster and
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Bricefio-Garmendia, 2010). For PPPs to succeed, however,
governments have to develop clear and transparent insti-
tutional frameworks that cover many sides of PPP transac-
tions, from project development to contract compliance.
PPPs also need strong bodies to monitor implementation,
evaluate results and ensure overall compliance in meeting
performance targets (UNECA, 2011b).

Dismantling monopolies and encouraging
competition

Operational inefficiencies and corruption are widespread
problems in publicly run utilities. Such inefficiencies in
power cost Africa $2.7 billion a year, or around 0.8 per
cent of GDP (Foster and Bricefio-Garmendia, 2010).% It
is estimated that the continent’s average power distribu-
tion losses are 23.3 per cent, more than twice the norm

Table 4.5
High-cost of African infrastructure

Sector

Power tariffs ($ per kilowatt-hour)

Water tariffs ($ per cubic metre)

Road freight tariffs($ per ton-kilometre)
Mobile telephony ($ per basket per month)
International telephony ($, 3 minutes to US)
Internet dial-up ($ per month)

Source: Foster and Bricefio-Garmendia, 2010, p. 50.

Note: Ranges reflect prices in different countries and consumption levels.

Governments can secure greater efficiency and lower
costs in electricity and water by fostering competition
through deregulating and privatizing. The best example in
Africain recent years is telecommunications. Deregulat-
ing the sector, which allowed competition among private
providers, was responsible for the rapid expansion of
mobile telephony in many parts of the continent. Similar
efforts should be made to foster competition in energy,
transport, banking and finance. Privatization has to be
complemented with enabling regulation to ensure that
private monopolies do not arise.

The problem of corruption and inefficiency in operat-
ing and managing State utilities in Africa is part of the

Transforming agriculture is
a precondition for unleash-
ing the continents develop-
ment potential.

of 10 per cent for developing countries. Although this
affects all countries to some degree, these inefficiencies
reduce the pace of electrification, drain the public purse
and undermine the performance of utilities. The problem
is not just limited to poor network coverage, but comes
through in the exceptionally high price of infrastructure
services in Africa (table 4.5).

Africa Other developing regions
0.02-0.46 0.05-0.1
0.86-6.56 0.03-0.6
0.04-0.14 0.01-0.04

2.6-21.0 9.9
0.44-12.5 2.0
6.7-148.0 11

broader unfinished economic governance agenda. Africa’s
State utilities embody only about 40 per cent of good
governance practices for such enterprises (Vagliasindi
and Nellis, 2009), despite the substantial sums spent on,
for example, management training, internal accounting
and auditing, as well as regulatory agencies. Some efforts
have led to successful outcomes—the Botswana Power
Corporation and the Kenya Power and Lighting Company,
for instance—but results generally have disappointed
(Nellis, 2005). The best laid plans for institutional reform
can be stymied unless Governments make a commitment
to hold ministries, regulatory agencies, contractors and
the management of utilities accountable.
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4.4 Unleashing Africa’s agricultural potential

AGRICULTURE REMAINS THE mainstay of Africa’s
economies. It employs 90 per cent of the rural workforce,
60 per cent of the total (urban plus rural) labour force,
accounts for as much as 40 per cent of export earnings and
provides over 50 per cent of household needs and income
(UNECA, 2007a). Yet, the sector received the least atten-
tion from national governments until 2003 when African
leaders adopted the Comprehensive African Agriculture
Development Programme (CAADP). Failure to transform
agriculture has kept millions of rural Africans trapped
in a cycle of underproduction, underemployment, low
incomes and chronic poverty (UNECA and AUC, 2009).

The sector’s poor performance is largely due to the lack
of critical rural and interregional infrastructure, limited
access by farmers to credit, the low skills base of small
farmers, absence of security of land tenure and pervasive
taxation of smallholding farmers by national govern-
ments (World Bank, 2007). Value chains and innovative
small-farming systems are embryonic, while irrigation
and fertilizers are underdeveloped. Thus, food production
per capita has fallen as agricultural output has stagnated,
and the demographic transition remains delayed (UNECA
and AUC, 2009b).

The persistent and widespread anti-rural bias in Africa
is in sharp contrast to the successfully industrialized
economies of East Asia, such as Korea and Taiwan (China),
where agrarian reform and the green revolution were
major channels of wealth creation and income distribu-
tion in the early phase of development. A critical force
in transforming agriculture in countries such as China
and Korea was an activist and development-oriented State
that invested heavily in transport and communications

infrastructure, agricultural research and extension, irriga-
tion systems and storage facilities—all essential factors for
raising productivity and increasing income for the poor.

East Asia’s agrarian transformation served as the basis
for economies to industrialize, paving the way for a more
diversified base to emerge. Increased incomes for farmers
created buoyant demand in rural areas for farm inputs, for
processing and marketing services as well as for consumer
goods and services. This was followed by the switch to
export-led industrialization strategies, which sparked
rapid growth in industry and in urban centres. This in
turn resulted in major spillover benefits for rural areas,
generating remittances from workers who had migrated to
urban areas and bringing non-farm opportunities to rural
areas. Furthermore, urban-based industries have sought
to locate some of their labour-intensive activities (such
as food processing and metal fabrication) to lower-wage
rural areas. The final push came from market liberaliza-
tion in the late 1990s, which unleashed the full force of
the market and brought international competition and
FDI into these economies, including rural areas.

The successful experience of Asia and Latin America in
transforming agriculture is known to many African poli-
cymakers, who increasingly recognize, along with their
development partners, that transforming agriculture is a
precondition for unleashing the continent’s development
potential (UNECA and AUC, 2009b; UNECA, 2007b).
The priority tasks =—of Africa’s agricultural revolution
are complicated and multifaceted, and involve techno-
logical, macroeconomic, institutional and ecological di-
mensions—purposes for which AU formulated CAADP
(box 4.5).
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The prospects for agricultural transformation, which would propel industrialization and social development, have never
been better in Africa (UNECA and AUC, 2009b). The emergence of the continental and regional policymaking machinery
alongside national policies in recent years has been a major turning point. CAADP is now the basic reference point for
African governments to improve agricultural productivity and reduce hunger on the continent (AUC, 2003 and 2006).

Development partners, private foundations and the international private sector are showing increasing interest in
raising Africa’s productivity in agriculture, so as to ensure food security and to use agricultural transformation as the
foundation for industrializing Africa. Some of the most notable examples are the Africa Food Security Initiative launched
by the G-8 at the CAquila Summit in 2009, with the commitment of $22 billion over two years; US President Barack
Obama’s Feed the Future Program; the Alliance for a Green Revolution in Africa, a private initiative headed by former
UN Secretary-General Kofi Annan; and the New Vision for Agriculture, an initiative of the World Economic Forum,
whose aim is to expand partnerships, catalysing investment and integrating best practices in the way private actors
from outside Africa should support agriculture on the continent.

Progress in implementing the CAADP framework

CAADP as a framework has continental reach but envisages that a thorough assessment of country-level agricultural
and food security programmes, policy frameworks and institutional arrangements has to precede any credible in-
vestment planning. CAADP also uses key analytics, such as critical review of constraints and policy gaps, economic
modelling, growth-option analysis, and external review of investment plans. The latter is supported by the Regional
Strategic Analysis and Knowledge Support System, an Africa-wide network of regional nodes supporting the imple-
mentation of CAADP.

The roadmap for CAADP focuses on expanding areas under cultivation, managing land and water sustainably, improving
market access and infrastructure, increasing food supplies, improving responses to food emergencies, and improving
dissemination and adoption of agricultural research and technology. In the Maputo Declaration on Agriculture and
Food Security in Africa, adopted by the AU Conference of Ministers of Agriculture in July 2003, African countries were
urged to allocate 10 per cent of their national budgets to agriculture within five years. Only four countries have done so,
however: Ethiopia (13 per cent), Ghana (10 per cent), Malawi (14 per cent) and Mali (17 per cent). Many countries hardly
reach 4 per cent of GDP and have to depend on ODA for funding agriculture and other sectors (Benin et al., 2010).

Implementation of the CAADP framework is in its early phases—some 40 countries are at different stages, from for-
mally recognizing CAADP as having value addition to efforts to formulate CAADP-aligned programmes and projects.
As of September 2011, 27 countries had completed the CAADP roundtable process and signed their compacts. Of
these, around 20 had developed CAADP-based Agriculture and Food Security Investment Plans and were subjected
to AUC and NPCA-led independent technical reviews. Fourteen countries have organized CAADP business meetings
that showcase the outcome of the independent technical review that aims to garner domestic support and mobilize
international assistance. These moves are taken as a demonstration of a strong joint commitment by government,
private sector, civil society, farmers and development partners. ECOWAS has also signed a regional compact (Benin
et al., 2010).
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As CAADP implementation moves forward, experimenting, piloting and capturing best practices for wider application
should be the manner of operation. Policy reforms should begin with modest and pragmatic interventions that bring
small farmers, the State and markets together, and progressively unlock agriculture’s potential. Experimentation and
piloting can help to reduce risks and improve the success rate of reforms through scaling up pilot projects that worked
and eliminating unsuccessful policy options that could potentially produce disastrous spillover effects (Hoffman and
Wu, 2009).

Among the many priority issues identified by CAADP for transforming African agriculture, four stand out:

Increasing land under cultivation

It is estimated that 60 per cent of cultivable land in Africa is not under production, which gives considerable room for
increasing agricultural production, both for staple foods as well as exports (McKinsey Global Institute, 2010; ). A com-
prehensive review of archaic tenure systems is needed, as are different types of property ownership and use. Reforms
on land tenure can be initiated either top down, or bottom up from small, local experiments. Such approaches can
bring huge tracts of unused land into production. Particularly important in Africa is the need to rehabilitate large tracts
of degraded land using soil and water conservation measures, and through sustainable use of modern technology
and inputs (UNECA and AUC, 2009).

New modalities of land ownership and use would provide an opportunity to attract FDI in agriculture through joint
ventures of lease arrangements, though they must not be permitted if they displace communities already using the
land for production (AUC, AfDB and UNECA, 2010).

Raising yields of staple foods

High rates of population growth, urbanization and high global food prices are putting pressure on governments to
increase the yields of staple foods. This remains a particular challenge for Africa where investment in infrastructure,
technology and agricultural research is weak, and use of yield-enhancing practices (such as fertilizers and pesticides,
mechanical tools and irrigation) is very low relative to other developing regions.

Improving the productivity of small farmers should be a key policy target over the next two decades. This demands high
and sustained levels of investment in key public goods for the rural sector, such as roads and irrigation infrastructure, as
well as support for innovative farming technologies and learning systems for small farmers. Experience from countries
that have undergone a successful green revolution shows that access to science and technology for small farmers,
via research institutes and demonstration centres, is crucial for fully realizing their potential. Such an approach, along
with agricultural extension centres and access to credit and seeds, should be expanded (OECD-DAC/IPRCC, 2010).

Linking farmers to markets

Most African farmers produce for subsistence, yet with help they have considerable scope to farm more profitably by
producing high-value products. Beyond capacity building and improved access to inputs, farmers need to be linked
to markets through regional value chains (UNECA and AUC, 2009). This requires development of small- and medium-
sized rural industries—the vital links to global and regional markets.! More FDI is also needed in agriculture, with well-
defined forward and backward linkages, spawning new manufacturing and service sectors (UNECA and AUC, 2009).
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Expanding opportunities for non-farm rural employment

Beside increasing productivity in agriculture and linking farmers to global value chains, it is vital to generate non-farm
jobs by diversifying the rural economy—arguably an even greater challenge than the technical rehabilitation of agri-
culture. Despite the preponderance of smallholder agriculture, the rural population is becoming less agrarian. This
process, which started in the final days of colonialism, has been accelerating as a result of environmental degrada-
tion, population growth and land subdivision, which make it hard for large numbers of small farmers to rely only on
subsistence agriculture.

Expanding non-farm rural jobs should be an integral part of an agriculture-led rural industrialization strategy. Rural
productivity increases can be achieved through public works programmes such as secondary roads, reforestation
and soil conservation, clean water supplies, rural electrification, and construction or rehabilitation of rural schools and
health centres. Such non-farm employment activities, while providing additional incomes for the rural poor, would
also strengthen the internal working of the rural economy by stimulating production and consumption of local goods
and services.

Note: 1. Such as agro-processing and packaging industries; providers of agricultural inputs and cold storage; marketing agents; clearing agents
and freight handlers at ports; and quality assurance and certification agents.

For the first time in many decades, African policymakers
are looking to smallholder farming as an option for spark-
ing a successful rural transformation. This hope feeds
on the successful rural transformation in China, where
smallholder-focused land and price reforms triggered a

Improving access to land through tenure reform

Although Africa has some 60 per cent of the world’s arable
land, access to land—particularly by women—remains a
huge problem, and insecure tenure prevents farmers from
investing their labour and meagre resources in technol-
ogy to improve the land’s productivity. The need for land
reform is recognized, but rarely acted on (Chambers,
1991; Pausewang et al., 1990). This problem still persists
although countries such as Ethiopia are experimenting
with new land-use practices to reduce uncertainty among
farmers. Ethiopia’s community-driven land certification
has been an effective way to improve land-use practices
to reduce encroachment and improve soil conservation
(Deininger et al., 2007).

There is no single universal model of land reform that
countries should follow. Land ownership patterns in each
country are historically and culturally determined and

massive increase in agricultural production. Rural manu-
facturing and allied activities now account for the larg-
est share of income and employment in rural China. In
Africa’s own contexts, the following options require the

most serious attention.

each country must pursue a land reform policy that takes
into account the local ecological, social and cultural con-
texts. Neither the old system of communal land ownership
nor the modern form of private ownership can adequately
address the problem of land scarcity, which has been ac-
centuated by rapid population growth, decades of land
degradation and new threats from climate change.

There is no universal model
of land reform that coun-
tries should follow.




State control of land, as in Ethiopia at present, hampers
investment and productivity since smallholders feel inse-
cure and fear expropriation by the State at a stroke of a pen
(Cheru, 2002). Equally, the shift towards private ownership
concentrates land in the hands of a few and often excludes

Investing in research and technology

Crucial means to transform African agriculture are re-
search and technological innovation. Increasing yields,
adding value to products, raising the efficiency of resource
use—from water to land—will not happen without de-
termined efforts to devote resources in these areas. Yet
as seen, spending on agriculture usually falls far short
of the 10 per cent of national budgets agreed at the 2003
Maputo Summit.

The amount spent on research and technology is also
very low, even though its economic rate of return is very
high (Ehui and Tsigas, 2006). Many analysts consider
public spending as a share of GDP adequate at 2 per cent

Reaching rural areas with financial services

The demand for financial services in rural Africa is huge,
but providers are too few or are absent. In countries where
microfinance institutions exist, their coverage is low ow-
ing to insufficient capital or high collateral requirements

African governments should
spend more on agricultural
research and technology if
they are going to improve
the sector’s productivity.
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poor farmers and women. Thus, any strategy to address
land scarcity must strike a balance between the interests
of landless peasants and those of private land owners
who want to engage in commercial production for profit.

or more—the figure for the continent stands at 0.7 per
cent, lower than the global average of about 1 per cent.
Southern Africa shows 2.3 per cent, and South Africa 3.0
per cent (UNECA and AUC, 2009).

Huge investments in innovations are needed to enhance
food production and accelerate economic transformation
(partly because of agriculture’s strong multiplier effect).
African governments should therefore spend more on
agricultural research and technology if they are going to
improve the sector’s productivity.

discourage potential borrowers. Moreover, microfinance
institutions are focused more on lending to, rather than
mobilizing savings from, the rural population. The under-
developed status of rural banks is now a major impediment
to generating savings and to providing essential financial
services in rural areas.

A key task for governments is therefore to broaden fi-
nancial intermediation in rural areas by liberalizing the
financial and banking sector and to encourage competi-
tion among different providers, including credit unions,
savings and loan associations and domestic commercial
banks. This would encourage competition and the spread
of banking services (box 4.6).
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The National Microfinance Bank (NMB) in Tanzania makes financial inclusion—extending banking services to previously
“unbankable” communities—a priority. According to a survey conducted in 2009 by FinScop, a pan-African market
research company, the proportion of the country’s adult population that was using banks and other formal institutions
was just 12.4 per cent. The large segment of the unbanked population thus represented a huge opportunity for NMB,
and it has been making good progress. Over the past five years, customer numbers have more than doubled from
600,000 to 1.4 million in 2011.

This rapid expansion has been possible for two reasons: the expansion of its branch network from 100 to 140, giving
NMB an on-ground presence in 80 per cent of the country’s administrative districts; and the bank’s enthusiasm for
new technology, which has enabled it to reach out to remote rural clients who do not have easy access to a bank
branch. NMB is the first bank in Tanzania to offer mobile banking, enabling customers to check balances, transfer
funds and buy top-ups for their electricity accounts via their mobile phones. With the launch of its PeasaFasta cardless
ATM service in April 2011, NMB customers are now able to send money to people who do not have a bank account.
Unbanked Tanzanians can withdraw funds sent to them via any of the NMB 400 cash machines nationwide, using a
code sent to their mobile phone, rather than the traditional card.

For unbanked customers, it is a matter of convenience and security—a vast improvement on keeping money under
the mattress. In addition, interest on savings provides an incentive to start saving in the first place. Once previously
unbanked customers have acquired a record with their bank, they can access other services, such as insurance
against crop failure and, over time, micro-loans.

Source: Twentyman (2011).

Building a climate-resilient economy

Efforts to release the potential of African agriculture
will be incomplete without attention to the ill effects of
climate change. Unchecked, climate change will alter rain-
fall patterns, decrease the areas suitable for agriculture,
the length of growing seasons and crop yield potential,
and potentially force millions to migrate to urban areas
(Low, 2006). The continent has opportunities to profit
from its vast carbon sinks, leap-frog dirty technologies
and embark on a path of low-carbon growth and clean

Taking bold steps to empower women farmers

In sub-Saharan Africa, women produce up to 80 per cent
of all basic food products and constitute a sizeable part
of the agricultural labour force. Yet they have less access
than men to agricultural assets, inputs and services, credit,

development. Along with innovations in research and
technology, as well as sustainable management of land and
water resources, Africa will be able to make the transi-
tion to a green economy growth model in transforming
agriculture (UNECA and AUC, 2009). This will require
African governments to take decisions on mainstreaming
climate change adaptation and mitigation policies, and
to institute policies and incentives in assisting farmers to
adopt clean technology and production practices.

education and training, and rural jobs. The gender gap
imposes real costs on society through lost agricultural
output, food security and economic growth (World Bank,
2011a).




Promoting gender equal-
ity is not only good for
women—it is also good for
agricultural development.

Industrializing through agriculture

Productivity growth in agriculture on its own is unable
to solve the problem of chronic food insecurity, under-
employment and poverty in rural Africa. Agriculture has
to be sufficiently harnessed to serve as the foundation for
wider industrialization. This requires a wide range of
experiments to channel local productive endowments,
capture best practices and scale them up nationally and
regionally (Fan, Nestorova and Olofiniyi, 2010).

Agriculture-led rural industrialization can enhance the
dynamism of rural economies—generating non-farm
employment in industrial clusters in value addition, pack-
aging, processing, shipping and ensuring vital inputs and
services to make agriculture itself more productive. It can
produce local and regional spillovers by increasing access
to dynamic markets and by strengthening links between
farmers, industry and services (World Bank, 2007).

African countries can learn from the experience of new de-

velopment partners (AfDB et al., 2011). Each new partner
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Policies need to be directed to empowering women farm-
ers, particularly through better access to the above ele-
ments, in order to raise their incomes (World Bank, 2011a).
Promoting gender equality is not only good for women—it
is also good for agricultural development.

has a comparative advantage—China in infrastructure
development and rural-based special economic zones,
India in the green revolution and skills-intensive learning,
and Brazil in agriculture and agro-processing.

In particular, the lesson from China and East Asia gen-
erally is that rural transformation requires pragmatic
and hands-on leadership from the top, supported by a
goal-oriented and competent bureaucracy committed
to building the country’s unique strengths rather than
concentrating on removing general “negatives” (box 4.7).
This implies the need for selectivity, innovation in new
institutional arrangements at central and local levels,
experimentation and pilot testing, and a public-private
alliance to identify and act on concrete constraints (Bruce
and Li, 2009). State and local governments have to be given
the power to attain concrete goals, grounded in the local
context. New organizations may have to be created. Prag-
matism also implies flexibility in moving limited human

and financial resources to where they are needed most.
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Agricultural liberalization and gradual international integration were fundamental to Deng Xiaoping’s “going out” policy
of China’s economic transformation. A grass-roots originated experimental reform of land ownership, along with price
reform for agricultural products and inputs, sparked an agricultural revolution. New special economic zones played
a key role for testing economic reforms, attracting FDI, catalysing industrial clusters, learning new technologies and
incubating new management practices.

The Chinese enabling environment for enterprise development involved: job creation through rural and micro-enterprises;
labour and wage policies; training and capacity building through joint ventures and aid programmes; local autonomy
and decision-making; competition between regions and cities; bureaucracy and regulatory reform; access to financ-
ing; and creation of appropriate technology and infrastructure. This in turn contributed to a massive flow of people
from rural areas into more productive employment in manufacturing and services in the towns, and out of poverty
(Fan, Nestorova and Olofiniyi, 2010).

Chinese political leadership was supported in these reforms by research institutions such as the China Development
Research Group, the Chinese Academy of Social Sciences, and the Development Research Centre of the State
Council. The gradualism of the reform process and its reliance on evidence from local experiments helped to secure
political support and reinforced its credibility.

Source: Extracted from notes of the China-DAC Study Group Bamako Meeting, April 2010.

Harnessing South-South cooperation

As well as the lessons of industrializing through agri-
culture, South-South cooperation offers opportunities
for transferring policy experiences, technologies and
finance to boost agricultural productivity (UNCTAD,
2009d). These new development partners can bring a com-
mercial approach to cooperation, in which agro-industry
enterprises play an important role, creating management
and technical know-how with inputs such as “high-tech
seeds”. Strong cooperation with new development partners
could therefore contribute to an African green revolution
if the relationship is managed strategically (Cheru and
Modi, 2012).

Among the new development partners, China’s engage-
ment has been the most extensive. Agriculture is a top
priority, involving over 40 countries and over 200 projects,
with a strong focus on land management, breeding tech-
nologies, food security, and machinery and processing. In
recent years, China has intensified its technology coopera-
tion, organizing training courses in practical technologies
and carrying out experimental agricultural technology
projects. It has sent more than 10,000 agro-technicians to

Africa to train local farmers and provide technical support
(Cheru and Obi, 2010).The Action Plan 2007-2009 of the
Third Forum for China-Africa Cooperation (FOCAC,
2006) included setting up 14 centres for agricultural re-
search in Africa.

India—through the Africa-India Forum Summit launched
in April 2008—has sought to reinforce cooperation, espe-
cially by transferring agricultural technologies that meet
the needs of Africa’s smallholders. Indian companies,

South-South cooperation
offers opportunities for
transferring policy experi-
ences, technologies and
finance to boost agricultural
productivity.




A fresh and pragmatic ap-
proach is needed to reinvig-
orate regional integration in

Africa.

such as Karturi Global and Karluskor, have become major
investors in agriculture. India is also active in interregional
initiatives for Africa, involving India, Brazil and South
Africa (IBSA), which established the IBSA Facility Fund
for the Alleviation of Poverty and Hunger in Africa in
2003. South Africa, itself a leader on the continent in agri-
cultural technology, is a key player in technology transfer
to other African countries (Arkhangelskaya, 2010).

Within IBSA, the establishment of Embrapa in 2008 in
Ghana points to a new phase in Brazil’s deeper engagement
in African agriculture. Embrapa is a Brazilian agricultural
research and training institution and is a driving force
in agricultural development. Several African countries
have signed technical cooperation agreements and begun
implementing joint projects with Embrapa and* the Fo-
rum for Agricultural Research in Africa (FARA) also has
regular dialogue and joint research with this institution.

Forging non-State strategic partnerships

In addition to establishing stronger relationships with
governments, African governments need to maximize
inputs from bilateral and multilateral donors, philan-
thropic foundations, universities, agricultural research
consortia and agri-businesses.

In recent years, several philanthropic bodies have invested
in green revolution experiments to boost the productivity
of small farmers. The Alliance for a Green Revolution in
Africa, with financial support from the Bill & Melinda
Gates Foundation and the Alliance for a Green Revolution
in Africa, a private initiative headed by former UN Secre-
tary-General Kofi Annan, among others, are leading the
way in smallholder farming by applying yield-enhancing
technology and inputs, and offering training. Measures
such as linking farmers to research and technology so that
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In addition, the Brazil-Africa Dialogue on Food Security,
Fight Against Hunger and Rural Development, which
gathered more than 40 African Ministers of Agriculture
in Brasilia in 2010, highlights cooperation on sharing
expertise in policies and best practices aimed at family
farming, such as public-purchase schemes linked to do-
mestic food aid and school feeding programmes, conces-
sional loans for importing Brazilian farming machinery,
and investment and technology transfer in producing
bio-fuels on African soil (Government of Brazil, 2010).
Such initiatives can help to release Africa’s agricultural
potential, by increasing smallholder productivity as well

as expanding large-scale commercial farming for export.

Countries such as China, India and Brazil are champi-
oning new technologies and production systems in an
attempt to move away from the old resource-intensive
method of production to one in which agricultural pro-
ductivity is boosted by using and managing natural re-
sources (both land and water) more efficiently. Tapping
into their vast knowledge and expertise should be a major
priority for African States, while developing appropriate
land policies to ensure that foreign investments in African
agriculture do not compromise the land rights of local
populations (AfDB et al., 2011).

they can raise their outputs, enabling them to get their
products to the market quickly along better roads, and
providing them with real-time information on market
conditions and commodity prices will help to raise the
incomes of small farmers.

In summary, if Africa’s small farmers are to improve
productivity and develop profitable niches in agricultural
value chains, the State must be active in two main ways:
investing in agricultural research and extension, techno-
logical innovation, and transport and communication;
and ensuring that credit is available and essential inputs
are provided This would play a pivotal role in spawning
rural industrialization through raising farmers’ incomes.
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4.5 Intra-African economic integration

CONTINENTAL INTEGRATION HAS enormous
potential for promoting growth and unleashing the de-
velopment potential of African countries by easing the
binding constraints to growth (such as poor transport
networks) and by lowering direct and indirect costs of
doing business (Ramachandran, Gelb and Shah, 2009).
Integrating Africa’s fragmented markets can therefore
help to attract the required investment—from Africa
and the rest of the world—and to build competitive and
more diversified economies. This requires better links
between countries—from paved roads to banking coop-
eration—to spur economic growth mutually, which in
turn should strengthen integration of African countries
into the global economy.

Africa has more regional organizations than any other
continent, and most African countries are members of more
than one. Yet, they have failed to set free the continent’s
development potential and ensure sustainable growth and
liberalization, mainly because of institutional and economic
impediments to intra-African trade. The policy and regu-
latory environment, the transparency and predictability
of trade and business administration, and the business
climate for promoting intra-African trade remain weak

and complicated. Other institutional challenges include
bureaucratic and physical hindrances, such as road charges,
transit fees and administrative delays at borders and ports.
The economic obstacles include the high dependence of
most countries on exports of primary commodities, strict
rules of origin emanating from trade liberalization schemes
and poor infrastructure (UNECA, 2011).

Africa’s RECs—the key pillars for carrying out the eco-
nomic integration agenda—face numerous challenges,
including inadequate financial and human resources,
weak institutional infrastructure, multi-membership of
countries, duplication of mandates, poor policy coordina-
tion and harmonization, and lack of political will among
member States to push through the packages of agreed-on
protocols (UNECA, 2010). Although some RECS such as
the Economic and Monetary Community of Central Af-
rica) (CEMAC) and COMESA have made some progress
in specific sectors, the performance of many others has
been quite disappointing. Consequently, the level of intra-
African trade remains low compared with trade within
other global regions, both developed and developing.

Changing tack: a modest proposal for intra-African integration

A fresh and pragmatic approach is needed to reinvigorate
regional integration in Africa, promote entrepreneurship,
increase the international competitiveness of African firms
and remove supply-side constraints. An ambitious market
integration approach along thelines of the EU is many years
away. Given the diversity, institutional weaknesses and huge
infrastructure gap of African economies, more flexible
institutional arrangements to promote regional integration
may have more potential because of their responsiveness
to immediate national priorities and interests.

The most recent AU initiative in this area—the Minimum
Integration Programme (MIP) — is an important first step.
It attempts to identify priority sectors and sub-sectors that
would produce immediate benefits to cooperating coun-
tries within RECs. The MIP is divided into three 4-year

phases until 2020, aligned with the AU Strategic Plan.
The first phase (2009-2012) has a long list of initiatives.

The cost of implementing the MIP is not specified, al-
though collaboration with the RECs is likely to cost over
$100 million. This implies that, if Africa is to properly
own and accelerate its integration agenda, sustainable
financing must be sought for the MIP as well as for the
implementation plan for the priority sectors identified by
the Action Plan for Boosting Intra-African Trade (Africa

The African consumer market
holds great potential for trade
and investment.
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Union, 2011a). This plan aims to strengthen productive
capacity, trade policy, trade finance and trade-related
regional infrastructure, agriculture and integration of
factor markets (Africa Union, 2011a). The MIP has the
potential to improve coordination and harmonization
between the AUC and the RECs as well as among the
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RECs, to implement the 1990 Abuja Treaty for establish-
ing an African Economic Community in a timely manner
and to strengthen the leadership and coordination role
of the AUC (Africa Union, 2011a).

Eliminating supply-side constraints and weak productive capacities

The most important binding constraint to raising produc-
tive capacity in Africa is poor infrastructure. Unreliable
power supply and poor roads in particular, along with red
tape, stifle private sector productivity—an acute problem
for trade among African countries.

The Action Plan for Boosting Intra-African Trade is a
pragmatic and focused approach to tackling the interlock-
ing problems of infrastructure, along with radical meas-
ures to improve the business environment (AUC, 2011a).
More specifically, governments have to make significant

(box 4.8), invest in human capital formation, provide
credit and maintain a growth-oriented macroeconomic
environment—all within a sustainable fiscal environment.

Such measures to remove supply-side constraints must
be joined by efforts to reduce demand-side constraints
through, for example, forming trade promotion councils,
subregional credit and insurance systems and subregional
banks to finance production and trade, as well as by de-
veloping a common framework for financing regional

infrastructure.

public investment in both “hard” and “soft” infrastructure

Crucial as improvements in hard infrastructure are for economic growth, they represent only a part of the solution to
the constraints limiting intra-Africa trade. Many others issues—together termed “soft” infrastructure—impose heavy
costs on intra-Africa trade.

These include the policy and regulatory environment, transparency and predictability of trade and business administra-
tion, and the quality of the business environment more generally. Other institutional challenges include administrative
delays, overly zealous inspection of goods at borders, poor coordination of inspection between different actors, short
opening times at the points of entry, corruption at border crossing points, and cumbersome and time-consuming
customs procedures (box table 1).

Box table 1: Export and import procedures, time and cost for selected global regions, 2012

Number of documents Time for export | Number of documents | Time for import
for exporting (days) for importing (GEVO))
OECD average 4.4 10.5 4.8 10.7
(4.5) (11) (5.1) (11.5)
East Asia & Pacific 6.5 21.9 7 23
(6.8) (24.3) (7.6) (25.9)
Latin America Caribbean 6.4 17.8 6.9 19.6
(6.4) (21.7) (7.2) (26.6)
Middle East & North 6.3 19.7 7.6 23.6
Africa (7.3) (24.9) (8.8) (31.1)
Eastern Europe & Cen- 6.9 27 7.8 28.8
tral Asia (7.6) (32.6) (8.7) (35.3)
Sub-Saharan Africa 7.7 32.5 8.8 37.1
8.2) (36.7) (9.3) (45.3)

Source: World Bank (2011b).
Note: Data in parentheses are for 2011.




Chapter 4: Unleashing Africa’s Development Capacity Economic Report on Africa 2012

Capturing growing trade and services opportunities

African countries have made real progress in liberalizing
since the early 1980s to open themselves up to the world
economy, but the scope and pace of such moves for intra-
African trade and investment have been disappointing.
Tariff and non-tarift barriers, complicated customs proce-
dures and documentation, poor infrastructure, and poor
trade information and finance are some of the obstacles
to intra-African trade and investment (UNECA, 2010).

The African consumer market holds great potential for
trade and investment. Although Africa haslow per capita
incomes, the situation is changing fast. Over the past
decade, several African countries have recorded per capita
income higher than that of the BRIC countries (AfDB
et al., 2011). Recent projections indicate that consumer
spending in Africa will rise from $860 million in 2008
to $1.4 trillion in 2020. The share of African households
with discretionary income is projected to rise from 35
per cent in 2000 to 52 per cent in 2020, to 128 million
(McKinsey Global Institute, 2010).

African governments should note this untapped consumer
market right on their doorstep and begin to put enabling
policies in place and the institutional framework to in-
crease intra-African trade and investment, and to open
up new market opportunities for domestic producers

Achieving intra-African integration

Regional economic integration—when designed and car-
ried out with a broader development strategy to promote
economic diversification, structural transformation and
technological development—could enhance the produc-
tive capacities of African economies, realize economies of
scale, improve competitiveness and serve as a launching
pad to make Africa a global growth pole (see chapter 3).

Some major obstacles—and ways to remove them so as to
unleash Africa’s productive potential are discussed below.
Policymakers should not look at any of them in isolation,
but should strike the right balance between developing the
hard and soft infrastructure necessary for the private sec-
tor to thrive in a business-friendly, enabling environment.

and retailers (Africa Union, 2011a). Increased consumer
demand could help spawn small- and medium-sized firms
specializing in consumer goods.

Services must not be forgotten. The current approach
focuses on trade in goods and has only recently started to
focus on the untapped opportunities for trade in services,
which have the potential to become substantial sources
of export earnings for many African economies. Prime
examples are tourism, trade logistics services such as
transport and harbours, and construction.

In the next decade, the national and African markets in
consumer goods and services will represent ever-rising
shares of Africa’s trade and investment opportunities. As
countries urbanize and a middle class forms, demand for
basic consumer goods and services will grow quickly—
spurring economic development—yet capacity is not grow-
ing to be ready to meet this demand (Boston Consulting
Group, 2010). Continental trade in services is only slowly
liberalizing (Africa Union, 2011a), hampering the ability
of private service providers to exploit Africa-wide oppor-
tunities. Governments therefore need to liberalize such
trade faster, as progress nationally is a precondition for
progress throughout Africa.

Closing the infrastructure gap

Infrastructure in Africa needs work on many fronts—
mobilizing additional resources for investment, getting
more out of current spending, tackling inefficiency, ex-
panding private sector participation and promoting good

governance.

Transport costs are arguably the most important impedi-
ment to intra-African trade (Ndulu, 2006). One estimate
has put transport costs in Africa to be 136 per cent higher
than those on other continents (Foster and Bricefio-Gar-
mendia, 2011). For landlocked African countries, freight
costs are roughly 10-25 per cent of the total value of their
imports, against a global average of 5 per cent (UNCTAD,
2007). The potential gains that should accrue to African
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countries from worldwide tariff reductions are offset by
high transport costs that impose higher effective protec-
tion than tariffs (Foster and Bricefio-Garmendia, 2010).

Better physical infrastructure is therefore crucial in raising
intra-African trade, particularly for landlocked countries,
thus exploiting unused productive capital to the full-
est (Foster and Bricefio-Garmendia, 2010). One study
estimates that improving the main intra-African road
network alone could generate trade expansion of around
$250 billion over a period of 15 years for an investment
of $32 billion, including maintenance (Buys et al., 2006).
The same study estimated that landlocked African coun-
tries could increase their trade five-fold—Chad 507 per
cent, Uganda 741 per cent and Sudan 1,027 per cent, for
the same investment. Other studies estimate a five-fold
trade increase from halving transport costs in a typical
landlocked country (Limao and Venables, 2001).
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Building a strong regional financial market

Expanded investment in infrastructure has to be com-
plemented with a well-functioning banking and financial
sector for private operators to have reliable access to credit
and payment arrangements. Recent surveys of African
firms indicate that access to credit is a major obstacle
to investment in the region. Moreover, without a conti-
nental guaranteed payments system, African firms are
increasingly dependent on international letters of credit
and other forms of guaranteed payments, which entail
onerous transaction costs. Many resources that should be
used in productive economic activity are tied up as pay-
ment guarantees (Ramachandran, Gelb and Shah, 2009).

Liberalizing the financial sector is the first step towards
developing an Africa-wide network of banking services.
Such a network will foster trade, mobilize savings and
facilitate payments (UNCTAD, 2009¢). Two of the most
successful examples are in West Africa (box 4.9).

Aided by a more open and liberal environment, Ecobank (Togo) and Nigerian banks have expanded their operations

across West Africa, step by step, through mergers and acquisitions. These banks have also ventured outside West

Africa and have established a presence in Burundi, Cameroon, Democratic Republic of the Congo, Rwanda, South

Africa, Uganda and Zambia (UNCTAD, 2009c).

In 2008, nine of the 20 largest banks in Africa were Nigerian. Banks from that country accounted for over 25 per cent
of African bank capital, and seven Nigerian banks had capital of well more than $1 billion (Africa Business, 2008).

The expansion of banks across Africa would boost investment and trade, for several reasons. First, it would inject

capital in the economy, offer employment to locals and introduce new products as well as managerial and technical

skills. Second, it would help to increase economic activity through lending and mobilizing savings. Third, increasing

competition among banks would reduce the cost of their services (UNCTAD, 2009b).

Reinforcing political will for wider gain

Despite developing broad regional agreements to expedite
the process of liberalization and institutional reforms in
order to promote intra-Africa trade, little progress has
been made in enforcing the agreements. The political
commitment must be found to go beyond narrow national
interests and create conditions for larger economies of
scale that would benefit all the member States in RECs and,
ultimately, the African continent. Individual economies

are too small on their own to take advantage of the op-
portunities available on the global market. Moreover, the
lack of compensatory mechanisms to assist the poorest
member countries in a regional community further dis-
courage their effective participation in enforcing regional
agreements as these would entail immediate costs.
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Reducing the information gap

Africa’s ability to participate in the global economy and
negotiate with trade partners from a strong and well-
informed base depends on the access that negotiators for
African countries have to trade information, knowledge
of trading systems and their skills in trade and contract
negotiations. Although the rapid spread of the Internet
and mobile telephony has started to break down such
“information apartheid”, national governments need to
do much more in easing access to vital economic informa-
tion. One approach would be to harness the knowledge
and research capacity of African universities, research
institutes and think-tanks.

In addition, private sector agents need up-to-date in-
formation on what other REC member States can offer
to substitute for the products imported from developed
countries. They also need access to the latest information
on the rules and regulations, products in development,
tariffs, and opportunities for co-financing in partner
countries. Establishing a subregional trade information
platform along the lines of the COMESA Trade Infor-
mation Network would improve direct communication
among private sector agents within RECs.

Strengthening entrepreneurship

The need to strengthen State capacity is well acknowledged
by national governments and donor partners, equally
important is the need to strengthen the capacity of the
indigenous private sector in Africa.

Africa’s entrepreneurial capacity in many sectors is con-
strained by the absence of a broad-based, competing busi-
ness network, which further limits the ability of domestic

4.6 Harnessing new partnerships

THE INCREASING ROLE of new global economic pow-
ers such as China, India and Brazil in world trade, finance
and investment has opened opportunities for economic
cooperation with Africa. Not only do they have large finan-
cial resources—they also have the skills and technology
that African countries need. Infrastructure is one area
where Africa’s new development partners, particularly
China, are making sterling contributions.

Better physical infrastructure
is crucial in raising intra-
Africa trade, particularly for
landlocked countries.

investors to grow and thrive. Many African countries
lack the institutional capacity to provide the necessary
support services to producers and exporters, highlighting
again the great competitive disadvantages the continent
labours under compared with other developing regions
(Ramachandran, Gelb and Shah, 2009; WEF, 2011). The
State’s underdevelopment has contributed to that in the
private sector. Simply drafting a national competition
policy does not automatically render the private sector

competitive.

A big part of the reform agenda to liberate Africa’s pro-
ductive potential must therefore focus on strengthening
the capacity of the domestic private sector to compete
effectively in global markets. Special efforts are needed
that would bring together universities, research centres
and bodies representing the private sector to develop
continuing education and training programmes that
offer customized skills development for entrepreneurs.
Such steps can help entrepreneurs to adopt the latest
technologies and management systems, and to link up
with regional and global firms. One of the lessons from
East Asia is that entrepreneurial capacities are built dur-
ing industrialization—they were not prepared before as
a precondition for growth (Ohno and Shimamura, 2007).

These new development partners with increasing global
clout present opportunities and challenges for Africa—as
well as questions: How best can Africa benefit from their
rise? What are the risks to economic diversification and
transformation? How can these risks be contained? What
can be done to ensure that Africa-South cooperation does
not replicate the current unequal pattern of economic
relations with the rest of the world?




These are important questions that African policymakers
must carefully examine before jumping into partnership
arrangements (Cheru and Obi, 2010). The ultimate impact
of South-South cooperation on African development will
depend on the extent to which African countries can
maximize the benefits, while minimizing potential risks,
through well thought-out national and regional strategic
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measures. The benefits of South-South cooperation are
most likely to accrue to those countries that have taken
adequate steps to exploit the complementarities between
trade, investment and ODA to promote structural change.
Those countries may well have focused on the following
three priority areas.

Attracting Southern FDI to develop productive potential

FDI is an important source of private capital for developing
countries. It has the potential to increase national income
and promote economic growth and diversification. It can
do this through creating jobs, enhancing skills develop-
ment, facilitating transfer of technology and access to
foreign markets, enhancing competitiveness of local firms
by creating capacity for value addition, and encouraging
new manufacturing and service sectors (Ajayi, 2006;
UNCTAD, 2005). FDI also contributes by removing con-
straints to productivity and growth. Both Malaysia and
Mauritius, for example, have used FDI successfully in

Figure 4.3
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The last reason is exaggerated. The crisis period of the
1980s and 1990s has passed, the political landscape in Af-
rica is changing and the process of economic policymaking
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(figure 4.3), even though profitability from FDI is higher
in Africa than elsewhere. Some reasons advanced for this
conundrum include political instability, the information
deficit, poor infrastructure and a general perception of
Africa as a riskier investment environment than other

developing regions

2006
2007
2008

D
(=3
(=]
N

2005
2010

Sub- Saharan Africa

has improved greatly. One of the most important regional
frameworks for this is NEPAD, which has not only identi-
fied FDI as a crucial source of financing for the continent’s
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development, but has also clearly outlined steps to be
taken, including governance reforms inspired and moni-
tored by the APRM (UNECA, 2006).

Creating an enabling policy environment to attract FDI
will not on its own produce the desired results—struc-
tural change and industrialization. These will very much
depend on three factors.

First, the host country must have a strategic vision of how
FDI fits into its overall development. African countries
must ensure that FDI is channelled into priority sectors—
agriculture, natural resource extraction, infrastructure
and manufacturing—which are critical to unlocking the
continent’s productive potential. Second, FDI promotion
should not be at the expense of the domestic private sec-
tor. FDI should be a means for developing the domestic

Prioritizing FDI in infrastructure

The new Southern powers—China in particular—with
huge financial resources and proven experience in ma-
jor infrastructure development can become important
sources of infrastructure finance and expertise to ad-
dress Africa’s infrastructure gap. Resource-rich African
countries in particular should leverage the commodities
boom to negotiate the supply of infrastructure with China,

African countries must
ensure that FDI is channelled
into priority sectors that are
critical for unlocking the con-
tinents productive potential.

technological base by encouraging joint ventures, and so
create linkages between FDI and domestic enterprises.
Third, as the quality of the host country’s human capital
and infrastructure stock strongly influences the type and
quantity of FDI flows, African countries need to make
concerted efforts to improve this stock—a leitmotif run-
ning through this document.

India and Brazil. Resource-for-infrastructure deals must,
however, be based on deep analysis of the costs and benefits
for the host country, underlining the need for African
governments to build their research and analytical base
as well as their negotiation skills, in order to extract the
most benefits from FDI (AfDB et al., 2011).

Building strong governance frameworks for natural resources

Mineral-rich African countries face difficult challenges
in managing FDI in natural resources, particularly min-
ing and energy. Large-scale corruption remains a serious
problem, where a significant portion of economic rents
from resources do not make it to the central treasury or
the local community. Many resource-rich African coun-
tries do not have transparent plans for how wealth from
the extractive sector is to be used, whether for poverty
reduction or for investment to diversify the economy
(Transparency International, 2008; Standing, 2007).

The pervasive corruption in Africa’s extractive industries
has brought growing international pressure to stamp
out corruption and allow revenues to go to development
and poverty reduction. The three most recognized anti-
corruption initiatives—the Kimberley Process (for dia-
monds), the Extractive Industries Transparency Initiative
(EITI), and the Publish What You Pay Initiative—aim to
increase revenue accountability through full corporate
and government disclosure (table 4.6). Although these are
voluntary measures, several African countries—sponsored
by the APRM—have signed up to one or more initiatives
(UNECA, 2009a).
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International initiatives against corruption in the extractive industries, African signatories

Kimberley Process

Objectives Launched in 2000, the Kimberley

Process promotes transparency and
accountability in the diamond trade,
specifically stopping the illicit trade
used by rebel movements. The certifica-
tion scheme requires member States to
certify that diamonds mined within
their borders are conflict free

Member countries Of the 48 members, 17 are African:

Angola, Botswana, Central African
Republic, Democratic Republic of the
Congo, Cote d’Ivoire, Namibia, Sierra
Leone, South Africa, Tanzania, Togo
and Zimbabwe

Source: Compiled from UNECA (2009).

The responsibility for putting the necessary governance
framework for natural resources into place rests with
African governments. Their laws must ensure that conces-
sions are awarded on merit in a transparent way, and that
activities undertaken do not undermine environmental
sustainability, or lead to instability and conflict (African
Union, 2007). In the case of non-renewable resources, such
as minerals, the framework should ensure that up- and
downstream development activities ensure sustainability
and protect the interests of local communities.

Moreover, governments must also ensure that the stream
of revenues produced by such investment is properly ac-
counted for in national budgets (Global Witness, 2007). If

revenues are channelled into investment in infrastructure,

An initiative launched in 2006 by
Global Witness, the Catholic Agency independent, internationally agreed
for Overseas Development, the Open voluntary standard for creating trans-
Society Institute and Oxfam, the
aim is to improve transparency and
accountability for revenue generated governments related to exploitation
from natural resource rents

Chad, Republic of Congo, Demo-
cratic Republic of the Congo, Cote
d’Ivoire, Gabon, Guinea, Liberia,
Mali, Niger, Nigeria, Sierra Leone
and Zambia

Publish What You Pay EITI

Launched in 2002, EITT is an

parency in the payments made by
companies and revenues received by

of extractive resources, such as oil,
gas and minerals

Cameroon, Chad, Republic of Congo,
Democratic Republic of the Congo,
Equatorial Guinea, Gabon, Ghana,
Guinea, Liberia, Madagascar, Mali,
Mauritania, Niger, Nigeria, Sao Tome
and Principe and Sierra Leone

education and social programmes, they are likely to play
amajor part in inducing structural change and laying the
foundations for high and robust growth.

The key challenge for governments is how to put a trans-
parent system in place for managing and using resource
wealth, with the full participation of community groups
and other stakeholders (Revenue Watch Institute & Pub-
lish What You Pay, 2006; Transparency International,
2008). This is primarily an issue of governance. If resource-
rich countries are governed properly, and if they invest the
windfall from resource rents into sovereign wealth funds,
they could become important sources of development
finance for their resource-poor neighbours.

4.7 Conclusions and policy recommendations

SUSTAINING THE CURRENT growth momentum in
Africa and unleashing the continent’s productive capacity

Improving political and economic governance

Entrenching good governance principles and practic-
es is a precondition for Africa’s development. African
governments should therefore continue their efforts to
deepen democratic governance by improving people’s
participation in the political process, promoting free
and fair elections, and strengthening accountability and

requires innovative and bold actions on the following
fronts.

transparency in decision-making. Combating corruption
and inefficiency should be accorded top priority by govern-
ments. It is particularly crucial that they create a policy
environment supportive of entrepreneurship and private
sector development by reducing the cost of doing business.
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Repurposing education for development

The educational system in Africa should assign greater
emphasis to science and technology and to entrepreneur-
ship training, which will help to unlock Africa’s productive

Reversing underinvestment in infrastructure

Investment in critical infrastructure is a necessary condi-
tion for unlocking productive capacity. Given the financ-
ing gap though, African governments should take extra
measures to galvanize the domestic banking and insur-
ance sector, the stock market and pension funds in order
to mobilize the necessary resources for infrastructure

Boosting productivity in agriculture

No country has moved up the technological ladder without
first developing agriculture. It is therefore imperative that
African governments invest more in agricultural research
and farm technology to increase productivity and en-

able farmers to move into producing more remunerative,

potential. African universities must be placed centre stage
to become catalysts for technological change.

development. Such measures should be complemented by
efforts to attract FDI from emerging economies, such as
China and India. Governments should also take measures
to get more out of existing infrastructure investments
through efliciency gains.

high-valued products. These steps must be backed by
policies to expand non-agricultural employment through
public works programmes and rural industrialization in
food processing and packaging.

Accelerating regional integration and intra-African trade

Regional integration is an important first step towards
global integration, and requires better links between coun-
tries—from paved roads to banking cooperation—to spur
mutual economic growth. African governments should
therefore give a push to developing trade-related regional
infrastructure by encouraging private sector participa-
tion (domestic and foreign) in infrastructure—while not

Harnessing new development partnerships

African governments should ensure that the emerging
powers’ trade, investment and financial flows support
Africa’s structural transformation, capital accumulation
and technological progress. They should particularly en-

courage investments in infrastructure and agri-businesses.

omitting to strengthen the skills of their negotiators. They
should also upgrade regional banking services to facilitate
payment mechanisms. Finally, governments must redouble
their efforts to simplify procedures and harmonize policies
in a wide range of areas such as customs, border control
and cargo inspection.

Moreover, the governments of resource-rich African coun-
tries should develop strong governance frameworks for
extractive industries to stamp out corruption and avoid
the problem of the “resource curse”—a theme of the next
chapter.
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Mobilizing Resources

for Structural
Transformation

DESPITE THE UPTURN in Africa’s economic fortunes
in the new millennium, the failure of African econo-
mies—resource-rich and resource-poor alike—to di-
versify commodity-dependent structures has prevented
them escaping from persistent fragility. Their growth
prospects, and hence, capacity for resource mobilization,
remain vulnerable to external shocks.!

The commodity boom has not yet succeeded in gener-
ating strong positive, economy-wide spill-over effects
to other sectors within resource-rich countries or to re-
source-poor countries on a visible, continent-wide scale.
Resource-poor and income-poor countries are heavily
constrained by their meagre capacity to mobilize domes-
tic resources as well as attract external resources—apart
from official aid flows sustaining a minimum level of
investment that prevents the development process from
stalling altogether.

Governments face a range of challenges stemming from
foreign investment activity. A fair share of the natural
resource rents does not go to host countries but rather
to the multinational enterprises (MNEs)—as do the
benefits of productivity improvements stemming from
FDI, instead of to the fragmented producers and farm-
ers. Equally, domestic firms too often miss out on skill
and technology transfer and productivity spillovers from
EDI. Portfolio capital in resource-rich economies is very
volatile, rendering it unsuitable as stable, development
finance. Finally, high levels of informality, a shallow tax
base and the unbalanced tax mix (often grounded in a

heavy reliance on resource or trade taxes, including ex-
cessive tax preferences to MNEs), limit a country’s do-
mestic resource base.

For the resource-rich countries specifically, the chal-
lenge—as long as the commodity boom continues—is
not so much how to mobilize external resources, but how
to manage the flood of investment. Their windfall should
be deployed purposely to help diversify and transform
economic structures, including distributing resource
rents for ensuring an inclusive growth pattern. Highly
competent macroeconomic management over the com-
modity price cycle is required to avoid Dutch disease and
to use resource rents for structural transformation.

The policy challenge shared by all African countries is
therefore how to deploy resources for advancing the so-
cio-economic development agenda, mainly because Afri-
ca’s growth over the last three decades has not translated
into meaningful job creation and poverty reduction.

The commodity boom has not
yet succeeded in generating
strong, positive, economy-
wide spillover effects to other
sectors.




One strand in meeting this challenge is to take a strategic
position with all types of external actors and investors—
traditional aid donors, new development partners from
emerging economies, MNEs and private stock market
investors, even workers abroad sending remittances. It is
important to concentrate efforts on deepening financial
markets and strengthening institutional capacity so that
mobilized funds are effectively intermediated and used
for productive investments and socio-economic develop-

ment. This may entail new financial instruments, as well

5.1 The need for resources

AFRICA’S RESURGENCE (see chapters 2 and 3) is rais-
ing hopes that Africa will finally emerge from its status
as a fragile continent, despite its discouraging growth
trends. Not only is Africa blessed with rich natural re-
sources, but its demographic trend—a youthful work-
force—is favourable. The continent embraces a heteroge-
neous group of countries in natural resources, per capita
income and other socio-political and economic charac-
teristics. This diversity is reflected in the varying capaci-
ties across countries for raising financial resources for
economic development, including the domestic resource
gap—the distance between domestic savings and invest-
ment, much of which is met by external funding.

New financial instruments
and substantial changes in
public resource management
are needed to address struc-
tural weaknesses in domestic
public resource mobilization.
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as substantial changes in public resource management
to address at core the structural weaknesses in domestic
public resource mobilization.

Policymakers should address these pressing challenges
by taking advantage of new opportunities for bring-
ing about structural transformation through improved
mechanisms for mobilization, use, and distribution of
resources, in order to create a foundation for inclusive
growth.

Savings and investment ratios have varied considerably
over time (figure 5.1). In sub-Saharan Africa, the gross
domestic savings ratio declined sharply from over 25 per
cent in 1980 to 13 per cent in 1992 and stayed just above
15-16 per cent until 2009. The gross capital formation
ratio followed a similar sharp downward trend from 25
per cent in 1980 to 16 per cent in 1992-1993 and stayed
in the 16-18 per cent range for a decade before gradu-
ally increasing to 20-21 per cent in 2008-2009. In these
early decades, foreign funds, mainly ODA, used to fill the
domestic resource gap of about 3 per cent of GDP. The
rise in investment after 2002-2003 reflects reviving eco-
nomic growth, although external flows filled a domestic
resource gap that widened from 3 per cent in 2003 to 6
per cent in 2008, as domestic savings did not increase
enough.

Both savings and investment climbed markedly in sub-
Saharan Africa by 2-3 percentage points in 2010, after
experiencing a small reduction in 2009, marking a faster
recovery from the global crisis among African economies
(and other developing regions) than among developed
countries. It is too early though to assume that this trend
will continue in 2012 or beyond (see chapter 1).
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Figure 5.1

Gross domestic savings and gross capital formation in Africa, 1980-2010 (% of GDP)
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Mainly because of differences in resource endowments
and incomes, wide differences in aggregate savings and
investment ratios stand out among country groups and
subregions, particularly in low-income countries and
in West Africa where savings ratios are around 2-6 per
cent and investment ratios 5-9 per cent. These should be
compared with the ECA estimate that for Africa to grow
at 7 per cent a year—necessary to achieve the MDGs—
the continent needs to maintain an investment rate of 33
per cent (UNECA, 1999).

In North Africa, too, these ratios experienced a steady
decline through the 1980s to the late 1990s (see figure
5.1). The reduction in investment was particularly sharp,
falling from 32 per cent of GDP in 1980 to 19 per cent in
1997. These two decades were indeed “lost” to econom-
ic development in Africa as a whole. Domestic savings
in North Africa recovered quickly from the late 1990s,
climbing to 38 per cent in 2008. This made North Africa
a significant net creditor to the rest of the world, as do-
mestic investment rose to only 30 per cent. Both savings
and investment declined in 2010, however, reflecting the
political upheavals (see chapter 1).

The recent impressive recovery in capacity to mobilize

resources and invest is not seen in all African countries.
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A dichotomy of resource-poor and resource-rich coun-
tries, dictated by their natural resource endowments, is
a characteristic of the continent. Resource- and income-
poor countries have been left out, and are still heavily
constrained by their meagre capacity to mobilize domes-
tic resources or attract external resources. ODA fills their
wide domestic resource gaps, sustaining the minimum
investment required to prevent development from stall-
ing.

Certainly, the acceleration in investment and growth
over the past decade has been more characteristic of
oil- and mineral-rich countries, and is closely associated
with the price hike of their commodities on world mar-
kets since 2002, buoyed by strong demand from emerg-
ing economies. As long as the boom continues, the task
facing these countries is not so much how to mobilize
resources as how to deploy newly mobilized resources for
the structural transformation and diversification of their

economies.?

Some countries not necessarily regarded as rich in min-
eral resources, such as Ethiopia, Kenya and Tanzania,
have seen rising investment rates, though their domes-
tic savings rates lag behind. Manufacturing and services
have begun to attract private capital flows, which indi-




Africa has a wealth of op-
portunities rarely available in
its post-independence years,
but the challenges of turning
optimism into reality are
daunting.
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cates that African optimism is spreading to resource-
poor countries and to activities not directly connected
with minerals.

Africa is now at a critical juncture. It has a wealth of
opportunities rarely available in its post-independence
years. The challenges facing policymakers on how to use
these opportunities—turning optimism into reality—are
daunting.

5.2 Meeting the need—external flows

ACCORDING TO AfDB et al., (2011), total external fi-
nancial flows to Africa increased from $27 billion in 2000
to $126 billion in 2010, and FDI flows for the first time
surpassed ODA that decade (figure 5.2).*

Figure 5.2

FDI and ODA flows to Africa 2000-2011 ($billion)
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We now look at the changes in each component of exter-
nal flows (ODA, FDI, portfolio flows, as well as remit-
tances), largely through the prism of Africa’s needs for
structural transformation and diversification.
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ODA: the shifting ground of aid policy in Africa

Net ODA flows disbursed to all developing countries in
2009 was just more than $127 billion, an increase from
around $50 billion in 2000. Africa received net aid flows
of more than $45 billion, or 35 per cent (figure 5.3). Sub-
Saharan countries received $42.3 billion—the largest
share (33 per cent) of total ODA flows—and North Afri-
can countries received $2.9 billion.®

2006 | 2007 ' 2008 ' 2009 ' 2010 ' 2011

Aid flows to sub-Saharan Africa increased sharply from
$12.5 billion in 2000 to $42.3 billion in 2009—over a
three-fold increase, though well short of the pledge of
“doubling aid to Africa” made at the G-8 Gleneagles con-
ference in the United Kingdom in 2005. Aid to North Af-
rica fluctuated between $2 billion-$3 billion for almost
three decades except for 1990-1994 when bilateral dis-
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Figure 5.3

Total aid flows to developing regions ($ million)
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bursements to Egypt and other countries in North Africa
doubled.

Both multilateral institutions and bilateral donors in-
creased official aid to Africa in the past decade, but the
sharp spike in aid to Africa in 2005-2006 came mainly
from debt cancellation under the Multilateral Debt Re-
duction Initiative for the HIPCs (figure 5.4).
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The sharp spike in aid to
Africa in 2005-2006 came
mainly from debt cancella-
tion under the Multilateral
Debt Reduction Initiative for
HIPCs.
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Figure 5.4

Aid flows to Africa by type of donor ($ million)
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The grant-loan mix

Gross aid flows to sub-Saharan Africa and to North Af-
rica have been dominated by grants in the last three dec-
ades (figure 5.5). In 2009, sub-Saharan Africa received
$10.9 billion in loans and $36.1 billion in grants, almost
1:3; a larger share of 37 per cent in loans was disbursed
to North Africa. This grant-loan mix, heavily in favour
of grants, may partly be explained by recipient govern-

Figure 5.5

Gross aid flows to Africa: loans versus grants ($ million)
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ments’ preference to avoid accumulating debt-service
obligations. In sub-Saharan Africa it may also reflect a
conscious decision by donors to eschew a repetition of
the protracted debt crisis that stalled progress in socio-
economic development in heavily indebted countries for
25 years before its resolution through the Multilateral
Debt Reduction Initiative adopted in 2005.
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This section argues that the policy discourse on aid
modality between loans and grants is somewhat over-
simplistic, if not misguided. In fact, an example of the
inappropriateness of such an approach is evident in
the practice of the mechanical application of the “traf-
fic light system” for deciding the grant-loan mix in the
Debt Sustainability Framework used by the World Bank
and IMF in the International Development Association
(IDA) aid allocation. The use of properly structured,
incentive-compatible loan contracts is technically pref-
erable to outright grants in financing productive in-
vestment, with a greater growth dividend recuperated
within a reasonable time of debt contracts (Nissanke,
2010b).

We should also consider that, if grants are the only in-
struments used for aid provision, the size of the overall
aid envelope could be limited by the budget constraints
that bilateral donor governments and multilateral devel-
opment agencies face annually. Increasing aid through
loans entails lower real costs for donors than providing
the same nominal amount of aid as grants (Gunther,
2009). Indeed, the use of concessional loans allows aug-
mentation of the overall aid resource envelope, as gov-
ernments and agencies can use more funds mobilized
through efficient inter-temporal management of their
own resources.

An appropriate configuration of the grant-loan mix
should thus be decided on, depending on what aid is
used for. Many economic infrastructure projects that
can alleviate various absorption capacity constraints
and other critical supply bottlenecks could, in princi-
ple, bring about high growth dividends, faster. Indeed,
they can generate high social returns if projects are man-
aged efficiently to create a steady cash flow over a period
corresponding to a negotiated debt payment schedule.
Hence, for financing these types of projects, concessional
loans can be a superior instrument to grants. The real is-
sue for avoiding a protracted debt crisis in future is how
to make terms and maturity structures of concessional
loan contracts appropriate and generous enough to en-
sure a steady flow of debt service payment through an
efficiently structured, contingent-financing facility that
addresses low-income countries’ high vulnerability to
exogenous shocks.

Investment in social infra-

structure, such as health and
education, would take longer
to generate growth dividends.

Investment in social infrastructure, such as health and
education, would take longer to generate growth divi-
dends. Returns to investment in human capital accrue
more to individuals, hence widely dispersed, requiring
an efficient and progressive tax system to recuperate. The
latter takes time for governments to create and adminis-
ter. Thus, grants can well be a more appropriate instru-
ment of aid for this kind of investment or technical assis-
tance and cooperation. Great care is required in deciding
which aid instruments and modalities are appropriate,
case by case.

ODA weaknesses in Africa

One might also challenge the basis of some of the key
positions taken previously by the donor community in
deciding how best ODA should be provided for low-
income countries in Africa to overcome developmental
bottlenecks. Experience with aid-funded economic in-
frastructure projects in the 1960s and 1970s was indeed
astonishingly dismal in Africa, as many projects were
conceived and carried out in an incorrect political-econ-

omy context.

For a start, ODA should have never been used for funding
many of these politically motivated projects. Also, eco-
nomic infrastructure projects require strong institutional
and political commitment, equipped with dedicated pro-
fessional management teams and adequate resources for
operation and maintenance. Many valuable lessons have
been drawn, but these mistakes cannot be used to jus-
tify reducing ODA support to economic infrastructure
projects altogether. Further, ODA can play a pivotal role
in both economic and social infrastructure development
in low-income countries, through financial and techni-
cal assistance. The need for social infrastructure should
not be used as a rationale for drastically curtailing ODA
to economic infrastructure development, as happened




in Africa in the 1980s and 1990s. Three reasons are put
forward.

The first was the failure of many donor- and government-
funded infrastructure projects, often dubbed “white el-
ephants” Some of these projects were manifestly “wrong”
from inception, as they were motivated almost exclusive-
ly by political considerations rather than carefully justi-
fied in economic terms. The others failed because of in-
adequate provision for recurrent and maintenance costs,
unrealistic pricing, or prevalence of regulatory forbear-
ance or gross mismanagement. The second reason was
the relentless drive of the World Bank and IMF for public
divesture, privatization and deregulation across infra-
structure sectors in the 1990s. The third was the power-
ful advocacy for shifting public spending towards social
sectors such as health and education, partly due to the
deliberations of the Copenhagen Social Summit in 1995.7

In fact, it was the rise of a development paradigm em-
phasizing the virtues of liberalization, deregulation and
privatization during the 1980s that had a profound im-
pact on donor aid policy for infrastructure development.
The World Development Report 1994 “Infrastructure
for Development” is testimony to the dominant posi-
tion taken by the donor community at the time. Its main
recommendations were to “manage infrastructure like a
business”, “introduce competition” and “give users and
other stakeholders a strong voice and real responsibil-
ity” (World Bank, 1994: 2). These policy measures had
persuasive power in light of some real problems typically
found in infrastructure development and management in
Africa, such as inefficient operations, inadequate main-
tenance, fiscal drain, unresponsiveness to user demands

and neglect of the poor and the environment.

Thus, reflecting both the shift in the dominant paradigm
in the 1980s and these concerns on the ground, the World
Bank then advocated greater private sector involvement
and full cost recovery in utility provision, resulting in a
major decline in donor-financed infrastructure projects
in general. The prevailing view was that, once these sec-
tors were deregulated and privatized, private investors
would take over and turn around the coverage and qual-
ity of infrastructure services.
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Yet, this optimism proved unfounded everywhere, par-
ticularly in Africa, which had attracted cumulatively
just $28.1 billion of private flows for infrastructure in-
vestment in 1990-2002, compared with $199.4 billion in
East Asia and $397.4 billion in Latin America and the
Caribbean. Further, most of the private infrastructure in-
vestment in Africa took place in telecommunications (66
per cent) and electricity (18 per cent). Very little went to
transport and water. Only a handful of countries in Af-
rica, including South Africa, attracted private capital for
running this infrastructure and these utilities in response
to privatization initiatives (AfDB, 2006).

These conditions—especially the low private investment
in Africa and in transport and water—partly reflect the
well-known fact that there is a big wedge between private
and social returns in providing utility services in poor
areas. The initial sunk costs of infrastructure investment
in poor, inaccessible areas are very high, yet cost recovery
through pricing and user charges is impossible without
commitments of substantial public financial resources, if
the target is to improve the poor’s access to infrastructure
services. Appropriate pricing of services has often been
one of the most difficult issues to address in infrastruc-

ture reforms.

The public economics literature has long acknowledged
that market failure prevails in the presence of externali-
ties. On account of high positive externalities and spill-
over effects, the provision of infrastructure development
and services should be appropriately seen in the domain
of public goods provision. Given that social returns are
higher than private returns to infrastructure investment
and that high risks are involved in large projects with
long gestation periods, the public sector should shoulder
a large share of financing infrastructure development and
service provision in the early stages of economic develop-
ment.

Yet, during the 1990s, the public sector throughout de-
veloping countries heavily cut its contribution to infra-
structure development because of factors such as the un-
founded optimism that private finance would be made
available, the fiscal austerity required in protracted debt
crises, and decentralization (that led to mismatches be-
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tween resources and needs). Particularly in Africa, the
sharp fall in domestic public financing (section 5.4) was
exacerbated by an equally steep reduction in ODA for

economic infrastructure in the 1990s. East Asia and the
Pacific was an exception to this global trend, however
(box 5.1).

In East Asia and the Pacific, about four fifths of aid in the last two or three decades has come from bilateral donors,

with Japan the main source.’

Japan’s ODA to the region is concentrated in economic infrastructure development, and the share of infrastructure
financing in total aid followed an upward trend from the early 1970s. ODA for economic infrastructure and water-related

infrastructure accounted for two thirds of infrastructure financing in the 1980s and 1990s. Public goods provision in
economic infrastructure has thus been consistently higher in East Asia than in other developing areas. The contrast is

sharpest between East Asia and Africa.

The East Asian experience unequivocally points to the central role of infrastructure provision in economic development.
Financing infrastructure investment as public goods and strengthening State capacity to deliver infrastructure services

sustainably are prerequisites for spurring and sustaining private initiatives and investment.

1. See Nissanke (2007) for further discussion.

In Africa, an inevitable correction to the damaging cull
of infrastructure financing began by the mid-2000s, once
donors identified infrastructure deficiencies as a criti-
cal gap in economic development. Given the continent’s
geographical disadvantages as one of the most binding
growth constraints, the need for massive infrastructure
investment was officially recognized as crucial for ac-
celerating economic and productivity growth as well as
for reducing poverty. This unfortunate delay reflected
the unhealthy situation that has evolved since the early
1980s, whereby much of Africa’s development agenda is
set by donors, in particular IFIs.?

This belated official recognition—see, for example, the
Commission for Africa Report (2005)—has entailed a

Working with new development partners

China and other emerging economies such as Brazil, In-
dia, Korea, Turkey, Malaysia and capital-rich countries
in the Middle East have increased aid and investment in
Africa, offering a new kind of development partnership
based on South-South cooperation.'® Indeed, trade be-
tween Africa and its new development partners has in-
creased at a phenomenal pace over the past decade, lead-

heavy cost in forgone economic growth and poverty re-
duction. Given the enormous infrastructure deficit, in
its call for an immediate doubling of ODA to Africa to
$50 billion a year, the Commission believed that about
half of ODA should be spent on building infrastructure.
The most recent estimate suggests that the cost of ad-
dressing Africa’s needs in physical infrastructure is about
$93 billion a year, some 15 per cent of Africa’s GDP.
About two thirds of this is needed for greenfield and re-
habilitation investments, and the other third for main-
taining current infrastructure.” Will a new development
paradigm—South-South cooperation—be any better
than the approach of the traditional donors?

ing to a marked reduction in the share of the traditional
partners from Europe and North America in the conti-
nents trade and foreign investment." In 2009, China’s
share in Africa’s total trade with emerging partners was
about 38 per cent, India’s 14 per cent, and Brazil, Korea
and Turkey each accounted for about 7 per cent (AfDB
etal., 2011).




The emergence of China and other economies as new
economic partners for Africa has attracted widespread
attention and debate, receiving mixed reactions in policy
circles around the world. Though the actual amount of
aid provided by non-traditional partners to Africa is still
small relative to the volumes from the traditional donors
(that is, the members of the OECD-DAC), it has been
increasing quickly.

The form of engagement among new partners varies (see
chapter 4). For example, while Brazil focuses more on ag-
riculture and agro-processing, a large proportion of In-
dia’s aid, which has expanded alongside FDI and trade, is
provided as technical assistance. India is active in learn-
ing, skills-intensive areas and services. At the first India-
Africa Forum Summit in 2008," India came up with new
major initiatives including the Pan-African e-Network
Project, the Techno-Economic Approach for the Africa-
India Movement as well as Special Commonwealth Afri-
can Assistance Programmes.

Saudi Arabia is reported to have provided Africa with
$5.5 billion in gross ODA in 2008, using the Saudi Fund
for Development to finance investment projects through
concessional loans for transport and energy infrastruc-
ture. It allocated 28 per cent of its loans to countries in
sub-Saharan Africa. Arab and Islamic funding insti-
tutions in aggregate are reported to have invested $2.4
billion in 2008 and $1.7 billion in 2009, in African in-
frastructure.”® As a new member of the OECD-DAC,
the Republic of Korea is now aligning its aid policy with
those of other DAC members.

Yet, it is the form of China’s engagement in Africa as well
as its sudden surge in activities and the timing of its “re-

The emergence of China

and other economies as new
economic partners for Africa
has attracted widespread
attention and debate.
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turn” to Africa that has attracted perhaps the most com-
mentary worldwide."

The China card

China’s aid is available without any policy conditional-
ity attached, on the basis of a “coalition” engagement (a
collaborative State-business approach through aid, trade
and investment as a package). Though details of differ-
ent components in the package are difficult to tease out,
China’s economic activities in Africa in aggregate have
been expanding faster since 2001. In 2001-2008, bilat-
eral trade is reported to have increased 10-fold, while
total Chinese investment in Africa is estimated to have
reached $26 billion by the end of 2008, according to a
Chinese source.”” Chinas pledge to double aid within
three years (2007-2009), made at the summit meeting of
the third Forum for China-Africa Cooperation in Bei-
jing in 2006 was fulfilled, despite the global crisis. China
has also agreed debt relief or cancellation with 31 African
countries. At the last forum in November 2009, it made a
new pledge to double its concessional loans to Africa to
$10 billion in the next three years, while setting aside $1
billion for loans to SMEs in Africa.

So far, one of the main focuses of Chinas aid has been on
building economic infrastructure, now universally seen
as critical to Africa’s future, and that contribution is also
highly visible. Even with issues encountered in implemen-
tation, the country is rapidly expanding its areas of coop-
eration, going beyond natural resources and infrastructure
through the “Angola Mode” to agriculture and sectors such
as telecommunications and water, as well as to soft infra-
structure projects such as building hospitals and schools.
A raft of new financial institutions and facilities has also
been created, including the China Development Bank.
More than 90 per cent of China’s infrastructure projects
are still financed by preferential loans from the EX-IM
Bank, but some, such as road activities in Botswana and
Ethiopia, are now funded by the Ministry of Commerce,
which has begun providing investment and trade credit
financing.'®

Large State companies from China may dominate big
infrastructure projects and resource extraction sectors,
but some private companies have become active in vari-
ous sectors. With official financial support initially avail-
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able through the China-Africa Fund, an ever-increasing
number of small, privately run firms have been setting
up in manufacturing and services across the continent,
especially in Nigeria and South Africa.”” These private
firms operate mainly outside the close circle of Chinese
Government supervision and monitoring. Private firms,
initially assisted by concessional loans, have also been
told to wean themselves financially off State help.

Private commercial banks, such as the China Merchant
Bank and the Industrial and Commercial Bank of Chi-
na, which acquired a 20 per cent stake in South Africas
Standard Bank in 2007, have started playing a pivotal role
in providing commercial loans to a growing number of
Chinese private entrepreneurs in Africa. Chinas State
credit insurance agency—Sinosure—has become active
in offering cover for country and credit risks.

Chinese-African economic relationships are, in short,
complicated, spanning numerous activities and actors,
evolving constantly as a critical part of China’s overall
going-out strategy.

In agriculture, China has targeted its aid at increasing
productivity by sending large numbers of experts and
setting up extension centres for sharing and transferring
technology. African farmers are reported to prefer farm-
ing machinery from China to that from the West as it
offers technology that is simple and easy to operate. Yet,
China’s domestic considerations and imperatives some-
times appear to impose themselves also on engagement
with Africa in agriculture. For example, there has been
a big push for Chinese farmers to focus on opening new
lands for plantations in Africa. What lies behind this ini-
tiative is reported to be China’s own need to relocate the
farmers displaced through the dual pressures of WTO
trade liberalization and its rapid urbanization, as well as
its eyeing Africa as a source of future supply for its own
food security. This move has inevitably produced a back-
lash against large Chinese investments in agriculture.

African smallholders see such initiatives as a threat to
traditional farming, dubbing them land grabs.

Overall, aid in a package deal with expanded investment
and trade from China (and other new partners), with-
out policy conditionality and cumbersome negotiations,
has added impetus to African development against the
chequered history of aid relationships with traditional
bilateral donor countries and multilateral institutions.
The emerging partners’ stance offers African countries
an opportunity to gain the policy space that is desper-
ately needed for exploring their own path of economic
development. It could, potentially, even help to bring to
maturity Africa’s nascent democracy if it makes African
policymakers accountable for policy reforms to their citi-
zens, not just to donors.

Finally, because aid and investment flows from new
development partners have targeted not only critical
bottlenecks in African economic development—infra-
structure and agriculture—but also new activities and
sectors—services and manufacturing—there is hope that
such engagement could alleviate these bottlenecks, real-
ize the structural transformation of economies and share
benefits from economic globalization, in a sustainable
manner. For this to become reality, African policymak-
ers have to take proactive, strategic positions in their
economic relationships with emerging partners as these
partners are engaging in Africa undoubtedly driven by
their own business and economic interests.

African policymakers have
to take proactive strategic
positions with emerging
partners in their economic
relationships.
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Private capital flows

The surge in interest in resource-rich Africa from new
partners and creditors has had other tangible “leverage-
in effects” from international investors, unseen before in
Africa. For the first time, private investors are increasing-

Figure 5.6

Net private capital flows to Africa, 1990-2010 ($ million)
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Foreign Direct investment

FDI to African countries peaked in 2008 at $72 billion—a
five-fold increase from 2000 and from just $2 billion in
1990—falling to $59 billion in 2009 and to $50-$52 bil-
lion in 2010, owing to the global financial crisis (figure
5.6). FDI now accounts for 20 per cent of gross capital
formation in Africa, much higher than in other develop-
ing regions (AfDB et al., 2011).

Africa still attracts largely
natural resource-based FDI
or FDI geared toward the
lower end of the global value
chains of MNEs.

2004
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ly taking Africa seriously as one of their key destinations.
Net flows of FDI and portfolio investment (equity and
bonds) to Africa for 1990-2010 are given in figure 5.6.

2005
2006
2007
2008
2009
2010

@mms Portfolio investment, bonds

Africa still attracts largely natural resource-based FDI
or FDI geared towards the lower end of the global value
chains of MNEs, such as simple assembly-line operations.
FDI in the garment industry in Africa is an example of
“foot-loose” FDI, attracted by temporary conditions such
as preferential market access granted through the Afri-
can Growth and Opportunity Act (AGOA) or protec-
tions accorded under the Multifibre Arrangement before
it expired in 2005. These sectors and activities are char-
acterized by fewer dynamic externalities and knowledge
spillovers than in other developing regions. Only some of
the very recent FDI in new knowledge- and technology-
intensive sectors—such as telecommunications, ICT and
solar-panel production, or biotechnology-based agricul-
tural products—have raised hopes for a new generation
of FDI activities that are local market-based and can
therefore be locked firmly with commitments to Africa’s
future.
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In considering the strategic position that the host coun-
tries should take to derive maximum developmental ben-
efits from FDI, one should recognize wide asymmetries
in market power and access to information, technology
and other intangible knowledge assets between MNEs on
the one hand, and local entrepreneurs, farmers and trad-
ers in developing countries on the other. Indeed, con-
temporary “corporate-led” globalization has eroded the
capacity of governments to raise revenues for redistri-
butional purposes or to enact regulations to protect and
enhance labour rights or protect the local environment,
for fear of driving away MNE:s or capital. This is reflected
in the MNE dominance in commodity and value chains
of traded goods, as well as in observed conditions such
as the sharp decline in real wages in export processing

Zones.

In such global conditions, the benefits of productivity im-
provements, instead of going to the fragmented produc-
ers and farmers, are largely appropriated by MNEs and
global supermarket chains. This has resulted in a hugely
skewed distribution of gains from global trade and direct
investment, pointing to the need to improve the nego-
tiating positions of governments in developing coun-
tries vis-a-vis MNEs—in a strategic, targeted approach
to FDI—so that FDI can facilitate skills and technology
transfer and generate strong productivity spillovers that
also benefit domestic firms.'

More specifically, given that most FDI is attracted to Af-
rica by its rich deposits of oil, minerals and other metals,
we cannot expect dynamic externalities (through mar-
ket-based channels) such as the generation of significant
forward and backward linkages between upstream and
downstream industries, as is the case in manufacturing
or services. Hence, the issue of how to manage and dis-
tribute resource rents through macroeconomic policy
configuration and fiscal mechanisms should take a cen-
tral place in policy discussions in natural resource-based

economies.

There is a need to ensure that a fair share of the resource
rents accrues to host countries in the first place—thus,
the question of how to conduct negotiations on resource
rents with MNEs, becomes critical. In Africa, the position
of governments weakened sharply after mineral concerns

were privatized in the 1990s, and in an ownership struc-
ture dominated by MNEs policy space for autonomous
fiscal and monetary management—in bringing about
short-run stabilization as well as long-run economic de-
velopment through fiscal mechanisms—is heavily cur-
tailed. Owing to differences in privatization programmes
negotiated with MNE conglomerates, Zambia, for exam-
ple, found itself in a much less favourable position than
Chile in distributing and using mineral rents."” Given the
public outcry over unfair tax regimes for mineral rents
negotiated under earlier secret deals, the Zambian Gov-
ernment was in the end forced in 2008 to renegotiate the
initial fiscal concessions accorded to MNEs.

Negotiations between MNEs and host countries on fiscal
and tax regimes conducted in secret tend to produce out-
comes strongly favouring MNEs, because host countries,
too fearful of losing the MNE interested in their location,
offer unnecessarily generous fiscal concessions such as
tax holidays or lower taxes and royalty payments. In-
deed, asymmetric access to information on MNE global
strategy and little transparency in negotiations have often
prompted competing host governments to “race to the
bottom”

Yet, fiscal concessions may not be one of the top criteria
for MNE investment-location decisions, compared with
other fundamental issues such as the size of the potential
national and regional markets or the skills level of work-
ers (with horizontal and vertical integration), the quality
or other technical properties of natural resource deposits
(with resource-based FDI) or general political and eco-
nomic stability. For this reason, policymakers need to fo-
cus on improving these fundamental conditions in order
to influence MNE decisions on where to invest. As chap-
ters 3 and 4 showed, there are numerous other factors as
well, including the institutional environment, economic
and social infrastructure, and technological capabilities.
All these need to be upgraded not only for investment
promotion, but also for laying a solid, wider foundation
for socio-economic development.

Over the past decade, African governments have taken
many investment promotion and liberalization measures
to attract foreign investors, with an emphasis on creating

“an enabling environment for doing business” in policy
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The quality of governance
over the domestic distribu-
tion of resource rents makes
a huge difference to the de-
velopment of resource-based
economies.

discussions led by the IFIs. These measures include re-
ducing transaction costs by cutting unnecessarily cum-
bersome bureaucratic paper work and strengthening reg-
ulatory systems. These measures are naturally important
for facilitating private investment generally, by foreign or
domestic investors.

However, there is a question mark over the “additional-
ity” in investment flows entailed in various attempts at
luring foreign investors by granting too generous fiscal
incentives. Aarsnes and Poyry (2010) argue for more
transparency and for host countries to move away from
agreements with individual MNEs signed behind closed
doors. They stress the merits of establishing open, gen-
eral, transparent non-negotiable fiscal terms enacted
directly in tax law, as in most developed countries. In
particular, they recommend that host countries have tax
systems and rates that are neutral relative to the MNE
home countries or have clear benchmarks for compa-
rable countries in the case of capturing resource rents.
Their proposal is specifically intended to avoid unnec-
essary fiscal competition and to reduce incentives for
MNEs to use illicit transfer-pricing mechanisms for re-
patriating profits.°

Finally, there is no doubt that the quality of governance
over the domestic distribution of resource rents makes
huge a difference to the development of resource-based
economies. In fact, the use of resource rents for sus-
tainable economic development is likely to require the
formation of a developmental State through a real pub-
lic-private sector alliance in the name of broad-based,
inclusive, socio-economic development.?!
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Portfolio flows

Private portfolio flows to Africa are much smaller than
FDI flows (see figure 5.6). South Africa is the dominant
destination, taking about 80 per cent of Africa’s total, and
Egypt comes next. Mauritius is known to be the most ac-
tive portfolio investor in intra-African portfolio invest-
ments (AfDB et al., 2011). With increased private capital
flows over recent years, Africa’s asset-liability positions
with the rest of the world and its debt profile and dy-
namics may change greatly. In particular, if these flows
are properly deployed in productive investment with
substantial growth dividends, the absorptive capacity of
capital flows and the debt-carrying capacity of African
economies could be enhanced.

However, portfolio flows are characterized by very high
volatility and are pro-cyclical (see figure 5.6). These
charts show net portfolio flows, which already cancel out
the extreme volatility exhibited in gross flows. Further,
portfolio flows in contemporary financial globalization
are more diversification finance (conducted through as-
set swapping for risk hedging and shedding by financial
investors to achieve maximum risk-adjusted returns to
asset holders) than development finance, the case under
the early phase of globalization in the late nineteenth
and start of the twentieth centuries. Mediated through
very high-frequency trading activities, portfolio flows are
viewed rightly as “hot money”.

The pro-cyclicality of portfolio flows is driven by fast
changes in investor liquidity preferences and risk appe-
tites or aversion. Hence, the potentially detrimental ef-
fects of sudden cross-border movements on the stabil-
ity of macroeconomic conditions and on domestic asset
prices raise serious policy concerns. It is by now well
acknowledged that financial globalization proceeded
without a proper global governance structure, including
an internationally coordinated system of regulation and
supervision of the activities of financial institutions. Fur-
thermore, cross-border capital flows are the main culprit
for developing unsustainable global macro imbalances
and periodical financial crises.

As newcomers to international capital markets, policy-
makers in Africa can draw many valuable lessons on how
to manage cross-border portfolio flows from the expe-
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riences of emerging economies in other regions which
adopted a regime of full capital-account convertibility
earlier. In fact, the best approach for African countries
may well be to concentrate efforts on deepening finan-
cial markets and strengthening the capacity of financial
institutions, rather than on courting international inves-
tors excessively out of eagerness to mobilize additional

resources.

Remittance flows, and flights of financial and hu-
man capital

Given the growing size of workers’ remittances to Africa,
how can they be used better (UNECA and AUC, 2011)
note that remittances represented the most important
source of capital flows to Africa after FDI in 2010, equiv-
alent to about 7 per cent of African GDP. Cape Verde,
Gambia, Morocco, Nigeria, Senegal and Togo receive
some of the larger flows as a share of GDP.

Workers™ remittances accrue to private citizens, and are
used for various purposes, including: keeping current
consumption over subsistence levels among poor house-
holds; attending to medical conditions of household
members; investing in childrens education, nutrition
and health; building private housing; and starting and
expanding businesses. These uses contribute to socio-
economic development, but are not centrally mobilized
and are intermediated through informal channels and
financial systems to the hands and accounts of the recipi-
ents.

Developmental benefits would stem from increased in-
come and enhanced savings from remittances, preferably
mobilized through financial institutions or a broadened
tax base with an enhanced system of collection of direct
and indirect taxes.

Policymakers could also aim to repatriate the huge wealth
that has built up in foreign bank accounts or in real assets
abroad as a result of capital flight (capital that has left the
continent through non-transparent transactions or illicit
channels used by high-profile politicians or other gov-
ernment officials with access to public money).

The size of African capital flight is huge, according to
Ndikumana and Boyce (2011). On the basis of data re-

The size of African capital
flight is huge. More than
$700 billion fled the region
during 1970-2008.

constructed from balance-of-payments statistics of 33
sub-Saharan countries, they estimate that more than
$700 billion fled the region during 1970-2008. If one
includes earned interest at market rates on the accumu-
lated wealth, the value of capital flight amounts to $944
billion—close to sub-Saharan Africas GDP in 2008 of
$997 billion.”? These statistics reveal a major develop-
ment challenge stemming from unacceptable levels of
mismanagement of public resources in Africa.

To this capital flight, we should add the loss of public
resources incurred through the brain drain of skilled
human resources because of the lack of suitable jobs at
home. Many African countries are in effect paying to
train medical professionals for developed countries. By
one recent estimate, “sub-Saharan African countries that
invest in training doctors have ended up losing $2 billion
as the expert clinicians leave home to find work in more
prosperous developed nations”.”

Governments could usefully revisit the “the brain drain
tax” proposal made in the mid-1970s by Professor Bhag-
wati. For example, at least some proportion of income tax
on skilled and professional emigrants levied in destina-
tion economies could be used as a source of development
financing for specific projects in education and health
or for schemes designed to create job opportunities for
skilled and educated youth in home countries.*

Such financial haemorrhaging and massive human capi-
tal loss from the continent illustrate how much hardship
the people of Africa have had to endure unnecessarily
because of the “institutional development trap” that has
characterized the African continent throughout the post-
independence era, despite its immeasurable developmen-
tal potential in human and natural resources (box 5.1).%
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Diagnosing the development trap in Africa as resulting from large-scale pervasive government failure, in the wake of
the early 1980s’ debt crisis, the IFIs recommended economic liberalization and deregulation, and keeping the size of
governments to a minimum, in exchange for aid and debt restructuring. Africa’s debt crisis was, however, closely linked
to the severe commodity crisis at the time (Maizels, 1992).

The collapse of commodity prices amounted to a loss of real purchasing power of 40-60 per cent for many commod-
ity-dependent economies in sub-Saharan Africa—a deeper crisis than that faced during the Great Depression in the
1930s. For macroeconomic stabilization, the demand management of commodity-dependent economies hit by exter-
nal shocks should have been countercyclical to commodity price movements. Yet, at that time of an externally induced
balance-of-payments crisis, accompanied by a sharp drop in domestic demand, these countries were forced—lacking
alternative financial facilities—to adopt the IMF-sponsored pro-cyclical stabilization programme that brought about
further contraction in aggregate domestic demand.

In practice therefore, with the debt crisis, as well as severe and deep fiscal retrenchment imposed on them in the reform
process, governments were generally left with little capacity and few resources to undertake sustained public invest-
ment and little ability to crowd in private investment.! In the absence of reliable public goods provisions, transaction
costs to engage in productive activities remained prohibitively high. Economic transactions were conducted in highly
uncertain and risky environments, which engendered eminently volatile returns to investment.

High uncertainty and instability are powerful deterrents not only to private investment and economic growth, but also
to the composition of investment in favour of reversible and safe investments that have a self-insurance character. In
such circumstances, African investors systematically chose safe and liquid assets over less liquid but high-yielding as-
sets. While wealthy segments of the population often invested abroad— capital flight—other private investors put their
capital in short-term assets in sectors with lower sunk costs and shorter turnover periods, such as trading, rather than
in long-term physical investments (Aryeetey, 1994). The resulting low public and private investment together harmed
economic growth and development in Africa.

In particular, the political and economic environment in the 1980s and 1990s kept the economic activities of a significant
proportion of private agents away from the “official” economy. Since then, the informal economy has become an impor-
tant source of employment and income for the majority of urban and rural households, and economic activities tend to
be restricted to small-scale production and local trade. The majority of the poor, particularly the rural poor, have been left
behind. At the same time, a largely informal economy leading to a weak and narrow tax base reinforces fiscal fragility.

The slow but gradual transition from systems of personal or authoritarian rule—characterized by infrequent but often
violent turnover of incumbents—to democratic regimes with a multi-party system since the turn of the 1990s was
naturally a welcome change. This could potentially lay the basis for creating governments committed to broad-based,
equitable and inclusive development.

Yet, in practice continued poor public-goods provision and fragile fiscal conditions developed its own vicious cycle for
condemning an economy to low equilibrium, leading to a fragile State with reduced institutional capability to function.
Indeed, the scope and quality of public social and infrastructure services progressively deteriorated in many countries
in the 1990s.
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Thus, without resolving the institutional trap, States could make little progress in mobilizing the energy and resources of

their people for commonly shared development objectives. Rather, more often than not, fiscal fragility and retrenchment
aggravated distributional tensions and conflicts in ethno-linguistically fractured societies. These factors have acted as
serious impediments to structural transformation in Africa’s economies.

1. See Nissanke (2011b) for a further analysis of how international and institutional traps are closely interrelated through feedback mechanisms
that have created both a low-equilibrium trap of debt-induced growth and an institutional configuration that is detrimental to shared growth and
inclusive development through a loop of negative private—public interfaces for economic development.

5.3 Meeting the need—new approaches

SEVERAL INNOVATIVE FINANCIAL instruments
have attracted attention as mechanisms for closing Afri-
ca’s vast infrastructure gap by mobilizing private savings
through financial markets. Among them are instruments
targeted at global investors who can bear high currency
and country risks in their quest for high returns, includ-
ing debt instruments issued in hard currencies, and pri-
vate funds or vehicles (Brixiova et al., 2011; Beck et al.,
2011).

Ghana’s sovereign external 10-year bond issue of $750
million in late 2007, for example, to finance energy and
infrastructure projects attracted heavy publicity at the
time, as it was the first sovereign bond issued by a sub-
Saharan country (apart from South Africa). It was hailed
as a success, achieving a B+ rating and four times over-
subscribed at the time of issue, with strong demand from
asset managers and hedge funds in particular. In the
wake of the global financial crisis, however, it was sold
heavily at 48 cents to the dollar in the fourth quarter of
2008. It recovered to 80-85 cents to the dollar in summer
2009 but with a yield of about 12 per cent.

This episode, as well as the sovereign debt crisis in the
euro area, shows the high volatility in sovereign bond
markets and that debt sustainability could be at risk
when investor risk appetite shifts rapidly. Indeed, a series
of sovereign bonds issues planned in 2009 and 2010 by
African countries had to be deferred owing to adverse
conditions on global financial markets.?

Attention has recently been paid to tapping excess sav-
ings in public bodies on the continent or globally for
accelerating investment in Africa. Many resource-rich

countries in Africa have become net creditors to the rest
of the world, as the rapid increase of commodity prices
since 2002 and many new discoveries of mineral and oil
deposits in Africa have led them to accumulate reserves.
Windfalls from these resource rents are often far in ex-
cess of a country’s absorptive capacity to deploy them
effectively for development over a short period. In any
case, commodity prices are inherently volatile, so poli-
cymakers in these countries require attractive savings in-
struments to smooth their expenditures and absorption
over commodity boom-bust cycles.”

In response to these conditions, several governments
with large excess reserves have established sovereign
wealth funds (SWFs) to manage these savings. SWFs
are increasingly seen as one of the potential sources for
financing development, in particular infrastructure pro-
jects in Africa.

In contrast to private equity funds, which are mostly
managed by private investors, or bond issues on inter-
national capital markets, SWFs are managed by govern-
ments with excess public savings. A number of resource
rich countries in Africa, such as Libya and Nigeria, have
already used this approach to fund development projects
in their own countries or elsewhere in Africa.

African policymakers need to take a strategic position on
exploiting all these new opportunities, and negotiate and
secure best deals, so that resources in minerals, oil, and
precious metals are used in the best interests of the future
generations of the African people.




Mitigating risks

A common thorny issue in all these sources potentially
available to bring in foreign funds, private or public, is
how to mitigate risks associated with long-term invest-
ment. Brixiova et al. (2011) propose various risk-mitigat-

ing instruments, including:

> Debt and equity insurance and guarantee instru-
ments for mitigating commercial and political risks,
in addition to partial risk guarantees offered by mul-
tilateral institutions.

» Viability-gap financing (leveraging in public funds
for infrastructure investment by providing public
subsidies through partial capital cost financing up-
front) for reducing risks to private investors.

» First-loss guarantees for portfolios such as the First
Loss Investment Portfolio Guarantees developed by
AfDB to mitigate country risk premiums.

» Currency hedging, government exchange guarantees
and devaluation liquidity schemes against currency
risks.

These are useful when supporting institutions and when
other preconditions are in place. However, residual risks
always remain in any inter-temporal financial transac-
tions, and often the excessive application of sophisticated
financial instruments and securitization increase system-
ic macro risks, as seen in many financial crises over the
past two decades.?®

Further, efficient trading of international financial in-
struments requires deep, highly liquid, markets and de-

African countries require a
long learning period before
operating in international
capital markets with confi-
dence on an equal footing.
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veloped forward markets for domestic currencies in the
first place; such preconditions cannot be developed over-
night. Over the past decade, many emerging economies
in Asia have focused efforts on deepening bond markets
by issuing debt instruments in domestic currencies to at-
tract both domestic and global investors on an experi-
mental basis and by gradually deepening the market with
more issues. They have also boosted the capacity of do-
mestic financial institutions and regulatory systems.

In considering the use of risk mitigating instruments,
therefore, associated costs and benefits should be care-
fully weighed. On the one hand, the cost of accessing
sophisticated risk-hedging instruments is often prohibi-
tive for low-income countries without subsidies from
multilateral public institutions. On the other hand, as the
global financial crisis suggests, the effectiveness of the risk-
mitigating capacity of some instruments is not guaranteed.
These considerations raise the question of whether pub-
lic resources should encourage use of these instruments,
rather than focus on deepening markets and boosting do-
mestic capacity.

Policymakers should be also much more vigilant against
accumulating unsustainable private external debt, by
carefully monitoring debt through an appropriate debt
sustainability analysis framework (under different as-
sumptions and scenarios). In a crisis, it is the government
that has to take on private debt obligations and turn them
into sovereign debt obligations.

African countries require a long learning period before
operating in international capital markets with confi-
dence, on an equal footing. They may consider experi-
menting with issuing debt instruments in local cur-
rencies and aiming primarily at domestic (or diaspora)
investors and financial institutions (or those with ties to,

or expertise in, countries in Africa).

Since investors in these investment vehicles are more
likely to have firm commitments and interests closely
aligned with the economic development of African coun-
tries, they are probably willing to take currency or other
country risks associated with these local currency-de-
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nominated instruments issued in domestic capital mar-
kets, by positioning themselves with a longer perspective.
Hence, these instruments are by nature more geared to-
wards financing long-gestation infrastructure projects.

Recent examples of instruments launched in Africa in
this category include four types of bonds (Brixiova et al.,
2011):

Local currency infrastructure bonds. The Kenyan Govern-
ment issued three infrastructure bonds for roads, energy
and water, sewerage and irrigation with a total value of $1
billion in 2009/2010. This paved the way for issuance of
corporate bonds by private and State companies, includ-
ing Safaricom (a mobile phone company) and KenGen
(an electricity utility). Additional incentive schemes in-
stituted with infrastructure bonds in Kenya: allow bond
holders to use infrastructure bonds as collateral for bank
loans, and banks can pledge them as collateral for their
operations; exempt bondholders from tax on interest
payments; and incorporate the practice of Islamic bank-
ing, so that banking institutions such as the Gulf African
Bank can participate.

Commodity-linked bonds. The Standard Bank Group in
South Africa offered rand-denominated, commodity-
linked, exchange-traded notes in August 2010, which
are listed on the Johannesburg Stock Exchange, with a
specific redemption date and returns linked to the per-
formance of precious metals.

5.4 Meeting the need—taxation
Recent trends in tax revenues

THE AVERAGE TAX to GDP ratio has been increasing
since the early 1990s in Africa (figure 5.7). The weighted
average of the tax ratio declined from 22 per cent in 1990
to 17 per cent in 1993, but from then it climbed to 27
per cent of GDP in 2007, a 10 percentage point increase
in 15 years. Africa’s average tax ratio is quite high rela-
tive to developing countries in East Asia and the Pacific
and Latin America and the Caribbean, whose ratios were
10-17 per cent in 2007-2009.

Infrastructure and municipal bonds. These seek the par-
ticipation of domestic pension and other funds, as well as
international investors.

Diaspora bonds. Such bonds could raise $5 billion-$10
billion annually by tapping the wealth of 16 million Af-
ricans living abroad (Beck et al., 2011). The people of the
diaspora are viewed as less risk-averse towards bonds
issued in domestic currencies as they know more about
their country of origin than other investors. They also
have liabilities in their home country and often have a
desire to help develop it. Ethiopia, for example, issued
Millennium Corporate Bonds targeting Ethiopians at
home and abroad.

Realistically, however—for the time being at least—only
a handful of “frontier” markets such as Egypt, Kenya, Ni-
geria and South Africa may issue bonds, because bond
markets have to be highly liquid, with appropriate term
structures. Many smaller countries would require region-
al capital markets in subregional hub countries, which
are important in accessing finance for cross-border in-
frastructure projects, as their economies are often too
small to justify projects on their own. One way forward,
benefiting from economies of scale, can be done through
subregional banks, funds and associated instruments, as
discussed at recent meetings of the AU and various RECs.

The tax ratio differs hugely among African countries de-
pending on the country’s natural resource endowments and
income. The recent increase in Africas average tax ratio is
largely driven by windfalls to governments in oil-producing
countries. Classified by income (figure 5.9), the tax ratio
in upper middle-income countries in Africa in 2007 was
30 per cent, nearly achieving the average of 35 per cent in
OECD countries. Lower middle-income countries had a ra-
tio of 20 per cent and low-income countries only around 15
per cent (AfDB, OECD and UNECA, 2010).
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Figure 5.7
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As expected, there are clear overlaps in groupings be-
tween resource-rich countries and upper middle-income
countries.

What makes tax systems in Africa different from those
in other developing regions are a heavy reliance on re-
source-based taxes in resource-rich countries, particu-
larly among oil-producing countries; a small share of di-
rect taxes (personal income and corporate income taxes
combined) in most African countries; and a high share of
trade taxes in poorer countries.”

Trends in 1996-2007 were as follows: the increase in the
weighted average tax ratio for Africa (see figure 5.7) was
driven almost entirely by the rise in resource-based taxes

in resource-rich countries, in particular in oil-producing

pa

1999 2000 2001 2002 2003 2004 2005 2006 2007

countries.” The share of resource-based tax revenues as
a share of GDP tripled from 3 per cent in 1998 to 15 per
cent in the late 2000s. In Libya and Angola, this share was
66 per cent and 39 per cent, respectively, in 2007.

The share of corporate income tax remained stable but
low relative to potential revenues because of too many
tax concessions and exemptions granted to corporations.
In indirect taxation, lower-income countries showed a
marked increase despite its regressive nature. The share
of trade taxes declined in the period, but the rate of the
decline decelerated. In the earlier years, the effects of
trade liberalization strongly affected government rev-

enues.’!
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Structural tax issues

The critical structural issues in domestic public resource
mobilization may be summarized under three headings
(AfDB, OECD and UNECA, 2010):

» Unresolved cross-cutting structural bottlenecks:
high levels of informality, a lack of fiscal legitimacy
and huge administrative capacity constraints.

» Further erosion of the already shallow tax base by
excessive granting of tax preferences, inefficient
taxation of extractive activities and inability to fight
abuses of transfer pricing by MNEs.

» Unbalanced tax mix: excessive reliance on a narrow
set of taxes to generate revenues, disproportionate
representation of some stakeholders in the tax base,
and emergence of a critical gap in public resources
due to declining trade taxes.

The two key features of most African countries—the
shallow tax base and unbalanced tax mix—are largely
outcomes of the unresolved cross-cutting structural bot-
tlenecks.

The informal economy, which remains stubbornly high
in Africa, is less productive than the formal sector, and
people in it have no labour or social protection schemes.
Many informal economic activities are very fragile, and
by the nature of their activities, they function outside the
tax net, although they may pay indirect taxes, such as
value-added tax.

Many informal operators may not feel much benefit from
paying taxes—direct or indirect—gaining little tangible
payback in high-quality public services or provision of
public goods. Thus, as AfDB, OECD and UNECA (2010)
note, informality often arises where the costs of legal em-
ployment outweigh the benefits for producers, employers
or employees. Further, if entry costs in a regulated econo-
my are unaffordable, people and businesses are forced to
remain outside the system (Jiitting and de Laiglesia, 2009).

The institutional changes required to move out of this
type of behavioural impasse are usually slow to come.

Concerted efforts on all fronts would, however, make
a difference and would lead to lifting institutional con-
straints and freeing the traps discussed above (box 5.1).
In particular, enhanced and sustainable provision of
public goods is essential for domestic stakeholders to feel
tangible returns from their tax contributions.

Another outcome of the structural bottlenecks is that
public resource mobilization cannot be improved by just
increasing tax rates from the existing narrow base. Yet,
policymakers in Africa tend to take an easy short cut by
adjusting the tax rate at margin to increase revenues. For
example, UNECA and AUC (2011) point to tax-related
problems, citing several assessments such as “African
countries tend to enforce easy taxes, particularly trade
taxes, and impose high taxes on the formal sector or both”
(Aryeetey, 2009). The finding by Gauthier and Reinikka
(2006) suggested that “a high tax burden is imposed on a
limited number of taxpayers, and on medium-size firms,
which already bear a disproportionately high share of tax-
es” Indeed, UNECA and AUC (2011) argue that “A funda-
mental tax difficulty in Africa is the trilemma between the
demand for higher tax revenue to finance development;
the unwillingness of those with political power and eco-
nomic ability to pay additional tax; and the rest who have
no assets to be taxed and who resist paying taxes.”

AfDB, OECD and UNECA (2010), among other stud-
ies on tax in Africa, discuss detailed policy measures
for overcoming the weaknesses in the tax system such
as establishing an independent revenue collection body

Many informal operators
may not feel much benefit
from paying taxes—direct or
indirect—gaining little tan-
gible payback in high quality
public service or provision of
public goods.
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and enhancing the administrative and technical capac-
ity of tax-collecting institutions. Beyond such propos-
als, tax issues should be considered as deeper structural
concerns that require fundamental changes in public
resource management. The unbalanced and shallow tax
base in African countries today, in particular, their strik-
ingly heavy reliance on resource-based tax revenues is
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not only a testimony to the continuous susceptibility of
fiscal revenues to commodity boom-bust price cycles but
is also a result of the historically evolved weak incentives
for governments to engage in forging a meaningful part-
nership with domestic stakeholders for advancing the
socio-economic agenda.”

Mobilizing and managing domestic resources better

A distributional fiscal mechanism should therefore be
used so that a genuinely functional partnership between
the State and domestic stakeholders can be forged. Policy
discussions should go well beyond the technical issues
looked at above. Mobilizing domestic public resources
should be discussed in the context of a broader debate
on how to mainstream the informal economy into the
country’s development agenda as part of the strategy of
improving public resource management at large. Broad-
ening the tax base through improved fiscal distribution
mechanisms is the best way forward in the long run.

Further, to avoid past experiences with forced fiscal re-
trenchment in crisis, resource-rich countries should
strengthen their macroeconomic management over

commodity cycles—now, while their economies enjoy

the commodity boom. Countercyclical macroeconomic
management through commodity stabilization funds, as
practised in Chile and Norway, is undoubtedly a critical
tool for managing resource rents for economic develop-
ment.”

But the practicality and efficacy of implementing such
policies depend heavily on how mineral rents are distrib-
uted between domestic stakeholders and MNEs, and how
they are used and managed. Many low-income countries
find it hard to conduct successful countercyclical macro-
economic policy, not just because it requires high techni-
cal knowledge, but because they regard the opportunity
cost of holding savings abroad as too high in the light of
immediate pressing needs to accelerate economic devel-
opment and to reduce poverty.

5.5 Conclusions and policy recommendations

SEVERAL POLICY IMPLICATIONS can be drawn
from the analysis and discussions in this chapter, sum-
marized as follows:

» Windfalls from commodity booms and newly avail-
able resources should be deployed purposely to help
diversify and transform economic structures, while
resource rents should be distributed to ensure that
an inclusive growth pattern emerges.

» African policymakers should take a strategic posi-
tion with all the categories of external actors and in-
vestors. They should seize on their newly acquired,
stronger position by presenting their home-grown
development visions and strategies as a basis of ne-
gotiations.

» To mobilize private domestic and foreign savings
through financial systems, it is important to con-
centrate efforts on deepening financial markets and
strengthening the capacity of financial institutions
so that mobilized funds are effectively intermediated
and used for productive investments and socio-eco-

nomic development.

» It is critical to forge a truly productive partnership
between the State and domestic stakeholders. This
requires making substantial changes in the political
economy of public resource management, to address
at core the structural weaknesses in domestic public
resource mobilization.
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» Policymakers should broaden the tax base by im-
proving fiscal distribution, such as better provision
of public goods, and by mainstreaming the informal
economy into development processes.

» Mechanisms of regional cooperation for countercy-
clical macroeconomic management should be ex-

plored and deepened.

With changes in external economic conditions and the
geopolitical landscape for Africa, the aspirations of do-
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Notes

1 See Nissanke (2012) for detailed discussion on factors behind re-
cent commodity price dynamics.

2 These groupings have a few overlapping countries such as Maurita-
nia and Sudan, owing to the differences in the way the World Develop-
ment Indicators and UNECA classify countries.

3 The portfolio element in capital inflows is very volatile, and ex-
aggerates commodity price cycles. It can disappear quickly as market
sentiment shifts, making it unreliable as development finance.

4 There are some discrepancies in the volume of each of the flows re-
ported in AfDB et al., (2011) and the discussions in this section depend
on the source of data used for analysis. However, all the data, irrespec-
tive of source, reveal common trends.

5  Our analysis on ODA is based on OECD-DAC data, which report
total aid flows to Africa and for countries “South of Sahara” and “North
of Sahara” separately as well as to individual countries. Under its clas-
sification, Sudan and Mauritania are grouped into North Africa, as in
the UN classification. In this chapter, we use countries in sub-Saharan
Africa (Africa excluding North Africa) for countries “South of Sahara”.

6 See Nissanke (2010b) for detailed arguments and the cases for
incentive-compatible loan contracts and an efficiently structured con-
tingent financing facility along the lines originally proposed by Krug-
man (1988), but specifically adapted for use as a mechanism to avoid
recurrence of debt-overhang conditions in low-income countries prone
to exogenous shocks (such as commodity prices shocks). The objective
of such a facility is to provide low-income countries with an automatic
debt-relief mechanism incorporated in the original contracts. See also
Cohen et al. (2008) for an alternative contingency scheme—the coun-
tercyclical loan facility.

UNECA. 1999. Economic Report on Africa: Poverty
Reduction and Sustainable growth in Africa, Addis
Ababa.

UNECA and AUC. 2010. Economic Report on Africa
2010: promoting high-level sustainable growth to re-
duce unemployment in Africa. Addis Ababa.

. 2011. Economic Report on Africa 2011: governing
development in Africa—the role of the state in eco-
nomic transformation. Addis Ababa.

Wang, J.-Y.2007. “What drives Chinas growing role in
Africa?” Working Paper WP/07/211. International
Monetary Fund, Washington, DC.

World Bank. 1994. Infrastructure for Development. World
Development Report 1994. Washington, DC.

7  See Ndulu (2006) for a discussion on this effect.

8 The diagnoses offered by the donor community for development
failures in Africa have in fact evolved from “capital shortage” in the
1960s and 1970s to “policy failures” in the 1980s to the “institutional
failures” in the 1990s (Adam and O’Connell, 1997). Only in the 2000s
has the “infrastructure” failure in Africa received due attention.

9  See Becketal. (2011).

10  Africa’s top emerging partners are China, India, Brazil, Republic of
Korea and Turkey (AfDB et al., 2011).

11 Traditional partners’ share in Africa’s overall trade totalling $673
billion in 2009 was 64 per cent (AfDB et al., 2011).

12 India at the first India-Africa Forum Summit promised to provide
$5.4 billion in loans and $500 million in grants over the following five
or six years.

13 Brixiova et al. (2011).

14 See Nissanke and Soderberg (2010) for more detailed discussions
of China’s drive in Africa. It looks at such areas as China’s domestic im-
peratives for its drive in Africa, its adoption of the economic coopera-
tion model practised by the Japanese Government in Asia as its chosen
aid modality (with some notable variations), and its impacts on African
development, which have raised both hopes and fears in the region.

15 Detailed statistics and information on Chinese aid and coopera-
tion are hard to obtain. Indeed, the paucity of information and the un-
familiarity or non-transparency of the Chinese engagement have led
to some misunderstanding, confusion, and occasionally unfounded ac-
cusations against Chinese aid in Africa. Offered as a package together
with trade and investment, aid cannot be disentangled from other eco-
nomic deals and relations, and hence it is difficult to analyse on a par
with bilateral aid from other DAC countries. This must be one of the
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reasons why aid flows from non-traditional partners are not properly
captured in the OECD-DAC data, on which figure 5.4 draws.

16 See Wang (2007) for further discussion of financial facilities.

17 The China-Africa Fund, China’s State-owned private equity fund,
was set up in 2006 with an initial $5 billion. The fund was given a prom-
ise of further expansion at the FOCAC meeting in 2009. Alden and
Hughes (2009) suggest that much more than three quarters of a million
Chinese have migrated to Africa in recent years, following the lure of
African riches.

18 See Nissanke and Thorbecke (2010) for detailed discussions of re-
cent trends in MNES’ activities and changes in their relative positions
versus host countries.

19 See Nissanke (2010a and 2011a) for more detailed discussion on
recent developments in governance of commodity markets and pro-
duction, and their effects on economic development in low-income
commodity-dependent countries.

20 See Aarsnes and Poyry (2010) for discussions of various compo-
nents of tax systems for resource rents.

21 See UNECA and AUC (2011) for detailed analysis of the develop-
mental State.

22 Similarly, it has emerged that former Presidents Ben Ali of Tu-
nisia and Mubarak of Egypt (and their families and associates) have
embezzled billions of dollars over many decades, much in capital flight.
Former President Ben Ali and his entourage are reported to have ex-
propriated over $5 billion, while wealth totalling $10 billion-$11 billion
has been amassed by former President Mubarak (and his associates).
Al-Alami (2011) compares these figures with an education budget of
$2.5 billion and capital spending of $1 billion for 2007 in Tunisia and
an education budget of $5.8 billion for 2007 in Egypt.

23 Kelland (2011). South Africa and Zimbabwe suffer the worst brain
drain of medical staff.

24  See Bhagwati (1976) for a rationale for the brain drain tax, and
Brauner (2010) for designing the tax to make it administratively and
legally feasible in the current international tax regime.
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25  See Nissanke (2011b) for conditions characterized by the two traps
that have impeded African development over five decades.

26  Similarly, private equity funds, in their quest for high, private re-
turns, may not be the appropriate vehicle for development financing.
If African policymakers do use them, they should put in place neces-
sary measures to safeguard the interests of projects and people in Af-
rica against instability originating from these destabilizing cross-border
movements of funds.

27 Some emerging countries in Asia and Latin America now hold
large international reserves resulting from their desire to have liquid
assets for self-insurance purposes against currency attacks or financial
crises. A large part of these excess savings are held in safe assets with
low returns such as US Treasury bills, entailing substantial opportunity
costs.

28 In the global financial crisis, for example, sophisticated deriva-
tives and instruments such as collaterized debt obligations or special-
purpose vehicles to securitize original credit transactions gave an illu-
sion that risks had been removed from their portfolio. If anything these
instruments amplified aggregate systemic risks. See Brunnermeier
(2009).

29 AfDB, OECD and UNECA (2010).
30 AfDB, OECD and UNECA (2010).

31 See Keen and Monsour (2009) for detailed discussion of the sharp-
ly declining share of trade taxes in tax structures in sub-Saharan Africa
for 1980-1982 to 2003-2005.

32 See UNECA and AUC (2011) for discussion on institutional defi-
cits in the early post-independent years which made it difficult to ad-
vance developmental agenda collectively.

33 See Nissanke (2011a) for a critical assessment of the proposal for
using macro-hedging with derivative instruments as an effective sub-
stitute for countercyclical macroeconomic management through com-
modity stabilization funds. For such a proposal see Borensztein et al.
(2009).
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