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Foreword

The African Economic Outlook (AEO) presents the current state of economic and social
development in Africa and projects the outlook for the coming two years. The AEO is a
product of collaborative work by three international partners: the African Development
Bank, the OECD Development Centre and the United Nations Development Programme.

AEO 2014 is the 13th edition which for the first time covers all 54 African countries.
The AEO has grown steadily since the launch of the first edition in 2002 that covered
only 22 countries. As in the past, the 2014 edition comprises three parts. Part one
assesses Africa’s performance and prospects. Part two examines a specific theme. This
year focuses on global value chains and Africa’s industrialisation. Part three consists
of comparable notes on each country - in condensed form in this print publication. A
statistical annex of 24 tables completes the report.

An international team of researchers, economists, statisticians and other experts
analyse economic, social and political statistics and present them in a format accessible
to the public. The report is supported by recent available data drawn from several
sources: national statistics offices, ministries, multilateral development institutions,
investors, civil society and the media.

Various versions and editions of the African Economic Outlook are available in print
and electronic formats. The full-length country notes and accompanying individual
tables and graphs can be accessed on the common website of the Outlook’s partners,
www.africaneconomicoutlook.org, along with the following:

e The full report in English and French and an abridged version in Portuguese.

e Five regional editions in English and French grouping the full-length country notes
for Central, East, North, Southern and West Africa, and one edition in Portuguese
comprising all the Portuguese-speaking countries of Africa.

e A thematic edition combining Part two with analysis on global value chains and
industrialisation in the context of each country, in English and French.

e A pocket edition summarising Parts one and two and providing key figures by
region, in English and French.

© AfDB, OECD, UNDP 2014 African Economic Outlook 3


http://www.africaneconomicoutlook.org




5
C’f

Editorial

This 13th edition of the African Economic Outlook underscores the continent’s resilience
toregional and global headwinds. In 2013, Africa grew by about 4%, on average, compared
to 3% for the global economy, although with broad variations across regions and income
groupings. Growth in sub-Saharan Africa was 5% in 2013 and is projected to be about
5.8% in 2014. Excluding South Africa, the figures are 6.1% and 6.8%, respectively. East
and West Africa recorded the fastest pace of expansion, above 6%. Low-income countries
also recorded growth of above 6%, and the upper-middle-income countries in North and
Southern Africa at below 3%. Africa’s medium-term growth prospects have improved,
on the back of broader political and social stability at home and recovering economic
conditions abroad. In some countries and regions, growth is projected to return to levels
last seen before the onset of the 2009 global recession.

External financial flows are expected to surpass USD 200 billion in 2014, four times
their 2000 level. Foreign investment — direct and portfolio — has now fully recovered from
the effects of the crisis and is projected to reach a record USD 80 billion in 2014, with
manufacturing and services attracting an increasing share of the continent’s greenfield
projects. Poverty levels are falling, and education and health outcomes are improving.

Yet important challenges remain. Among these, social exclusion, income inequality,
and vulnerability to economic, social and environmental risks continue to threaten
Africa’s long-term aspiration for a people-centred and prosperous continent. Peace and
security breakdowns in the Central African Republic and South Sudan have resulted
in the tragic loss of lives and livelihoods. A strong commitment from Africa and the
international community is required to help address these crises. While risks remain
heightened in some regions, a number of crises on the continent have been heading
towards resolution. Today, most of Africa is at peace and moving forward. In 2014-15,
600 million Africans, including many first-time voters, will elect their leaders.

Against this background, our report probes how Africa can make the most of global
dynamic forces to promote inclusive growth and create jobs. Globalisation has changed
how and where products are made. Today the bulk of global trade islinked to multinational
corporations, and on average one quarter of the value of exports worldwide is made
up of imports from other countries. These global value chains offer new opportunities
for African firms. The report also stresses the potential of regional value chains: fast-
growing African markets will remain a primary driver of growth in the years to come.
Governments should strive to make it easier for all African entrepreneurs to tap into
them. Africans need better roads, more reliable energy supplies but also greater freedom
to move between countries and transport their merchandise.

We are pleased that this edition of the Economic Outlook is the first to cover all
54 African economies: Somalia is the subject of a short country note. Its return to the
fold is testimony of what can be achieved when political will is supported by African and
international institutions. This is one of many gleams of hope revealed by this report.

Donald Kaberuka Angel Gurria Helen Clark
President, Secretary-General, Administrator,
African Development Organisation for Economic United Nations
Bank Group, Co-operation and Development, Development Programme,
Tunis Paris New York

© AfDB, OECD, UNDP 2014 African Economic Outlook 5






5
C’f

Acknowledgements

The African Economic Outlook (AEO) was prepared by a consortium of three teams
from the African Development Bank (AfDB), the OECD Development Centre and the
United Nations Development Programme (UNDP). The Outlook benefited from the overall
guidance of Mthuli Ncube (Chief Economist and Vice President, AfDB), Mario Pezzini
(Director, OECD Development Centre) and Pedro Concei¢do (Chief Economist and Head
of the Strategic Advisory Unit, Regional Bureau for Africa, UNDP). Willi Leibfritz was the
Co-ordinator.

The AfDB team was led by Steve Kayizzi-Mugerwa, Charles Lufumpa, Abebe Shimeles
and Beejaye Kokil. The AfDB task manager was Anthony Simpasa. Key team members
included Ahmed Moummi, Adeleke Salami, Anna von Wachenfelt and Lauréline Pla.
The team at the OECD Development Centre was led by Henri-Bernard Solignac-Lecomte,
while the team at the UNDP was led by Angela Lusigi.

Part one on Africa’s performance and prospects was drafted by Willi Leibfritz, based
on the forecast provided by the AfDB Statistics Department (Chapter 1), Gregory De
Paepe (Chapter 2), Calvin Maduna and Gerald Ajumbo with input from Bakary Traoré
(Chapter 3), Angela Lusigi (Chapter 4), Juana de Catheu and Bakary Traoré with valuable
assistance from Vanessa Fines, Alpha Barry and Christian Hernandez (Chapter 5). Part
two on global value chains and Africa’s industrialisation was drafted by Jan Rieldnder
with key inputs from Carolin Helmreich, Bakary Traoré, Keiko Nowacka, Eoghan Molloy,
Maria Roquete, Kjartan Fjeldsted, Sarah Goerres, Koon-Kui Tee, Gaélle Ferrant and
Luca Maria Pesando. Caroline Lesser, as well as Annelies Goger, Andy Hull, Stephanie
Barrientos, Gary Gereffi and Shane Godfrey contributed with background papers. Salem
Berhane, Dan Moran and Keiichiro Kanemoto provided data and support.

In collaboration with the partner institutions and under the overall guidance of
the AfDB regional directors and lead economists, all AfDB country economists have
contributed to the country notes. In several cases, they collaborated with economists
from the OECD Development Centre and/or UNDP. The notes were drafted by Tarik
Benbahmed and Hervé Lohoues (Algeria), Joel Muzima and Domingos Mazivila (Angola),
Daniel Ndoye and El Hadji Fall (Benin), Peninah Kariuki, Fitsum Abraha and Sennye
Obuseng (Botswana), Tankien Dayo (Burkina Faso), Sibaye Joel Tokindang and Daniel
Gbetnkom (Burundi), Heloisa Marone and Adalbert Nshimyumuremyi (Cabo Verde),
Richard-Antonin Doffonsou and Lisa Simrique Singh (Cameroon), Kalidou Diallo (Central
African Republic), Claude N'’Kodia (Chad), Alassane Diabate and Riad Meddeb (Comoros),
Nouridine Kane Dia and Ginette Mondongou Camara (Congo, Rep.), Séraphine Wakana
and Ernest Bamou (Democratic Republic of Congo), Pascal Yembiline, Bakary Traoré and
Luis Padilla (Cote d’Ivoire), Audrey Emmanuelle Vergnes (Djibouti), Charles Muthuthi
(Egypt), Gérard Bizimana and Glenda Gallardo (Equatorial Guinea), Magidu Nyende
and Luka Okumu (Eritrea), Admit Wondifraw Zerihun, Haile Kibret and James Wakiaga
(Ethiopia), Gérard Bizimana and Bakary Dosso (Gabon), Adalbert Nshimyumuremyi
(Gambia), Eline Okudzeto, Wilberforce Aminiel Mariki, Gregory De Paepe and Kordzo
Sendegah (Ghana), Olivier Manlan (Guinea), Yannis Arvanitis (Guinea-Bissau), Walter
Owuor Odero and Wilmot Reeves (Kenya), Edirisa Nseera and Alka Bhatia (Lesotho),
Patrick Hettinger and Janice James (Liberia), Sahar Taghdisi Rad (Libya), Jean Marie
Vianey Dabire and Simplice Zouhon Bi (Madagascar), Peter Mwanakatwe (Malawi),

© AfDB, OECD, UNDP 2014 African Economic Outlook 7



S
<

Abdoulaye Konaté and Bécaye Diarra (Mali), Marcellin Ndong Ntah and Souleman
Boukar (Mauritania), Martha Phiri and Asha Kannan (Mauritius), Samia Mansour and
Vincent Castel (Morocco), Andre Almeida-Santos, Luca Monge Roffarello and Manuel
Filipe (Mozambique), George J. Honde and Ojijo Odhiambo (Namibia), Daniel Ndoye and
Mansour Ndiaye (Niger), Barbara Barungi (Nigeria), Edward Batte Sennoga and Bernis
Byamukama (Rwanda), Flavio A. Soares Da Gama (Sao Tomé and Principe), Khadidiatou
Gassama, Toussaint Houeninvo and Bakary Traoré (Senegal), Susan Mpande and Asha
Kannan (Seychelles), Jamal Zayid (Sierra Leone), Ahmed Dualeh (Somalia), Wolassa
Lawisso Kumo, Jan Rieldnder and Omilola Babatunde (South Africa), Joseph Muvawala
and Frederick Mugisha (South Sudan), Yousif M.A. Bashir Eltahir, Suwareh Darbo and
Kabbashi M. Suliman (Sudan), Albert Mafusire and Fatou Leigh (Swaziland), Prosper
Charle, Rogers Dhliwayo and Josef Loening (Tanzania), Carpophore Ntagungira (Togo),
Philippe Trape, Mickaelle Chauvin and Hatem Salah (Tunisia), Vera-Kintu Oling, Alexis
Rwabizambuga and Alex Warren-Rodriguez (Uganda), Peter Engbo Rasmussen, Kambaila
Munkoni and George Lwanda (Zambia), Mary Manneko Monyau and Amarakoon
Bandara (Zimbabwe). The work on the country notes greatly benefited from the valuable
contributions of local consultants.

The committee of peer reviewers of the country notes included Elizabeth Asiedu,
Sylvain Dessy, Bertrand Laporte, Leonce Ndikumana, Jean-Michel Salmon, Peter
Walkenhorst, Lucia Wegner and a team of economists at the AfDB comprising
John C. Anyanwu, Zuzana Brixiova, Ousman Gajigo, Daniel Zerfu Gurara, Basil Jones,
Thierry Kangoye, Ralf Kriiger, Ahmed Moummi, Jennifer Moyo, Jacob Oduor, Lauréline
Pla, Adeleke Salami, Anthony Simpasa, Thouraya Triki, Audrey Verdier-Chouchane, and
Nadege Désirée Yaméogo.

The macroeconomic framework and database used to produce the forecast and
statistical annex was managed by Beejaye Kokil and Koua Louis Kouakou at the AfDB.
Valuable statistical inputs for updating the database and running the AEO model were
provided by Riadh Aloui, Mohamed S. Ben Aissa, Anouar Chaouch, Mbija H.K. Kadisha,
Koua Louis Kouakou, Fessoou Emessan Lawson and Nirina Letsara in the AfDB Statistics
Department.

The project also benefited from the assistance provided by Rhoda Bangurah, Yvette
Chanvoédou, Ahmed Jeridi, Josiane Koné, Abiana Nelson, Imen Rabai and Elisabeth
Turner.

The report profited from extremely valuable inputs and comments from a large
number of African government representatives, private-sector operators, civil society
members, country economists and sector specialists in the AfDB country operations
departments and field offices, experts in the European Commission and European
Development Finance Institutions, as well as the OECD Development Co-operation
Directorate (DCD), Trade and Agriculture Directorate, Directorate for Science, Technology
and Industry, and Economics Department.

Part two on global value chains and Africa’s industrialisation drew heavily from the
knowledge of international experts invited to the AEO 2014 experts’ meeting in Paris
on 29 November 2013: Tilman Altenburg (German Development Institute), Stephanie
Barrientos (University of Manchester), Tidiane Boye (UNIDO), Richard Carey (Former
Director, OECD/DCD), Julius Gatune (African Centre for Economic Transformation), Mark
Henstridge (Oxford Policy Management), Raphael Kaplinsky (The Open University),

8 African Economic Outlook © AfDB, OECD, UNDP 2014



C
iy

David Laborde (IFPRI), Megha Mukim (The World Bank), Anthony Pile (Blue Skies Holding
Ltd.), Roberta Rabellotti (Universita del Piemonte Orientale), Isabelle Ramdoo (ECDPM),
Xiaoyang Tang (Tsinghua University), Joseph Wozniak (ITC), as well as Koen De Backer,
William Hynes, Przemyslaw Kowalski, Sébastien Miroudot, Annalisa Primi, Virginia
Robano, Colin Webb, Trudy Witbreuk and Norihiko Yamano (OECD).

The dedication of the editing, translation and proof-reading team was essential to the
timely production of this report. Jill Gaston managed the editorial process with Vanda
Legrandgérard, while Delphine Grandrieux oversaw the production of the publication in
both paper and electronic forms with Louise Schets. Aida Buendia was responsible for
the design and layout of the report.

A generous grant from the European Development Fund, jointly managed by the
European Commission and the African, Caribbean and Pacific Secretariat, was essential
to initiating and sustaining the project over 2002-13. Additional financial support to this
2014 edition by Belgium, France, Germany, Ireland, Portugal, Spain and Switzerland is
gratefully acknowledged.

© AfDB, OECD, UNDP 2014 African Economic Outlook 9



Follow OECD Publications on:

u http:/itwitter.com/OECD_Pubs
http:/iwww.facebook.com/OECDPublications

m. http:/iwww.linkedin.com/groups/OECD-Publications-4645871
You

B  http:/iwww.youtube.com/oecdilibrary

OECD
Qe  http://www.oecd.org/oecddirect/

This book has... StatlLinks Sisr

A service that delivers Excel® files from the printed page!

Look for the Statlinks mi=r= at the bottom of the tables or graphs in this book.
To download the matching Excel® spreadsheet, just type the link into your
Internet browser, starting with the http://dx.doi.org prefix, or click on the link from

the e-book edition.




Table of contents

EX@CULIVE SUIMMMATY .o 17
PART ONE: Africa’s performance and ProSpects ... 19
Chapter 1. Macroeconomic prospects for Africa ... 21
I DTIEE e 22
Africa’s growth is expected tO PICK UP ..o 22
Growth becomes more broadly based ... 24
West and East Africa remain the fastest growing regions ... 31
Commodity prices have further eased ...........
Inflation has declined but not everywhere
Monetary policy has tightened in countries where currencies weakened ..., 36
Fiscal policy stances differ between COUNTIIES ... 37
Current account deficits remain high in oil-importing countries ... 38
African economies face various risks and policy challenges ... 41
Annex 1.1. Assumptions about the global eCOnOmMY ... 43
INOEES . 45
RETETEIICES ... 45
Chapter 2. External financial flows and tax revenues for Africa ... 47
TN DIIEE e 48
While external financial flows have been slow, they are expected to increase in
THE NEAT FULUTE oo 48
Foreign investment is increasingly important to Africa’s development ..., 51
Remittances are the largest single external flow to Africa ..., 58
Official development assistance to Africa remains resilient ... 61
Tax revenues in Africa continue to INCIEASE ... 64
INOTES . 70
REFETEIICES ...t 71
Chapter 3. Trade policies and regional integration in Africa ... 73
I DTIEE e 74

Chapter 4. Human development in Africa ... 89
I DT e 90
Human development in Africa is 0N the TiSe ... 90
Inclusion, gender equality and environmental sustainability are on Africa’s agenda .............. 94
Value chains can improve or damage human development ... 98

References

© AfDB, OECD, UNDP 2014 African Economic Outlook 11



e
iy

7

Chapter 5. Political and economic governance in Africa ... 105
I DTIEE e 106
Democratic governance in Africa is uneven yet steadily progressing ..., 106
Civil tensions are driven by citizens’ political and economic aspirations ... 110
Armed conflicts face stronger regional and international responses
Economic governance shows progress Since 2000 ...
The fight against illicit capital outflows and promising initiatives in the mining
sector could go a long way towards inclusive and sustainable growth ... 117
REI@TEIICES ..o 119

PART TWO: Global value chains and Africa’s industrialisation ..., 121

Chapter 6. Global value chains in Africa: Potential and evidence ... 123
I DTIET e 124
Global value chains allow for growing opportunities ..., 125
Measurements show increasing participation in global value chains,
with regional variations, due largely to the manufacturing sector ... 133
Export and productivity growth has been easier to achieve than employment growth ......... 144
INOTES ... 151
REFETEIICES ... 152

Chapter 7. How ready is Africa for global value chains: A sector perspective................ 155
ITL DTIET e 156
Africa has attractive endowments but domestic productive capacity
and infrastructure are holding it DACK ... 156
Governance and openness to linkages determine opportunities for integrating
into and upgrading in value Chains ... 159
Agriculture, manufacturing and services value chains offer upgrading
OPPOTEUNItIES I10 AFTICA oo 162
Upgrading in agricultural value chains requires new product varieties,
shortening the distance to consumers and boosting small holder capacity ... 163
Successful upgrading in manufacturing value chains depends on local capacity,
domestic and regional markets, knowledge transfer and openness to imports ... 168
Service value chains offer easier integration and provide crucial support
for global value chain operations in AfriCa ... 173

Five key considerations must guide policies for global value chains ... 182
A four-step framework can help formulate effective and targeted policies ... 184
Having a good infrastructure and business environment is fundamental

for integrating into and upgrading in global value chains ..., 185
African countries should further develop regional integration

and increase OPENNESS TO TTAAE ... 186
African countries must boost their capacity to respond to global value chains ... 187
Global value chain participation and upgrading require partnerships

with international lIead fITTNS ... 191
To ensure inclusiveness and sustainability, global value chain policies

must be based on a strong social and environmental framework.............n, 193

12 African Economic Outlook © AfDB, OECD, UNDP 2014



PART THREE: COUNTIY NMOTES ...t 199
STAtISTICAL AINIEX ... 257
METNOAOLOZY ..o 259
ANNEX TADLES ... 264
Figures
1.1. Africa’s @CONOMIC GIOWERL ..o 22
1.2. Africa’s current economic situation and prospects for the next six months ... 23
1.3. Development of African and world exports of goods (USD billion) .
1.4. International tourist arrivals and receipts in Africa ...
1.5. Tourism competitiveness and tourism receipts of African countries ... 26
1.6. Growth and investment in African COUNtIies ...
1.7. National savings and investment in African countries
1.8. Africa’s savings and INVESTINEIIT ... ..o
1.9. Africa’s investment and GDP growth in international comparison ... 30
1.10. Growth of GDP DY COUNTIIES ......ooviiiiiiiiiiiiiee e 33
1.17. COMIMOMILY PIICES ....oiiiiiiieieeeeeeeeemiiieeee e eeeeeesssss e 34
1.12. Export prices of agricultural ProAUCES ... 35
1.13. Import prices of basic fOOASTUTTS ... .o 35
1.14. Consumer price inflation in AfTICa ... 36
1.15. Evolution and drivers of the growing appetite for sub-Saharan African

1.16.
1.17.

2.1.
2.2.
2.3.
24.
2.5.
2.6.
2.7.
2.8.
2.9.
2.10.
2.11.

3.1
3.2.
3.3.
4.1.
4.2.
4.3.
4.4.
4.5.

DONA ISSUBTICES ...
Current account in oil-exporting and in oil-importing countries

Correlation coefficients between cyclical fluctuations of government spending

and of GDP in Africa after 2000 ... 40
External financial fIows t0 AfTICA ... 49
Development finance to low-income-countries in Africa ... 49
Development finance to lower-middle-income countries in Africa ..., 50
Development finance to upper-middle-income countries in Africa ..., 50
Foreign direct investments to Africa: Resource-rich vs non-resource-rich ... 53
Foreign direct investments and portfolio investments to Africa ... 56
Remittance flows to Africa, 2000714 ..o 59
Net official development assistance disbursements to Africa ... 61
EDFI portfolio and global foreign direct investment in Africa, 2001-12 ... 64
The tax mix of different country income groupings in Africa, 1996-2012 ... 66
Global official development assistance commitments to tax

and tax-related activities, 2004-12 ...
Manufacturing intensity, by main destinations of Africa’s exports, 2005-10

Africa’s trade flows with selected partners, 2000-12 ...
Ease of travel within Africa compared to other regions ...,
Average change in income and non-income human development indices, 2005-12 ............ 92
Average levels of human development and trade integration, 2007-12 ... 94
Unequal access, exclusion and low human development ... 95
Gender inequality and tertiary education enrolment, 2012 ..., 96
Human development and environmental sustainability, 2007-11 ..., 97

© AfDB, OECD, UNDP 2014

African Economic Outlook

13



5.1
5.2.
5.3.
54.
5.5.

5.6.
5.7.
5.8.
6.1.
6.2.
6.3.
6.4.

6.5.

6.6.

6.7.
6.8.

6.9.
6.10.
6.11.
6.12.
6.13.
6.14.
6.15.
6.16.
6.17.
6.18.
6.19.
6.20.
6.21.

6.22.

6.23.

6.24.

6.25.

7.1.

7.2.

7.3.
74.

Scores on participation and human rights across Africa, 2000-12 ..., 107
Free and fair elections, comparing 2000 t0 2012 ... 108
Public protests and civil violence, 2000-13 ... ..o 110
Top drivers of public Protests, 2013 ... 111
Assessment of government performance in service delivery in 16 countries

1N ATTICE, 200212 oottt 111
Political hardening index, 2000-13 ... ... 113
Armed conflicts in Africa, 1989-2002 ... 114
The business environment across Africa, 2000-12 ..o 117
Stages in a generic value Chail ... 124
Outsourcing and OffSNOTING ... ..o 125
Services share of value added in manufacturing trade, all countries, 2009 ...................... 126
The unbundling of trade: The growth of trade driven by intermediate goods,

DO92-20L2 ... 127
Global imports in intermediate goods reflecting the rise of emerging markets as
production hubs, 1993-2012 ... 128
The greatest opportunities arising from global value chains and resulting new

ETAE PATEETILS oo 130
The global value chain upgrading WaVe ... 131
The greatest threats associated with global value chains and resulting new

ETRAE PALLETILIS ..o 132
Traditional vs. value-added trade statistics — understanding double counting................. 134
[lustration of backward and forward integration ... 136
The global value chain participation wave, 2011 ... 137
Integration of world regions into global value chains, 2011 ..., 138
Growth of global value chain integration, 1995-2011 ... 138
Integration of African regions into global value chains, 2011 ..., 139
Sources of foreign value added in African eXpOrts ... 140
Destinations of African intermediates for further exportation ... 141
Backward integration of African countries into global value chains, 1995 and 2011 ....... 141
Forward integration of African countries into global value chains, 1995 and 2011 ... 142
Africa’s integration into global value chains by sector, 2011 ..., 143
Regional value chain integration by sector, 2011 ... 143
Linking global value chain participation to growth in domestic value added

in exports as a share of GDP, 1995/97 compared to 2009/171 ..., 144
Compound annual productivity change (range of different years per country

during the 2000s) and foreign value added in exports in 2011 in Africa ... 145
Growth in backward integration into global value chains and domestic

value added in exports by sector, 2002/02 compared to 2009/11 ..., 146
Economic and social upgrading in Africa and the world,

1995/97 compared t0 2009/11 ... 148
Estimated integration into global value chains related to women’s share of

the 1abour fOrce, 1995-20T1 ..ottt 150
Drivers of global value chain participation and upgrading: Perceptions of strengths

AN ODSTACIES ..o 157
Reasons for lead firms to better connect developing country suppliers

to their Value ChaiNs ... 162
Global agricultural value chain activities currently performed in African countries...... 163
Africa’s manufacturing industries by foreign share in exported value added,

1995 AIIA 20T .o 168

14 African Economic Outlook © AfDB, OECD, UNDP 2014



5
C’f

7.5. Global manufacturing value chain activities in Africa, 2014 ... 169
7.6. Africa’s share of global exports in high value-added services, 2000-12 ..., 173
8.1. Global value chains and national development strategies ... 184
8.2. A four-step framework to formulate policies for global value chains ... 184
8.3. Typology of skills development policies for upgrading in global value chains ... 188
Tables
1.1, GIOWER DY TEGIOTIS .oooooiiiii e 31
1.2. Growth by analytical COUNtIY GrOUPINGS ..o 32
1.3. Debt sustainability analysis: Assessing risks of debt diStress ..., 38
1.4. Macroeconomic developments in AfIiCa ... 42
2.1. Financial flows and tax revenues to AfIiCa ... 51
2.2. Fifteen largest recipient countries to Africa in 2013 ... 58
2.3. Fifteen largest emitting countries to AfTiCa ... 60
3.1. Africa’s top exporters and importers, 2012 ... 75
5.1. Overview of national elections in Africa, 2013-15 ... 109
5.2. Corruption Perceptions INAEX ... 116
6.1. Share of trade in value added by region, 1995 and 2011 ..., 127
6.2. Tools measuring international trade in value added ... 135
6.3. Backward integration matrix for Southern African economies, 2011 ..., 140
7.1. Export destinations for South African fresh fruits and vegetables, 2001-11 ..., 167

Annex tables

1. BasiC INdICAtOTS, 2003 ...t 264
2. Real GDP growth rates, 2005-15 ... 266
3. Demand composition and growth rate, 2012-15 ... 268
4. Public finances, 2012-15 (percentage of GDP) ... 270
5. MONetary INAICATOTS ..o 272
6. Balance of payments iNdiCAtOTS ... 274
7. EXPOTES, 20U2 oo 277
8. Diversification and COMPEtItIVENIESS ... ..o 280
9. International prices of eXports, 2006-13 ... ..o 283

10. Foreign direct investment, 2007-12 ... 284

11, ALd FIOWS, 200712 oo 286

12. External debt INAICAOTS ... 288

13. DemographiC INAICATOTS ... oo e 290

14. Poverty and income distribution indiCators ... 292

15. Access to services ...

16. Basic health indicators

17, MEJOT QIS@ASES .....cooovmririiiiiiiieii i eeeeeeeeeeeessss e

18. Basic education INAICATOTS ...

19. SCROOL @NTOIIMIEIIE ......cociiiiiee e

20. Employment and remittances ...

21. Corruption Perceptions Index (CPI)

22, PUDLIC PIOTEST ...

23. PUDLIC VIOLEIICE ...

24. Political NATdENIIIE ..o

© AfDB, OECD, UNDP 2014 African Economic Outlook 15






5
C’f

Executive summary

The African Economic Outlook 2014 announces steadily progressing economic and
social conditions that bide well for the immediate future. The report analyses Africa’s
participation in global value chains and shows how the continent is adapting to today’s
dynamically changing markets.

Africa’s macroeconomic prospects remain favourable. In 2013, Africa maintained
an average growth rate of about 4%. This compares to 3% for the global economy and
underscores again the continent’s resilience to global and regional headwinds. However,
growth performance varied widely across country classifications and regions. Growth
in sub-Saharan Africa was 5% in 2013 and is projected to be 5.8% in 2014. Excluding
South Africa, the figures are 6.1% and 6.8%, respectively. East and West Africa recorded
the fastest growth in 2013, above 6%. It is projected that growth for the continent as
a whole could return in 2015 to 5%-6%, a level last seen before the onset of the 2009
global recession. With stabilising energy costs and retreating food prices, the continent’s
inflation rate decelerated in 2013. Nonetheless, in some countries inflation remained
relatively high, due to a weakening of currencies. Monetary policy has eased in many
countries in response to lower inflation. However, in some countries where currencies
have weakened monetary policy has tightened to stem inflationary pressures. Fiscal
policy stances also differed between countries. While many countries pursued prudent
fiscal policies in order to reduce budget deficits, in others, fiscal policy remained
expansionary to boost growth. Current account deficits have remained elevated in oil-
importing countries.

External financial flows and tax revenues continue to be an important contributor
to Africa’s development. If the current pace of growth is sustained, foreign direct
investment and portfolio investment could soon constitute Africa’s main source of
financial flows. Foreign direct investment continues to primarily benefit resource-
rich countries. However, overall, anaemic economic growth in advanced countries has
continued to affect the flow of direct investment and remittances to Africa, with the
share from OECD countries sharply reduced against rising contribution from non-OECD
countries. Official development assistance (ODA) has continued to increase despite the
reduced fiscal space in advanced countries. But its share in total inflows has significantly
declined since 2000 as other financial inflows have increased more. Nonetheless, ODA
remains the largest external financial flow to the continent’s low-income countries. Tax
revenues in Africa continue to increase, yet challenges for tax authorities remain. Tax
revenues are a component of government revenues that grow as the country develops.

Africa’s trade performance has improved in recent years. However, Africa’s exports
remained dominated by primary commodities, and the observed strong performance
was fuelled by rising commodity prices. In particular, trade in agriculture goods and,
trade in services have remained below their potential. Progress has been made towards
regional integration with intra-African trade growing especially in the manufactures
goods.

Human development conditions in Africa are improving overall. However, a number
of countries continue to lag behind. Poverty is gradually decreasing, while education and
health care are advancing. Regrettably, exclusion persists, resulting in unequal access to
social and economic opportunities which undermines efforts to improve livelihoods and
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interferes with human rights. Focusing on equitable economic and social transformation,
gender equality, youth empowerment, and environmentally sustainable development
can help to address people’s vulnerability to economic, social and environmental risks.

Strengthening political and economic governance in Africa could significantly
contribute to narrowing economic and social inequalities. Since 2010, Africa has
witnessed an increasing number of free and fair elections, and the trend is expected
to continue. About 600 million Africans are expected to elect their leaders in 2014-15.
Despite a bumpy start, Tunisia appears poised to consolidate democratic gains with the
enactment of the national constitution in early 2014. However, progress in other North
African countries affected by the Arab Spring uprising has been slow. Relative peace in
the Horn of Africa has been blighted by reports of civil conflict in South Sudan while the
crisis in the Central Africa Republic risks deepening fragility of the region. Tackling these
contradictions requires stellar resolve by emphasising deeper public sector reforms to
improve the management of national resources, especially in resource-rich countries.
Furthermore, there is need for scaling up policies to improve the business environment
for accelerated private sector investment.

This edition is devoted to a special theme on global value chains and Africa’s
industrialisation. Production processes have become increasingly fragmented across
the globe as companies seek out competitive locations for their various production
tasks. In this new trade reality, developing countries are no longer obliged to create
entire industries to participate in competitive markets. They can now access global
value chains directly by providing specific skills or products to international production
networks. This opens up new and quicker routes for development. Currently, Africa
captures a small but growing share of trade in global value chains, with sectors
integrating differently. Its share in global trade in value added grew from 1.4% in 1995
to 2.2% in 2011.

The challenge for African economies is to ensure that global value chains have a
positive impact on socially inclusive development. Africa’s participation in global
value chains is currently limited to lower value activities although opportunities
exist for upgrading to higher ones. African countries can further integrate into
global value chains by opening to trade, targeting regional and emerging markets,
modernising infrastructure, promoting local entrepreneurship, and investing in
education. Global value chains require additional considerations: each value chain has
unique requirements; policies may be suited for integrating into global value chains
but not conducive to upgrading; and unnecessary tax incentive systems can result in
a loss of revenue. Equitable economic and social transformations and environmental
sustainability remain core concerns for Africa to maximise the gains that global value
chains can offer.

Country notes present the findings and projections for each of Africa’s 54 countries,
and the statistical annex compares key indicators.
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Chapter 1
Macroeconomic prospects for Africa

This chapter examines the recent macroeconomic developments
in Africa and provides a forecast for 2014 and 2015. It is based on
detailed country analyses and projections as described in Part three
of this report. The chapter looks at the supply and demand conditions
affecting Africa’s growth. It also describes the development of
commodity prices and inflationary pressures in African countries
and discusses monetary and fiscal policy stances, external positions,
forecasting risks and policy challenges.
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1. Macroeconomic prospects for Africa

In brief

In 2013, Africa maintained an average growth rate of about 4%. This compares to 3% for
the global economy and underscores again the continent’s resilience to global and regional
headwinds. But growth performance varied widely across country classifications and regions.
Growth in sub-Saharan Africa was 5% in 2013 and is projected to be 5.8% in 2014. Excluding
South Africa, the figures are 6.1% and 6.8%, respectively. East and West Africa recorded the
fastest growth in 2013, 6% or above. Furthermore, growth in low-income countries, at 6% or
above, exceeded that of upper-middle-income countries in North and Southern Africa at below
3%. Africa’s medium-term growth prospects look good. Africa’s average growth is projected
to accelerate to close to 5% in 2014 and 5%-6% in 2015, thus to levels last seen before the onset
of the 2009 global recession. This forecast is based on the premise of a gradual strengthening
of the world economy and also on improvements in political and social stability in those
African countries currently affected by conflicts. But if the global economy should remain
weak, or if political and social tensions within Africa were to improve less than assumed,
growth would be lower than projected.

Inflationary pressures have eased in many countries as energy prices have stopped rising
and food prices have declined. These developments, together with prudent fiscal policies,
have provided some scope for monetary policy to reduce interest rates. But in other countries
where fiscal policy has been lax and where currencies have weakened, monetary policy has
tightened to stem inflationary pressure.

Africa’s growth is expected to pick up

African economies showed a remarkable resilience during the 2009 global recession
and also during the past three years of weak global growth. Nonetheless, the impact of
the flagging world economy has taken a toll on Africa’s growth. In some countries this
has been aggravated by political conflicts and social tensions. As a result, Africa’s average
GDP growth has remained lower than before the global recession. In 2013 it amounted
to 3.9% and, excluding the effect of the fall in Libya’s oil production, it was 4.2% and
similar to that in 2012. Africa’s growth is projected to accelerate to 4.8% in 2014 and 5.7%
in 2015. If the effect of the assumed rebound in Libya’s oil production in 2015 is excluded
Africa’s growth is estimated at 5.2% in 2015 (Figure 1.1), Africa’s underlying growth will
then have returned to the earlier path before the 2009 global recession (AfDB et al., 2013).
An assumption underlying this overall favourable outlook is that the world economy will
strengthen and that political and social stability in those African countries, which have
been affected by conflicts, will improve.

Figure 1.1. Africa’s economic growth
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Source: Statistics Department, African Development Bank.
StatLink sz http://dx.doi.org/10.1787/888933032377
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Global growth and world trade are expected to improve gradually during the
projection period with world output growth accelerating in 2014 and 2015 to around
3.5% and around 4% respectively (from around 3% in 2013). World trade volume growth
is projected to recover gradually from around 3% in 2013 to close to 5% and 5.5% to 6 %
in 2014 and 2015 respectively. The assumed recovery of the global economy and of world
trade will benefit Africa’s exporters. With these projections, growth of world output and
world trade continue to remain lower than before the global financial crisis. From 2004
to 2007 annual growth of world output and world trade had been around 5% and around
9% respectively. The main reasons for the recently relatively low growth were the
continuing crisis in the euro area, sluggish growth in other advanced economies, notably
the United States and Japan, and more subdued growth in emerging countries such as
China, India and Brazil. While the ultra-loose monetary policies in the United States,
Europe and Japan helped to stabilise financial markets and prevented a backsliding into
a new recession, they were unable to lift the economies to a sustained growth path with
adequate job creation (see Annex 1.1. for more detailed assumptions about the global
economy).

Lower medium-term growth in China and a shift away from commodity-intensive
production could reduce global demand for commodities, thereby adversely affecting
African commodity exporters. At the same time, with rising domestic wage pressures,
and the new emphasis of the government on upgrading the global supply chain from the
current “world factory” to a “technological innovator and leader” Chinese firms could
look for more investment in manufacturing sectors abroad, including in Africa. This
would help African countries diversify their economies and accelerate the process of
catching-up.

The cautiously optimistic view of our forecast for the continent is supported by the
opinion of African participants in an international poll (Figure 1.2). Expectations for the
next six months remain positive and improved slightly at the beginning of 2014. But the
assessment of the current economic situation has continued to weaken, which points to
the currently difficult situation in several African countries (Figure 1.2).

Figure 1.2. Africa’s current economic situation and prospects
for the next six months

B By the end of the next 6 months At present

Good/
better

A

Satisfactory/ Iv '

about the same

v

Bad/
worse

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014T1

Source: IFO World Economic Survey (WES) 1/2014.
StatLink Sr=r http://dx.doi.org/10.1787/888933032396

© AfDB, OECD, UNDP 2014 African Economic Outlook 23


www.africaneconomicoutlook.org/en/outlook
dx.doi.org

c
iy

1. Macroeconomic prospects for Africa

Growth becomes more broadly based

Demand and supply conditions differ across the continent and are also changing
over time. Broadening the pattern of demand and diversifying the supply side makes the
economies less vulnerable to external shocks.

On the demand side, domestic demand was the main driving force behind Africa’s
growth in recent years while external demand remained subdued because of the flagging
world economy. African exports started to recover during 2013 and are expected to increase
further during 2014 and 2015 as world trade strengthens (Figure 1.3). Domestic demand
was mainly boosted by consumption, infrastructure investments and private investment.
Private consumption benefited from increasing wages and a continued rise in remittances.
In 2013, private investment benefited from greater foreign direct investment (FDI) and
this trend is expected to continue. FDI is often related to investment in oil and mining
sectors but services and manufacturing sectors also attract foreign investors (Chapter 2).
Investment is not only boosting short-term demand but — more importantly - its positive
supply effects improve growth potential over the longer term. The theoretical and empirical
literature on investment and growth suggests that a comprehensive strategy is needed to
promote sustainable inclusive growth. Important elements of such strategy are ensuring
political and macroeconomic stability; providing adequate infrastructure and human
capital investment; creating favourable conditions for doing business, including for start-
ups; improving conditions for job-rich growth; and preventing a misallocation of capital
by improving the functioning of financial markets, thus ensuring that private savings help
financing investment rather than being absorbed by public consumption (see Box 1.1).

Figure 1.3. Development of African and world exports of goods (USD billion)
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Source: IMF Direction of Trade Statistics (DOTS).
StatLink sa=r http://dx.doi.org/10.1787/888933032415

On the supply side, agriculture and services were the main engines of growth in 2013. In
resource-rich countries oil and mining activity often weakened. Manufacturing production
increased in a few countries but often declined or remained too small to boost growth.

The agricultural sector accounts for around 60% of Africa’s total employment and around
25% of its GDP. In several countries such as Burkina Faso, Burundji, Ethiopia, Guinea, Guinea-
Bissau, Malawi, Mali, Mozambique, Niger and Rwanda, where between 80% and 90% of the
total workforce are employed in this sector, agricultural sectors are larger. Productivity
and earnings tend to be low and are vulnerable to weather conditions and international
agricultural commodity prices. In 2013, in many countries such as Cameroon, Comoros, the
Democratic Republic of Congo (DRC), Ethiopia, Kenya, Malawi, Mauritania, Morocco, Sao

24 African Economic Outlook © AfDB, OECD, UNDP 2014


dx.doi.org

:/4
www.africaneconomicoutlook.org/en/outlook k_’
7

Tomé and Principe, Senegal, Sudan and Tanzania agricultural production was boosted
by favourable weather conditions. In Malawi the rebound of agriculture benefited
also from higher prices of tobacco, a key export product of the country. But in some
other countries, such as Botswana, Burundi, Mozambique, Namibia, Niger, Tunisia and
Zambia, bad weather reduced harvests. The production of cotton also fell in response to
lower cotton prices as farmers switched to other crops, as in Uganda and Zimbabwe. In
Burkina Faso and Chad, cotton production remained strong as it did in Benin where the
government supported purchasing prices. In some other countries, such as Sierra Leone,
small farmers also benefited from structural improvements. However, due to drought,
prospects for agriculture have deteriorated again in the Sahel belt region. According to
the United Nations, several countries in the region face a high risk of a new food crisis,
and emergency measures are prepared to support farmers and households to mitigate
the effects.

The service sector continues to be a principal engine of growth in Africa. Both
traditional services, such as transport, trade, real estate and public and financial
services, and new services, such as information and telecommunication technologies
(ITC), are boosting growth in many countries.

Tourism is an important driver of growth for several countries. Africa’s international
tourist arrivals and receipts have sharply increased over the last decade with tourist
arrivals doubling and receipts tripling between 2000 and 2012 with average annual
growth of 6% and above 10% respectively (Figure 1.4). Given Africa’s unique wildlife and
landscape, future prospects for tourism are also good and there is still much potential
for the further improvement of competitiveness in tourism on the continent (Figure 1.5).
The future development of tourism also requires finding appropriate solutions for
possible conflicts with the development of other sectors, such as agriculture. The
World Tourism Organization (UNWTO) projects Africa’s international tourist arrivals to
increase from around 53 million in 2012 to around 85 million in 2030 and 134 million in
2050, corresponding to an average annual increase of between 2% and 3%.

In 2013, tourism increased in several countries, such as Ethiopia, Kenya, Mauritius,
Seychelles and Tanzania. These countries benefited from diversification towards tourists
from Asia. In Tunisia tourism receipts picked up slightly after an earlier fall caused by
political uncertainty, also helped by the weaker exchange rate. But in Egypt political
instability and security concerns caused a further sharp fall in tourism receipts. In some
other countries, such as Cabo Verde and Namibia, tourism was also adversely affected
as tourist arrivals from Europe declined. In Cabo Verde tourism receipts slowed even
though occupancy rates increased, pointing to competitive pricing pressures in this
most important sector, which, together with related industries, represents 30% of GDP.

Figure 1.4. International tourist arrivals and receipts in Africa

International tourist receipts International tourist arrivals
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Source: World Tourism Organization (UNWTO).
StatLink sz http://dx.doi.org/10.1787/888933032434
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1. Macroeconomic prospects for Africa

Figure 1.5. Tourism competitiveness and tourism receipts of African countries
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Source: World Tourism Organization (UNWTO), World Economic Forum (2013).
StatLink sa=r http://dx.doi.org/10.1787/888933032453

Extractive industries are important sources of exports and growth in Africa and
also the main sources of government revenues in resource-rich countries. In some of
the oil-exporting countries, such as Angola, Equatorial Guinea and Gabon the oil sector
accounts for 80% to 90% of exports and the majority of government receipts. While
extractive industries are important engines of growth in Africa they also make countries
vulnerable to volatile commodity prices and to the risk of depletion of resources. In 2013,
production in oil and mining sectors increased in several countries but was held back
in others. In South Sudan the resumption of oil production boosted growth, while in
Sudan oil production declined. In Gabon the oil sector and in Cameroon the oil and gas
sectors remained strong and in Ghana, oil production, which came on stream in 2001,
also continued to support growth. But in Algeria, Angola and Chad oil production and
revenues were lower than expected as they were in Nigeria, where the oil sector not
only suffered from lower prices but also from theft and pipeline vandalism. In Equatorial
Guinea oil production has started to decline as old oil fields provide less oil and new
fields have not been found. In Libya oil production continued to be disrupted by protests
in oil fields and export terminals.

The performance of mining sectors also varied across the continent. In several
countries mining production increased and boosted growth, as in the DRC, Mauritania,
Liberia, Sierra Leone and Togo, while in other countries such as Botswana and Namibia,
production declined.

In 2014, extractive industries are expected to boost growth in several resource-
rich countries. In the countries where production increased in 2013, it is assumed it
will increase further; and in most countries where the performance of these industries
weakened in 2013 some rebound is expected during 2014/15. In some countries, new oil
fields or new mining operations are coming on stream, such as in Mauritania (iron ore)
and Zambia (copper) and will further boost production. But in a few countries, such as
in Nigeria and in Equatorial Guinea, prospects for oil production remain obscure and in
Libya the expected rebound in oil production is contingent on the ending of disruptions.

The manufacturing sectorisrelatively smallin most African countries and contributes
on average only around 10% to GDP. But its size varies between countries and it tends
to be particularly low in those at relatively low stages of development and also in those
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with abundant natural resources. While Africa has a large potential to develop labour-
intensive manufacturing, there are also important barriers including unreliable and
expensive energy and other infrastructure bottlenecks. African manufacturing has also
to cope with stiff competition both from imported goods and in export markets (AfDB
et al,, 2013). Governments attempt to overcome these problems and to diversify their
economies. Many countries are increasing infrastructure investment, which should help
to improve conditions for manufacturing and for private sector activity in general. In
Nigeria a better electricity supply is expected from the privatisation of the power sector.

In 2013 the performance of manufacturing was mixed. In South Africa, where
manufacturingis most developed, labour disputes constrained production, notably in the
automotive sector. In some countries such as Cameroon, Ethiopia, Ghana, Kenya, Lesotho,
Morocco and Tunisia production continued to increase although often at moderate rates
due to fallout from the international economy. In 2014/15 manufacturing production is
expected to increase in many countries, supported by improved international economic
conditions.

Box 1.1. Saving, investment and growth in Africa

Africa needs high and inclusive growth to create enough jobs for its increasing labour force. That
requires adequate investment in both the private sector and in infrastructure. According to the
endogenous growth model, physical capital accumulation increases growth not only during a
transition period to a new steady state (as suggested by the neoclassical model) but also in the
long run. The reason is that new investment tends to embody technical innovation (which is
exogenous in the neoclassical growth model) and has also positive externalities, thus creating
not only private returns but also raising the social rate of return. But achieving a high growth
path requires not only rising physical capital and its efficient allocation but also adequate human
capital, i.e. skilled people who work with these technologically advanced investment goods
and entrepreneurs with innovative skills and the ability to find new business opportunities.
Maintenance of infrastructure is crucial for their effectiveness. Where framework conditions are
favourable, capital accumulation will initiate a self-enforcing process as output growth stimulates
additional investment and the increasing income creates more savings for its financing.

In Africa growth after 2000 tended to be higher in countries with higher investment shares in GDP,
and investment tended to be higher in countries with higher national savings (Figures 1.6 and 1.7).
But the relatively small correlation coefficient between investment and growth (0.20) indicates
that many other factors were at play affecting growth performance. The correlation coefficient
between saving and investment was higher (0.43) suggesting a stronger interdependence. But such
simple correlations can only shed a first light on these relationships and more detailed analysis
is necessary to identify the main determinants of growth and how they are interrelated. A recent
study on sub-Saharan African countries confirms that higher private and public investment
boosts growth. It also suggests that government consumption may exert a drag on growth, and
that more flexible exchange regimes are beneficial to growth (Ghazanchyan and Stotsky, 2013).
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Box 1.1. Saving, investment and growth in Africa (cont.)
Figure 1.6. Growth and investment in African countries
(average GDP growth and total investment as % of GDP, 2001-12)
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Figure 1.7. National savings and investment in African countries
(averages 2001-12)
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Africa’s total investment as a percentage of GDP increased after 2000, ending a long period of
decline and stagnation during the 1980s and the 1990s. After two decades of near stagnation
Africa’s national savings also increased after 2000 as a percentage of GDP but remained lower
than investment. Thus Africa’s investment continues to be partly financed by foreign savings
(Figure 1.8) Financing part of investment by capital inflows should pose no problem, and is even
desirable for developing countries as it enables them to catch up faster. However, an adequate
level of domestic saving is nonetheless necessary to prevent excessive balance of payments
deficits, which make the country vulnerable to abrupt capital withdrawals and exchange rate
depreciation. This risk is particularly large if capital inflows come as portfolio capital rather than
as direct investment.
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Box 1.1. Saving, investment and growth in Africa (cont.)

Figure 1.8. Africa’s savings and investment
(unweighted averages)
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StatLink si=r http://dx.doi.org/10.1787/888933032510
Africa’s investment ratio between 2001 and 2012 was somewhat higher than in advanced
economies and in Latin America but much lower than in Developing Asia. In this region China
recorded an extraordinary high investment level of around 44% of GDP. This is generally seen as
being excessive and unsustainable and the Chinese government now aims to reorient its growth
model away from its focus on export-led and investment-led growth to more consumption-led
growth. Africa’s investment share in GDP was around 23% during the last decade and around
10 percentage points lower than in India. Given the high investment in Developing Asia it is no
surprise that this region also achieved the highest growth during this period (Figure 1.9). In
China and India physical capital accumulation together with innovation (as measured by total
factor productivity) were the main engines of growth between 1993 and 2004 and contributed
more than 80% and almost two thirds of growth in China and India respectively. The remainder
can be explained by higher employment and improved human capital. While China’s growth has
been relatively broad across agriculture, industry, and services, India’s growth has been strongest
in service-producing industries, while the manufacturing sector has remained relatively weak
(Bosworth and Collins, 2008). Another study on India confirms that saving and investment were
the main determinants of higher growth (Jangili, 2011).
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Box 1.1. Saving, investment and growth in Africa (cont.)

Figure 1.9. Africa’s investment and GDP growth in international comparison
(GDP-weighted averages, 2001-12)
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In Africa and elsewhere the history of investment policies and industrialisation efforts shows,
however, that the efficiency of investment is even more important than its quantity. Only if
investment generates sufficiently high rates of return can it be sustained. It then attracts new
investment and also provides incentives to save. But the theoretical and empirical literature on
savings, investment and growth suggests that the relationships are complex. Causality can run in
different directions and also depends on the timing of the effects. For example, output increases
in the short term by additional investment as far as investment goods are produced domestically
(multiplier effect on aggregate demand) and vice versa, growth also increases investment (accelerator
effect). In the medium term and long term the increase of the capital stock adds to growth potential.
While higher saving can dampen investment and growth in the short term through demand
effects, over the longer term it tends to be positively correlated with investment and growth. An
overview on the relationship between saving, investment and growth in developing countries
suggested that saving follows rather than precedes investment and growth but also confirmed
that investment and innovation are the centrepieces of growth (Schmidt-Hebbel et al., 1996).
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West and East Africa remain the fastest growing regions

Economic growth varies widely across the continent reflecting differences in stages
of development, availability of natural resources, weather conditions, and - last but not
least - political and social stability.

West Africa is expected to continue its rapid growth. After some moderation in 2013
growth is likely to accelerate to above 7% in 2014 and 2015 (Table 1.1). Growth in the
region is widespread with most countries achieving growth of 6% or more. In Nigeria
growth is mainly driven by non-oil sectors, such as agriculture, trade, information and
communications technology (ICT) and other services. The oil sector, which accounts
for 37% of GDP and about a fifth of government revenues, is currently a drag on growth
and suffers from theft and pipeline vandalism and weak investment. Ghana’s growth
will remain robust, boosted by oil and gas production and increased private and public
investment. Cote d’Ivoire is also expected to remain on a high growth path. With
improved political stability public and private investment have become important
drivers of growth. Growth is supported by favourable developments in agriculture,
manufacturing and services. Sierra Leone is currently the fastest growing country in
the region with growth mainly driven by iron and ore exports although other sectors, in
particular agriculture and construction, also contribute. In Mali, the economy rebounded
in 2013 after the backlash in 2012 caused by the political and security crisis and growth
is expected to improve further in 2014 and 2015.

Table 1.1. Growth by regions
(real GDP growth in percentage)

2012 2013 (e) 2014 (p) 2015 (p)

Africa 6.4 3.9 4.8 5.7
Central Africa 5.8 3.7 6.2 5.7
East Africa 3.9 6.2 6.0 6.2
North Africa 9.4 1.9 3.1 55
Southern Africa 383 3.0 4.0 4.4
West Africa 6.9 6.7 72 71
Memorandum items:

Africa excl. Libya 41 42 48 52
Sub-Saharan Africa (SSA) 49 5.0 58 59
SSA excl. South Africa 5.8 6.1 6.8 6.9

Note: (e) estimates; (p) projections.
Source: Statistics Department, African Development Bank.

In East Africa, Ethiopia, Rwanda, Tanzania and Uganda are likely to achieve growth
of between 6.5% and 7.5% in 2014/15. The main sources of growth are agriculture,
industry and services. In Kenya growth is expected to accelerate from around 5% in
2013 to a little under 6% in 2014 and 2015, driven by exports and private investment and,
on the supply side, by service sectors including finance and ICT and by the construction
sector. Growth in Sudan continues to remain subdued. In South Sudan growth remains
volatile due to the disruptions and resumptions of oil production, and prospects are
highly uncertain due to ongoing conflicts. In Somalia, large support from donors has
helped secure progress in peace and state building and in spite of the long conflict the
country has a dynamic private sector in the more stable regions.

In Central Africa, growth prospects are favourable for Chad where new oilfields
come on stream, in the DRC, driven mainly by mining, agriculture and infrastructure
investment, and in the Republic of Congo and in Gabon where the non-oil sectors
continue to grow faster than the oil sector. In Cameroon growth is broad-based, with
oil and gas production, construction and services as the main drivers together with
agriculture, which has recovered from the flood damage of 2012. But the economy of
the Central African Republic is heavily affected by the political and security conflict,
and prospects remain uncertain. In Equatorial Guinea, GDP growth was negative in 2013
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due to lower oil production and as oil production is expected to decline further, GDP will
continue to shrink gradually, as the non-oil sector is too small to compensate for the fall of
oil production.

North Africa’s economic development continues to be heavily affected by the aftermath
of the political upheavals in Tunisia, Libya and Egypt. As the region has also close trade
links with Europe it has also been adversely affected by the crisis in the euro area. In
Egypt, political uncertainty increased again in 2013 and growth continued to remain weak,
at around 2% and is expected to remain weak in 2014. On the assumption that political
stability and security are gradually restored the economy is projected to recover in 2015.
In Libya oil production had resumed in 2012 but was again partly disrupted in 2013, which
led to a fall in GDP by around 12%. Given current political and social tensions and security
problems economic prospects are uncertain. It is assumed that oil production will gradually
resume and boost GDP growth during 2014/15. In Tunisia because of continuing political
and security uncertainties and the economic crisis in Europe growth weakened in 2013 to
less than 3%. With further improvement in political stability and security and the expected
gradual recovery of the European economy, growth is likely to accelerate to 3.3% in 2014
and 4.6% in 2015. In Morocco, growth accelerated in 2013 in spite of weak manufacturing
activity due to low external demand and agriculture benefited from favourable weather
conditions. After some deceleration in 2014, as agricultural production is expected to
weaken, growth is projected to become broad-based and accelerate again in 2015. In Algeria,
after some slowingin 2013 growth is projected to recover in 2014 and 2015, driven by higher
oil production.

In Southern Africa, growth performance is uneven. Angola, Mozambique and Zambia
recorded the highest growth of between 5% and 7% in 2013 and are projected further
to accelerate to between 7% and 9% in 2014/15. Growth in these countries is boosted by
investment in infrastructure and investment in extractive industries. In South Africa,
labour unrest and the weak global environment have depressed growth. The exchange rate
depreciated during 2013 and again at the beginning of 2014 as the tapering of US monetary
policy has depressed currencies in emerging markets. With the recovery of the global
economy and exports, further boosted by the weaker exchange rate, growth is expected
to accelerate to 2.7% in 2014 and 3% in 2015. The relatively modest growth in South Africa
is also depressing growth in sub-Saharan Africa. Growth in sub-Saharan Africa excluding
South Africa amounted to 5.7% in 2013 and is expected to accelerate to 6.9% in 2014 and
2015.

Furthermore, growth in low-income countries, including fragile states, continues to

exceed that of middle-income countries (Table 1.2).

Table 1.2. Growth by analytical country groupings
(real GDP growth in percentage)

2010 2011 2012 2013 (e) 2014 (p) 2015 (p)
By level of income
Upper-middle-income countries 3.5 3.1 3.2 2.8 3.9 4.3
Lower-middle-income countries 5.5 3.8 43 47 4.7 55
Low-income countries 7.2 6.2 5.2 6.1 7.0 6.9
By source of export earnings
Fuel 5.5 4.1 5.4 5.4 6.4 6.3
Non-fuel primary products 6.1 3.8 741 6.1 7.5 74
By level of export diversification
High diversification index 4.0 2.9 2.8 2.8 3.0 3.9
Medium diversification index 45 2.8 5.8 5.9 6.5 6.8
Low diversification index 6.2 53 52 5.5 6.3 6.4
By financial criteria
Net creditor countries 5.5 4.3 53 5.6 6.3 6.4
Net debtor countries 49 2.9 6.8 3.2 4.2 54
By fragility
Countries in fragile situations 6.2 2.2 2.7 47 6.2 6.5
Land-locked countries 8.6 6.8 4.6 6.2 7.0 6.7
Africa excluding Libya 5.1 4.3 4.1 41 4.8 5.3

Note: (e) estimates; (p) projections.
Source: Statistics Department, African Development Bank.
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Figure 1.10. Growth of GDP by countries
(Average 2014/15)
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Commodity prices have further eased

Commodity prices edged down further in 2013 because of continued relatively weak
demand from advanced countries and also from emerging countries, which have been
major drivers of the preceding commodity price boom (Figure 1.11).

Figure 1.11. Commodity prices
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Source: World Bank.
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Oil prices declined on average only moderately in 2013 (by around 3%) as supply
remained constrained by disruption of production in some oil-producing countries.
Despite the gradual decline from earlier peaks, oil prices were still almost 30% higher
than in the two years before the 2009 global recession. Our projection assumes that
oil prices will continue to decline at a moderate rate, thus causing only modest terms
of trade losses for African oil-exporting countries. Nigeria, Algeria, Libya and Angola
are Africa’s largest oil producers. But for several other countries such as Chad, Congo
Republic, Equatorial Guinea, Gabon and South Sudan, oil exports are also an important
source of revenues. Oil discoveries in past years contribute increasingly to growth and
government revenues in several other countries such as Ghana and Cameroon.

In 2013, the average price of copper fell by another 8% and was 17% below its level in
2011. But it was still slightly higher than in the two years before the recession of 2009.
Copper is the mainstay of Zambia, contributing about 70% of export earnings but is also
important for other African countries. Despite the fall in the price of copper and weaker
global demand in recent years the Zambian economy has remained relatively resilient.

Aluminium prices also continued their downward trend with an average decline
of about 9% compared with 2012. These prices are now almost 30% lower than in the
two years before the 2009 recession. South Africa and Mozambique are Africa’s largest
producers of aluminium.

As the fears of the debt crisis in Europe and of inflation declined, the price of gold
fell by around 15% in 2013. However, due to the earlier sharp increase the price level
was still twice as high as in 2007. While the earlier price boom benefited gold producers,
the price decline has adverse effects on the sector. More recently the price of gold has
increased again due to new political tensions between Russia and the West due to
Crimea’s separation from Ukraine. In South Africa, Africa’s largest producer of gold, the
price competitiveness of exporters was supported by the depreciation of the exchange
rate. In Burkina Faso gold production was adversely affected by the price decline. Prices
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of some other commodities also continued to decline, such as that of uranium, which
has been heavily affected by the Fukushima nuclear disaster in 2011. Some rebound is
likely when Japan restarts some reactors and Chinese reactors come on-line.

Some agricultural export prices have also continued to ease (Figure 1.12). The lower
price of cotton adversely affected cotton production in some countries, such as in
Uganda, while in other countries, such as Benin and Burkina Faso, cotton production
increased, partly supported by government measures. Coffee prices also further edged
down while the price of cocoa started to rebound in the second half of 2013.

Figure 1.12. Export prices of agricultural products
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Import prices of basic foods declined during the course of 2013 as supply increased
(Figure 1.13). As mentioned above, in many African countries weather conditions were
also mostly favourable and boosted production while in several countries bad weather
conditions reduced harvests.

Figure 1.13. Import prices of basic foodstuffs
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Inflation has declined but not everywhere

Africa’s average inflation rate declined in 2013 to 6.7% from almost 9% in 2012.
Inflation is expected to increase to above 7% in 2014 and then decline in 2015 to 6.4%.
Median inflation, which is not affected by countries with extremely high or low inflation
is lower and declined from above 6% in 2012 to 5% in 2013. It is expected to increase
slightly above 5% in 2014 and to moderate again to below 5% in 2015 (Figure 1.14). The
easing of inflation was mainly due to lower food prices, broadly constant energy prices,
prudent macroeconomic policies but also country-specific circumstances. Disinflation
was pronounced in Ethiopia where inflation declined from around 20% in 2012 to above
7% in 2013 and in Tanzania and Uganda where it declined from 16% to around 8%
and from above 14% to 5.5% respectively. While in 2012, 13 countries had double-digit
inflation rates, in 2013 only five countries had double-digit inflation (Eritrea, Ghana,
Guinea, Malawi, Sudan) and in 16 countries inflation was below 3%. High inflation was
often associated with a weakening of currencies. But in South Africa, where the rand
depreciated significantly, inflation did not increase but remained below 6%. Inflation
was lowest in member countries of the two currency unions, the Central African
Economic and Monetary Community (CEMAC)! and the West African Economic and
Monetary Union (WAEMU)? due to their fixed exchange rate regimes with the euro.

Figure 1.14. Consumer price inflation in Africa
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Source: Statistics Department, African Development Bank.
StatLink =iz http://dx.doi.org/10.1787/888933032624

Monetary policy has tightened in countries where currencies weakened

With higher trend growth during the past decade and a remarkable resilience to
global shocks, Africa has also become more attractive for foreign investors. This has
enabled more and more African countries to tap international markets by issuing bonds
denominated in foreign currencies. As international liquidity further increased because
of quantitative easing policies in advanced countries, the risk premium on African
bonds further declined. But the tapering of the US Federal Reserve reversed portfolio
capital flows to emerging countries and increased risk premium including in Africa
(Figure 1.15).

Following the beginning of the tapering of quantitative easing by the United States
Federal Reserve, in South Africa the currency, which was already under pressure during
2013, continued to fall. The South African Reserve Bank (SARB) responded by increasing
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Figure 1.15. Evolution and drivers of the growing appetite for sub-Saharan
African bond issuances
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and economic conditions, with the bubble size corresponding to the increase in international debt securities
issued by African entities.

Source: Moody'’s Investors Service, 8 October 2013.

the discount rate by 50 basis points to 5.5% at the end of January 2014. The rate hike was
the first in six years. Despite the currency depreciation inflation stayed mostly within
SARB’s 3%-6% target range, as higher import prices were not fully passed through to
consumers but were partially born by importers and traders. In Zambia, the central
bank responded to the weaker currency, the lax fiscal policy and also the overrun
of the inflation target by raising the policy interest rate. At the same time it capped
interest rates on loans from commercial banks in order to limit borrowing costs for the
private sector. The Bank of Ghana pursued a tight monetary policy during 2013 and
raised the policy interest rate in an effort to limit liquidity, as the currency depreciated
and inflation expectations heightened. Malawi also responded to higher inflation and
currency depreciation by raising interest rates. By contrast, in Egypt interest rates were
reduced to boost growth despite the weakening of the currency. A sharper fall in the
exchange rate was prevented by restrictions on currency transfers and by support from
Gulf States to stem the depletion of foreign reserves. The government responded to
soaring inflation by introducing price controls on some food products.

In 2013, in response to lower inflation, many central banks reduced policy interest
rates, as in Botswana, DRC, Kenya, Mauritius, and Rwanda and in the two monetary
unions: CEMAC and WAEMU. In Angola interest rates were also reduced despite
increasing inflation, which remained, however, within the target range of 7%-9%.

Fiscal policy stances differ between countries

During the 2009 global recession fiscal positions had deteriorated in most African
countries because of lower revenues and (often) countercyclical spending (see Box 1.2).
In the meantime many countries have returned to prudent fiscal policies by limiting
growth of spending while at the same time increasing revenues. This has also helped
reduce inflationary pressures, thus creating space for monetary policy to lower interest
rates. However, governments are facing challenges, as they are also committed to boost
growth and reduce poverty by increasing infrastructure investment and other pro-poor
spending. This, together with lower revenues from commodity exports, makes fiscal
consolidation often difficult. Given the uncertainty about future revenues including
official development assistance (ODA) flows governments are taking measures to
broaden the tax base and further improve tax administration.
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The (GDP-weighted) average fiscal deficit for Africa increased to 3.9% in 2013 (from
2.9% in 2012). It is projected to increase further to 4.5% in 2014 before declining to 4% in
2015. But fiscal positions and debt positions vary widely between countries. According
to the debt sustainability analysis by the World Bank and the IMF more than a third of
African countries which have been assessed recently are at low risk of debt distress,
around 40% are at moderate risk and about a fifth are at high risk (Table 1.3). In 2013
the assessment has improved for Rwanda, which moved from moderate to low risk and
for Gambia, which moved from high to moderate risk. But for Mozambique the debt
assessment has deteriorated from low to moderate risk.

In recent years, Botswana has achieved the most remarkable fiscal consolidation by
converting its government budget from a deficit of over 11% of GDP in 2009 to close to
balance in 2013. Both increases in revenues and cuts in expenditure have contributed
to this improvement. In 2013 many other countries also followed prudent fiscal policies.
Butin a number of countries such as Angola, Cameroon, Congo Republic, the DRC, Egypt,
Ghana, Mozambique and Zambia, the fiscal policy stance was expansionary and the
fiscal position deteriorated. While some of these countries had surpluses or relatively
low deficits in 2012, in a few countries (such as Egypt and Ghana), deficits increased
from already relatively high levels.

Table 1.3. Debt sustainability analysis: Assessing risks of debt distress

Low risk Moderate risk High risk

Benin (January 2013) Burkina Faso (June 2013) Burundi (September 2013)
Cameroon (June 2013) Central African Republic (June 2012) Comoros (December 2013)

Cabo Verde (January 2012) Cote d’lvoire (December 2013) Chad (May 2013)

Congo, Rep. (August 2013) Ghana (May 2013) Congo Dem. Rep. (DRC)/(April 2013)
Ethiopia (October 2013) Gambia (May 2013) Djibouti (March 2013)

Kenya (April 2013) Guinea (July 2013) Sao Tomé and Principe (July 2012)
Liberia (December 2013) Guinea-Bissau (June 2013) Sudan (November 2013)

Nigeria (May 2013) Lesotho (September 2013) Zimbabwe (September 2012)
Rwanda (December 2013) Malawi (July 2012)

Senegal (June 2013) Mali (February 2013)

Tanzania (June 2012) Mauritania (June 2012)

Uganda (December 2013) Mozambique (June 2013)

Zambia (May 2012) Niger (April 2013)

Sierra Leone (September 2012)
Togo (July 2011)

Note: Date of most recent analysis in brackets.
Source: Joint World Bank-IMF Low Income Countries Debt Sustainability Analysis (LIC DSA).

Current account deficits remain high in oil-importing countries

In recent years high food and oil prices have increased import values and put
pressure on current accounts in many countries. So far there has been little relief from
lower food and energy prices as export prices and export volumes also weakened. In
oil-importing countries the current account deficit continued to increase in 2013 to an
average of 8% of GDP and is projected to further increase slightly to around 8.5% in
2014 and 2015 (Figure 1.12). Oil-exporting countries saw their current account surpluses
decline to below 1% of GDP in 2013 (from 2.3% in 2012) and only small improvements
are expected in 2014 and 2015 (Figure 1.16). A few resource-abundant countries (such
as Algeria, Angola, Botswana, Congo Republic and Nigeria) record surpluses in their
current accounts or broadly balanced positions. But several countries continue to have
large current account deficits (such as Liberia, Mauritania and Mozambique), which
also reflect their willingness and ability to finance a good part of their investment by
external sources.
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Figure 1.16. Current account in oil-exporting and in oil-importing countries
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Box 1.2. Fiscal policy in Africa during business cycles

In recent years, Africa’s growth has been constrained by the weakness of the international economy.
Butit has nonetheless shown a relatively high degree of resilience in the face of global economic shocks,
notably during the Great Recession in 2009. Appropriate fiscal policies during business cycles may
also have contributed to this resilience, although this view is controversial. In a comparison between
cyclical fluctuations of government spending and of GDP from their trends, Leibfritz and Rottmann
(2013) find for a sample of 46 African countries that government spending since 1980 has on average
been broadly a-cyclical thus has neither significantly aggravated nor mitigated cyclical fluctuations.
But when comparing the two sub-periods before and after 2000 they find that while from 1980 to 2000
in almost two thirds of the 46 countries spending was procyclical this share declined to less than 40%
after 2000 and in the majority of countries spending was a-cyclical or countercyclical (Figure 1.17). As
more countries escaped from procyclicality Africa’s resilience against external shocks improved. This
also helped to better cope with the Great Recession of 2009. But others have found that in developing
countries in general and in Africa in particular domestic policies, notably government spending, have
in the past been procyclical and thus have aggravated rather than mitigated boom-bust cycles and this
may also have slowed the catching up process (Ilzetski and Vegh, 2008; Carmignani, 2010).

A precondition for the effectiveness of countercyclical fiscal policy is that it has Keynesian effects,
i.e. an increase of expenditure or a reduction of taxes increases output while cutting expenditure and
raising taxes reduces output. It is then desirable to adopt expansionary fiscal policies during cyclical
downturns and restrictive policies during economic booms. Countries should at least allow automatic
stabilisers to operate; i.e. in downturns accommodate cyclical declines in government revenues by
increasing debt and in upswings reducing deficits. This means that counter-cyclical fiscal policies
generally help to smooth economic cycles. However, in countries with high indebtedness and poor
financial markets, deficit-financed spending programmes can be counterproductive if this reduces
private sector spending through higher interest rates (crowding out) and confidence effects (non-
Keynesian effects). It may then be necessary to cut spending during cyclical downturns in response to
declining revenues. It has, however, been found that in the past fiscal policies in Africa had on average
significant Keynesian effects (Carmignani, 2010), so that countercyclical fiscal policies are indeed
effective. This does not mean, however, that this is true for all African countries and in all periods.
Governments should therefore examine carefully if their fiscal policy stance has positive or negative
effects on private demand and output. The current cyclical upswingin many African countries provides
the opportunity to reduce deficits and to create fiscal space for future cyclical downturns.
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Box 1.2. Fiscal policy in Africa during business cycles (cont.)

Figure 1.17. Correlation coefficients between cyclical fluctuations of

government spending and of GDP in Africa after 2000
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Note: A noticeable procyclical spending behaviour is defined if the correlation coefficient is 0.2 or higher, a noticeable
countercyclical spending if the correlation coefficient is -0.2 or lower and a-cyclical spending if the correlation
coefficient is between 0.2 and -0.2.

Source: Leibfritz and Rottmann (2013).
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African economies face various risks and policy challenges

The forecast for Africa as described above, and also shown in the summary Table 1.4,
is what we currently (in spring 2014) see as the most likely outcome. But there are both
upside and downside risks. If the global economy were to be stronger or weaker than
assumed, Africa’s growth would be higher or lower. The main channels of transmission
of changes in the world economy are commodity prices, trade volumes, tourism and
inflows of FDI, ODA and worker’s remittances.

On top of external uncertainties, risks also exist within Africa. Three years after
the revolutions in Egypt, Libya and Tunisia political stability in the region has not yet
been fully restored. Insecurity and social tensions also exist in some other countries and
regions and may continue adversely to affect economic activity. While in Mali the political
and security situation has improved after the military support by international forces,
in the Central African Republic the crisis intensified towards the end of 2013. Military
interventions by international forces are currently attempting to ensure security, which
is still precarious. Political and social tensions could also arise in the context of the many
elections during the year (see Chapter 5). Other risks are related to weather conditions,
which may be worse than assumed and reduce harvests and cause food prices to rise.
Furthermore, with delays in the construction of planned infrastructure projects, GDP
growth would be lower than projected.

Major challenges for African countries are to preserve political and social stability.
Sustaining high growth, making growth more inclusive and reducing poverty also help
reduce political and social tensions. This requires pursuing appropriate macroeconomic
policies and at the same time increasing access to key public services, notably education,
health and security and further improving institutions and regulations for private sector
activity. This helps improve human development, better attainment of the Millennium
Development Goals and diversification of the economy as is discussed in more detail in
the following chapters.
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Table 1.4. Macroeconomic developments in Africa
(summary table)

2005-09 2010 2011 2012 2013(e) 2014(p) 2015(p)
Real GDP growth (%)
Central Africa 41 5.9 4.4 5.8 3.7 6.2 5.7
East Africa 71 7.3 6.3 3.9 6.2 6.0 6.2
North Africa 49 43 0.3 94 1.9 3.1 515
Southern Africa 5.2 3.7 3.9 3.3 3.0 4.0 4.4
West Africa 5.7 71 6.9 6.9 6.7 7.2 71
Africa 5.3 5.2 3.6 6.4 3.9 4.8 5.7
Africa (excluding Libya) 5.3 5.1 43 41 42 438 5.2
Memorandum items
North Africa (including Sudan) 4.9 45 04 8.9 2.0 3.0 54
Sub-Saharan Africa (SSA) 5.6 56 5.5 4.9 5.0 58 59
SSA excl. South Africa 6.5 6.6 6.3 58 6.1 6.8 6.9
Oil-exporting countries 58 56 3.0 8.3 38 5.0 6.4
Oil-importing countries 4.8 4.6 4.4 4.0 4.0 4.4 4.8
Consumer prices (inflation in %)
Central Africa 6.2 4.2 4.4 3.8 1.9 3.3 3.1
East Africa 1.1 7.3 20.3 19.6 12.0 9.8 8.9
North Africa 6.4 6.9 7.7 71 5.0 7.6 6.3
Southern Africa 8.1 6.1 6.7 6.5 6.5 6.2 57
West Africa 9.8 10.4 9.3 9.9 75 7.0 6.9
Africa 8.0 7.3 9.1 8.9 6.7 7.2 6.4
Memorandum items
North Africa (including Sudan) 6.7 7.7 84 8.9 7.0 8.8 7.3
Sub-Saharan Africa 89 7.2 9.5 8.9 6.5 6.2 5.9
Oil-exporting countries 9.2 10.1 104 10.8 8.0 9.2 8.0
Oil-importing countries 7.1 44 8.1 7.3 54 53 5.0
Overall fiscal balance, including grants (% GDP)
Central Africa 7.8 1.8 2.1 0.1 -2.1 -3.7 -4.4
East Africa -2.5 -2.9 -2.0 -4.0 -2.7 -2.3 -2.2
North Africa 3.2 -3.1 -6.3 -5.0 -7.3 -8.2 -5.8
Southern Africa -0.9 2.8 -1.7 -1.5 -2.5 -4.3 -4.6
West Africa -0.1 -3.6 -3.2 -1.9 -2.2 -1.8 -2.3
Africa 1.0 -2.8 -3.3 -2.9 -3.9 -4.5 -4.0
Memorandum items
North Africa (including Sudan) 27 2.7 -5.7 -4.8 -6.6 -7.4 -5.3
Sub-Saharan Africa 0.0 -2.8 -2.0 -1.8 2.5 -3.0 -34
Oil-exporting countries 33 -1.8 2.5 -2.0 -3.9 -4.8 -4.2
Oil-importing countries -1.5 -4.2 -4.4 -4.3 -4.1 -4.0 -3.8
External current account, including grants (% GDP)
Central Africa 0.6 -4.8 -1.4 -3.6 -3.6 -4.6 -4.0
East Africa -6.8 -5.4 -4.4 -10.5 -8.8 -9.1 -8.9
North Africa 10.7 2.9 0.5 1.6 -2.0 -2.2 -0.8
Southern Africa -2.7 -1.2 -0.7 -2.9 -4.7 -5.0 -5.1
West Africa 19.1 1.6 -0.1 0.0 1.3 2.3 15
Africa 5.8 0.1 -0.7 1.7 2.7 -2.5 -2.2
Memorandum items
North Africa (including Sudan) 87 24 0.3 0.6 -2.7 2.7 -1.4
Sub-Saharan Africa 4.0 -1.2 -1.2 2.7 -24 -2.1 -2.5
Oil-exporting countries 15.1 3.7 34 2.3 08 1.1 14
Oil-importing countries -4.9 -4.2 -5.6 -7.6 -8.0 -8.5 -84

Note: (e) estimates; (p) projections. Excludes South Sudan over the period 2013-15.
Source: Statistics Department, African Development Bank.
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Annex 1.1. Assumptions about the global economy

The euro area exited the recession in the course of 2013 and started to recover. It is
expected that it will continue to expand at a modest pace with growth of around 1% in
2014 and around 1.5% in 2015 (after -0.4% in 2013). Confidence in financial markets and
in the business sector improved against the backdrop of additional easing of monetary
conditions, progress in fiscal consolidation and improved prospects of the global
economy. But growth will remain uneven across countries. Among the larger euro area
countries Germany is expected to achieve the highest growth (1.5% -2% during 2014/15),
followed by France (1%-1.5%). Italy is expected to exit recession in 2014 with modest
growth of 0.6% and 1.4% in 2015 (after -1.9% in 2013). Among the smaller euro countries,
which have been most affected by the crisis, improvements are also noticeable. In only a
few of them, GDP is likely to continue to decline in 2014, albeit at a more moderate rate,
while in all these countries in 2015 growth is expected to be positive. But unemployment
remains high in several countries and there are still considerable risks stemming from
social and political risks and tight credit conditions due to unsolved problems in the
banking sector in several countries. In the United Kingdom growth continues to be
higher than in the large euro area countries and could reach 2%-2.5% in 2014/15.

The US economy is also expected to gather momentum with growth reaching
around 3% in 2014/15 (after close to 2% in 2013). Private consumption and residential
construction are expected to strengthen, underpinned by deleveraging of household
debt, higher asset prices and gradually improving labour market conditions. Favourable
financial conditions, improved profits and a more optimistic outlook for demand
will boost business investment. It is assumed that the Fed will gradually reduce its
bond purchases and start during 2015 gradually to increase interest rates towards a
more neutral level. Depending on the circumstances this could again create turmoil
in international financial markets leading to portfolio capital outflows in emerging
economies.

Japan exited its recession in 2013, helped by strong monetary stimulus, an
expansionary fiscal policy and stronger exports. Given the high fiscal deficit, the
government decided to raise consumption tax but at the same time plans a fiscal
stimulus package to mitigate the possible negative demand effects of the tax hike.
Growth is expected to slow from close to 2% in 2013 to 1%-1.5% in 2014/15.

In China, growth slowed in 2012 and 2013 to below 8% from above 9% in 2011 and
above 10% in 2010. But growth remained still slightly above the new official growth
target of 7.5%. The deceleration of growth was mainly due to a weakening of exports and
of domestic demand as the government took measures to cool inflationary pressures,
which was achieved. Growth is expected to fluctuate between 7% and 8% during 2014/15.
So far little progress has been made in the planned rebalancing of the demand pattern
as the contribution of investment remained larger than that of consumption.

India’s growth declined significantly from its peak in 2010 of around 11%. The decline
was attributed to a combination of domestic uncertainties, a weakening of world trade
and a loss in international competitiveness as low productivity growth and inflationary
pressures led to an appreciation of the real effective exchange rate. The depreciation
of the rupee over the summer 2013, also due to international market turmoil, helped
to improve competitiveness but added to inflationary pressures. It also aggravated the
situation of firms and banks with high external debt exposure. Growth is expected
to accelerate to around 5%-6% in 2014/15 (from around 4% in 2013) boosted by higher
exports, new infrastructure projects and the new Land Acquisition Law, which reduces
business uncertainty.
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Latin America’s average growth has slowed in the past two years because of weak
external conditions and domestic supply-side constraints. It is expected gradually to
recover to above 3% in 2014/15 as world trade recovers and domestic weaknesses subside.
After growing by less than 1% in 2012, growth in Brazil, the largest economy in the
region, accelerated again in 2013 to above 2%, mainly driven by a revival of investment
and exports. The turmoil in international capital markets in the summer of 2013 led to
outflows of portfolio capital and a depreciation of the currency. But the sizeable foreign
reserves enabled the central bank to provide dollar liquidity and stabilise investor
confidence. It is expected that growth will be sustained at around 2% % in 2014/15 mainly
driven by infrastructure and business investment. This also helps to reduce supply-side
bottlenecks, which currently restrain growth and add to inflationary pressures.
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Notes

1. The CEMAC members are Cameroon, Central African Republic, Chad, Republic of Congo,
Equatorial Guinea and Gabon.

2. The WAEMU members are Benin, Burkina Faso, Coéte d’Ivoire, Guinea-Bissau, Mali, Niger,
Senegal and Togo.
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Chapter 2

External financial flows and tax
revenues for Africa

This chapter analyses recent trends in development financial
flows from African countries’ perspectives. It compares foreign
direct investments, portfolio investments, remittances and official
development assistance with the trends in tax revenues. It also
describes the relative importance of each of these flows for various
country income groupings. While different in nature, these flows
constitute the main sources available for African countries to meet
their financing needs. Using data starting from 2000, the chapter
provides estimates for 2013 and projections for 2014.

© AfDB, OECD, UNDP 2014 African Economic Outlook a7


www.africaneconomicoutlook.org/en/outlook

/-e
% 2. External financial flows and tax revenues for Africa
7

In brief

External financial flows and tax revenues play an increasingly important role in Africa’s
development and economic growth prospects. External financial flows have quadrupled
since 2000 and are projected to reach over USD 200 billion in 2014. Their composition has
also changed progressively with foreign investments and remittances from non-OECD
countries underpinning this positive trend. Foreign investment — direct and portfolio - has
now fully recovered from the 2009 economic crisis and is projected to reach over a record
USD 80 billion in 2014, making it the largest financial flow to Africa. Though resource-
rich countries remain the prime destination for foreign direct investment (FDI) to Africa,
manufacturing and services attract an increasing share of the over 750 new greenfield FDI
projects. Official remittances have been continuing their increasing trend since 2009 and are
projected to reach USD 67.1 billion in 2014. In contrast, official development assistance’s (ODA)
share of total external flows keeps diminishing, from 38% in 2000 to 27% in 2014 (estimated
at USD 55.2 billion). Despite this downward trend, ODA still represents the largest external
financial flow to low-income African countries. Tax revenues continue to increase in Africa
and reached USD 527.3 billion in 2012. They should not be seen as an alternative to foreign aid
but as a component of government revenues that grows as countries develop.

While external financial flows have been slow, they are expected to increase
in the near future

This section provides an overview of the different external financial flows to
Africa. The report covers foreign direct investments, portfolio investments, remittances
and official development assistance. It looks at their relative importance for different
country income groupings: low-income countries, lower-middle-income countries and
higher-middle-income countries.

The pastincrease in external financial flows to Africa has been slowed down by portfolio
outflows in 2013

In 2013 total external flows! to Africa were estimated at USD 186 billion, about the
same size recorded in 2012, and represented 8.9% of the continent’s gross domestic
product (GDP) (Figure 2.1 and Table 2.1). The sharp decrease in portfolio flows, a
rather volatile source of investment for the continent over the last decade, explains
this stagnation and offsets the slight recovery in FDI, remittances and ODA. Excluding
South Africa, the largest recipient of investments on the continent, total external flows
increased by a nominal 5% in 2013.

Private financial flows - investment and remittances - are increasingly contributing
to Africa’s development finance landscape. Their share of total external flows, which
were 63% over 2000-05, are likely to rise to 71% over 2010-14. FDI, in particular, can be
instrumental to develop productive capacities and remove infrastructure bottlenecks,
especially energy and transport networks. Recorded remittances have been more
resilient to the economic and financial crisis of past years and, as such, have emerged as
a stable source of revenue for some 120 million people in Africa, supporting consumption,
education and health expenses.

Non-OECD countries are more and more relevant in sustaining private financial flows
to Africa. During 2012 and 2013 the increase in remittances from the Gulf Co-operation
Council countries? and FDI from the BRICS countries® compensated the relative decline of
private financial flows from OECD countries since the onset of the 2009 global economic
crisis. FDI flows from non-OECD countries are also driving increasing investments in the
manufacturing and services sectors.
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Figure 2.1. External financial flows to Africa
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Note: ODA (e) estimates and (p) projections based on the real increase of Country Programmable Aid in the
forthcoming OECD Report on Aid Predictability: Survey on Donors’ Forward Spending Plans 2013-2016. Forecast for
remittances based on the projected rate of growth according to the World Bank. (This figure excludes loans from
commercial banks, official loans and trade credits.)

Source: Authors’ calculations based on OECD/DAC, World Bank, IMF and African Economic Outlook data.
StatLink =a=r http://dx.doi.org/10.1787/888933032681

The aggregate numbers in Figure 2.1 mask different realities for countries at different
levels of development (Figures 2.2, 2.3 and 2.4). For the 27 low-income African countries,
accounting for half of the continent’s one billion people, ODA still provides more than
half the total external flows (Figure 2.2). At the same time, the ODA share of GDP for this
group of countries has been gradually decreasing, from an average of 13.1% in 2000-05
to 9.5% in 2013 and is projected to be 8.9% in 2014. According to current aid projections
from the latest Survey on Donors’ Forward Spending Plans of the OECD Development
Assistance Committee, low-income countries are likely to have to rely increasingly on
domestic resources and other external flows to compensate for the projected stagnation
of ODA flows from OECD countries to Africa.

Figure 2.2. Development finance to low-income-countries in Africa
(% GDP, weighted)
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Note: ODA (e) estimates and (p) projections based on the real increase of Country Programmable Aid in the
forthcoming OECD Report on Aid Predictability: Survey on Donors’ Forward Spending Plans 2013-2016. Forecast for
remittances based on the projected rate of growth according to the World Bank. (This figure excludes loans from
commercial banks, official loans and trade credits.)

Source: Authors’ calculations based on OECD/DAC, World Bank, IMF and African Economic Outlook data.

StatLink Sr=r http://dx.doi.org/10.1787/888933032700
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The story for lower-middle-income countries, representing an estimated 440 million
people, is different, with remittances being the most important external flow over
recent years (Figure 2.3). Recorded remittances increased to an estimated USD 52 billion
in 2013, three times the value of ODA and twice the value of FDI going to these countries.
This increase was mainly driven by remittances to Egypt and Nigeria. The true size
of remittances is likely to be higher, since those transferred though informal channels
are not recorded in this figure. Lower-middle-income countries have also been able to
expand their access to international financial markets and attract portfolio investments.
The latter are projected to represent on average 1.3% of GDP over 2010-14, compared to
0.1% in 2000-05.

Figure 2.3. Development finance to lower-middle-income countries in Africa
(% GDP, weighted)
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Note: ODA (e) estimates and (p) projections based on the real increase of Country Programmable Aid in the
forthcoming OECD Report on Aid Predictability: Survey on Donors’ Forward Spending Plans 2013-2016. Forecast for
remittances based on the projected rate of growth according to the World Bank. (This figure excludes loans from
commercial banks, official loans and trade credits.)

Source: Authors’ calculations based on OECD/DAC, World Bank, IMF and African Economic Outlook data.

StatLink si=r http://dx.doi.org/10.1787/888933032719

Figure 2.4. Development finance to upper-middle-income countries in Africa
(% GDP, weighted)
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forthcoming OECD Report on Aid Predictability: Survey on Donors’ Forward Spending Plans 2013-2016. Forecast for
remittances based on the projected rate of growth according to the World Bank. (This figure excludes loans from
commercial banks, official loans and trade credits.)

Source: Authors’ calculations based on OECD/DAC, World Bank, IMF and African Economic Outlook data.
StatLink sa=ra http://dx.doi.org/10.1787/888933032738
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For upper-middle-income countries, private investment represents the main source
of development finance, accounting, on average, for 70% of total external flows over
2010-14 (Figure 2.4). Portfolio flows tend to increase in relative importance once a
country reaches upper-middle-income status. They can help to strengthen financial
infrastructure and liquidity but pose a challenge in terms of increased volatility.

Total external flows to Africa are likely to reach a new record in 2014

Total external flows to Africa are projected to reach over USD 200 billion in 2014. This
projection depends on the uncertain recovery of portfolio flows to South Africa in 2014.
FDI and remittances are likely to maintain their upward trend and underpin the high
level of external flows to Africa (Table 2.1). On the one hand, demand for commodities by
emerging economies and the related high prices are likely to underpin further FDI flows
to the natural resource sectors; on the other, the continent’s projected strong economic
growth and favourable demographics, with an expanding consumer base, are driving
increasing investments towards the manufacturing and services sectors. Following
current trends, ODA is projected to peak at around USD 55.2 billion in 2014 and then
stagnate.

Table 2.1. Financial flows and tax revenues to Africa
(current USD, billion)
2005 2006 2007 2008 2009 2010 2011 2012 2013(e) 2014(p)
Foreign | Private Foreign direct investments 33.8 354  52.8 66.4 551 460 498 51.7 56.6 60.4
Portfolio investments 6.3 225 144 -246 -03 215 6.8 220 122 239
Remittances 33.3 373 440 480 452 519 557 60.0 629 67.1

Public Official development assistance
(net total, all donors) 35.8 446 395 452 479 480 518 514 541 55.2

Total foreign flows 109.2 139.7 150.6 135.0 147.9 167.3 164.1 185.1 185.7 206.5
Domestic Tax revenues 259.3 305.3 3346 4329 331.0 4091 4674 5273
Total foreign flows Low-income countries 21.8 228 295 365 369 395 475 483 492 54.5
Lower-midddle-income countries 61.7  78.4  84.1 81.8 694 947 849 1007 1057 111.2

Upper-middle-income countries 23.2 356  33.2 119 359 281 265 308 251 35.0

Note: ODA (e) estimates and (p) projections based on the real increase of Country Programmable Aid in the forthcoming
OECD Report on Aid Predictability: Survey on Donors’ Forward Spending Plans 2013-2016. Forecast for remittances based on the
projected rate of growth according to the World Bank. (This table excludes loans from commercial banks, official loans and
trade credits.)

Source: Authors’ calculations based on OECD/DAC, World Bank, IMF and African Economic Outlook data.

External downside risks to this outlook emanate from the possible deterioration
in global economic activity in 2014. This would likely weaken commodity exports and
resultin a slowing down or reduction of investment projects. In addition, it might further
reduce projected ODA and remittance flows. African countries that are more financially
integrated into global markets are exposed to a potential protracted reversal of capital
flows in case of further monetary tightening in the OECD area, which would mostly
affect portfolio flows. Regional risks to this outlook are related to lingering unrest and
instability in the Sahel region, Northern Nigeria, Central African Republic and South
Sudan, which could weigh on investor sentiment in neighbouring countries (IMF, 2013a).

Foreign investment is increasingly important to Africa’s development

This section looks at the two components of foreign investment: FDI and portfolio
investment. The OECD defines FDI as “a category of cross-border investment made by
a resident in one economy with the objective of establishing a lasting interest in an
enterprise that is resident in an economy other than that of the direct investor. The
motivation to significantly influence or control an enterprise is the underlying factor
that differentiates direct investment from cross-border portfolio investments. Portfolio
investors do not have as an objective any long-term relationship. Return on the assets is
the main determinant for the purchase or sale of their securities” (OECD, 2008).
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Foreign direct investment from emerging economies continues to increase in Africa

This sub-section looks at both major African FDI recipients as well as the sources of
FDI. In addition it discusses outward African investment and provides an outlook for FDI
to Africa in 2014.

FDIto Africa was more resilient than around the globe. The persisting global economic
instability and policy uncertainty dampened the recovery of global FDI flows throughout
2012 and 2013. Against this backdrop, FDI to Africa increased in both 2012 (+5%) and 2013
(+9.6%). It reached an estimated USD 56.6 billion in 2013, up from USD 51.7 billion in 2012
(IMF, 2013b). Developed economies suffered the largest contraction, while developing
countries as a whole recorded a smaller decline (-3% in 2012). The outlook for 2014 and
2015 is more positive: investor confidence is likely to pick up and underpin a recovery
in global FDI to a projected USD 1.6 trillion and USD 1.8 trillion respectively. Yet these
amounts remain below the 2007 peak of USD 2 trillion (UNCTAD, 2014).

FDI has emerged as an especially important source of investment for the continent.
Over the period 2001-11, FDI accounted on average for about 16% of gross fixed capital
formation, compared to the global average of 11%. However, Africa’s share of global
FDI has slightly declined — down to 3.7% in 2012, compared to the 2009 peak of 4.3%
- as the pickup in flows to other developing regions has been stronger. This decline
notwithstanding, Africa’s positioning in the global FDI landscape is much better today
than at the beginning of the century, when its share stood about 0.6% (UNCTAD, 2013).

Recipients of foreign direct investment

The buoyant demand for oil, minerals and other natural resources over recent years
has driven investment flows to Africa. Not surprisingly, large resource-rich countries
have been the biggest beneficiaries. In 2013, resource-rich countries accounted for 95%
of the increase in FDI to Africa, driven by both a surge of USD 1.8 billion (+39%) in inflows
to South Africa and a reduction of USD 1.7 billion (-61%) in disinvestments from Angola.
Three countries — Algeria, Namibia and Nigeria — recorded an increase in FDI flows of
over USD 0.5 billion each (IMF, 2013b).

At the same time, the share of total FDI to resource-rich countries is now gradually
decreasing: they received an estimated 65% of total FDI flows in 2013, compared to 78%
in 2008 (Figure 2.5). The change reflects the emergence of other investment drivers
but also the fact that some planned investment in the extractive sector has been put
on hold. The slowdown of the global economy at the onset of the 2009 economic crisis
has led to lower demand for Africa’s commodity exports, which delayed planned FDI in
extractives.

For their part, non-resource-rich countries have seen a strong increase in the share
of FDI inflows in their GDP since the early 2000s. In 2013, the groups’ FDI-to-GDP ratio
stood at 4.5%, twice the level in 2000. In comparison, the ratio for resource-rich countries
stood at 2.2% in 2013 (IMF, 2013b).
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Figure 2.5. Foreign direct investments to Africa: Resource-rich vs non-resource-rich
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FDIinflows to Africa are concentrated in a small number of countries. In 2013, the top
six recipients, representing one third of the continent’s population, received the same
amount of foreign direct investment as the remaining 48 countries together. The largest
recipients were South Africa and Nigeria, with respectively an estimated USD 6.4 billion
and USD 6.3 billion. Mozambique (USD 4.7 billion), Morocco (USD 4.3 billion), Ghana
(USD 3.3 billion) and Sudan (USD 2.9 billion) close the list. Those six countries were
also the largest recipients in 2012. Egypt, traditionally one of top three recipients, has
yet to recover to its pre-Arab Spring level: FDI averaged USD 9.1 billion per year over
2005-10 but was only USD 1.9 billion per year over 2011-13. Together with remittances and
the Suez Canal receipts, FDI is a major source of foreign exchange to Egypt. The largest
decrease in inflows for 2013 compared to 2012 were observed in Niger (USD -0.8 billion),
Egypt (USD -0.7 billion) and Sierra Leone (USD -0.6 billion) (IMF, 2013b).

Sources of foreign direct investment

In 2012, FDI from OECD countries to Africa declined for the second consecutive year.
With USD 15.7 billion it stood at less than half its peak value of USD 34 billion in 2008
just before the global financial crisis. The four largest investors from OECD countries
in 2012 were the United Kingdom (USD 7.4 billion), the United States (USD 3.7 billion),
Italy (USD 3.6 billion) and France (USD 2.0 billion). Together the United States, the
United Kingdom and France held 64% of total FDI stock in Africa in 2012, respectively
USD 61.4 billion, USD 58.9 billion and USD 57.9 billion (OECD, 2014a).

As explored in detail in the African Economic Outlook 2011, emerging economies are
becoming increasingly important investment sources for African countries. The share
of the BRICS in Africa’s total FDI stock rose from 8% in 2009 to 12% in 2012, amounting
to USD 67.7 billion. While this figure confirms the decreasing relative importance of
OECD countries as sources of direct investment, it is worth noting that Africa is losing
momentum to other developing countries in terms of attracting FDI from the BRICS. The
continent represents 5% of the BRICS’ FDI stock in the world in 2012, compared to 5.6%
in 2011 (IMF, 2014b).

Excluding OECD countries, China held the largest stock of FDI in Africa, estimated at
USD 27.7 billion, followed by South Africa and Malaysia with respectively USD 22.9 and
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USD 15.8 billion. The latest data from the IMF’s Coordinated Direct Investment Survey
indicate a decline of China’s FDI stock in reporting African economies by USD 3.3 billion
with respect to 2011, but the equivalent increase in the four other BRICS compensated for
this (IMF, 2014b). Investment from the BRICS in greenfield projects represented almost
one quarter of total new greenfield projects in 2012 (fDi Markets, 2013).

The value of greenfield investments in Africa declined in 2012, in line with the global
decline in FDI. Yet the continent slightly increased its share of the global amount of new
greenfield projects from 5.4% in 2011to 5.6% in 2012. So while there were more projects,
their average value was smaller. This evidence is in line with the gradually increasing
sectoral diversification of greenfield investments to Africa out of mainly the primary
sector. Greenfield projects in manufacturing and services are typically smaller in value
than the large capital-intensive investments in extractive industries (fDi Markets, 2013).

Foreign direct investments to Africa have become more diversified among sectors.
The Herfindahl index for sectoral concentration of FDI for 39 sectors went down from
0.43 in 2003 to 0.14 in 2012. The relative share of projects in sectors such as financial
services, business services and communications has grown considerably. In 2012 73.5%
of the total value of greenfield investments to the continent went to manufacturing and
infrastructure-related activities, up from 68.3% over the past decade (Ernst & Young,
2013a). Foreign direct investments in manufacturing and services have a larger job
creation potential than investment in extractive industries.

As evidenced by the large inflows to resource-rich countries, natural resource
endowments remain a major determinant of African countries’ capacity to attract FDI.
Yet new determinants are gradually becoming equally important. Particularly, the
emergence of a larger middle class and higher purchasing power are driving a change
in consumer behaviour and luring investors that are eager to expand into new markets.
Over the past decade, the number of middle-class consumers in Africa has increased
to 34% of Africa’s population or nearly 350 million (AfDB, 2011). In addition, Africa’s
projected sustained economic growth and the high price of natural resources are likely
to keep underpinning this growth in FDI to the continent. Stable macroeconomic policies
and demographic trends are also likely to positively impact investment inflows. Africa’s
population is predicted to double by 2050 and become increasingly urbanised with the
share of urban population likely to increase from 40% in 2011 to 54% in 2050 (UN DESA,
2013).

Outward foreign direct investment

Africa’s outward investment tripled from USD 5.4 billion in 2011 to 14.3 billion in
2012, bringing the continent’s share in global FDI outflows to a record 1%. This increase
contrasts with decreasing global FDI outflows, which fell from USD 1 678 billion in 2011
to USD 1 390 billion in 2012.

In 2012, five countries represented over 85% of total African outward FDI: South Africa
(USD 4.4 billion), Angola (USD 2.7 billion), Libya (USD 2.5 billion), Nigeria (USD 1.5 billion)
and Liberia (USD 1.4 billion). South African investment was mainly directed to mining,
the wholesale sector and health-care products. Since the onset of the global economic
crisis, 2012 was the first year that South Africa was again Africa’s leading investor
abroad (UNCTAD, 2013).

Withregards tosectors, intra-Africaninvestments are more diverse thaninvestments
from OECD countries. They have been increasing and are directed towards less capital-
intensive and technology-intensive investments. African investors represented 18%
of total greenfield projects to Africa in 2012, compared to 7% in 2007. Over the period
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2003-12 the amount of inter-African greenfield projects increased by 20% annually. The
sectors that had the largest share of African investment over that same period were
financial services (28%), building and construction material (28%), communications
(22%), electronic components (18%), chemicals (18%) and consumer products (18%). The
top five African investors in Africa over the period 2003-12 were South Africa, Mauritius,
Egypt, Nigeria and Kenya, in that order (fDi Markets, 2013).

Outlook for foreign direct investment

The IMF projects FDI to Africa to further increase from USD 56.6 billion to
USD 60.4 billion in 2014. Top recipients are likely to remain Nigeria (USD 6.5 billion),
Morocco (USD 4.8 billion), South Africa (USD 4.8 billion) and Mozambique (USD 4.1 billion).
North Africa is expected to continue its gradual recovery. As such, it should become
the second largest recipient region of FDI after West Africa. Driven by the recovery
of inflows to Cote d’lvoire, large investments in Guinea’s extractives and sustained
investment in Ghana and Nigeria, West Africa is projected to be the largest recipient
region in 2014, topping USD 16.6 billion. Southern Africa follows in third place, with a
total of USD 12.2 billion, due to lower expected inflows to South Africa.

Downside risks to this outlook include both domestic uncertainties and the speed
and shape of the global economic recovery. Lingering tensions and political instability in
some of the major FDI recipients, such as Egypt, Mozambique, Nigeria and Sudan, could
affect investors’ willingness to undertake planned projects. A potential exacerbation of
the unrest in the Sahel region might also wear down investor sentiment in neighbouring
countries. These ongoing political risks complicate bridging the perception gap that
remains a barrier to foreign investment to Africa, in particular from investors that do
not yet have a presence on the continent (Ernst & Young, 2013b). External risks emanate
mainly from a lagged economic recovery in the euro area, the impact of potential
changes in the US monetary policy and a possible slow-down in emerging economies
(IMF, 2013a).

Box 2.1. Policy findings of the NEPAD-OECD Africa Investment Initiative at national
and regional levels

At national level, the findings below concern Mauritius, Nigeria and Tanzania:

e Small market size and geographical isolation combined with high labour costs and biased
investment incentives towards traditional sectors systemically constrain Mauritius’
investment policy. In addition, the government promotes economic sectors unsuited to the
country’s skill base. Domestic businesses are reluctant to diversify away from established
sectors such as sugar, tourism, financial services and real estate. The review recommends
i) clarifying the legal framework for investment and ensuring that efforts to attract
investment are effective and sustainable; ii) improving supply-side enablers for investment
(including human resources and trade); iii) making more room for private investment in
infrastructure markets.

e The 2013 review of Nigeria’s investment policy at the federal level recommends better
securing contractual and property rights and striking a better balance between investors’
rights and obligations. There is a need to prioritise key economic sectors for trade and
investment in combination with a more open trade policy. The federal competition bill
and the national code of corporate governance need to be enacted. At Lagos State level,
the review encouraged focusing on modernising the legal framework for land titling and
limiting the functions of the Investment Promotion Unit’s work. It recommended designing
a plan for small- and medium-sized enterprises and helping them recover costs of public-
private partnerships for infrastructure.
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Box 2.1. Policy findings of the NEPAD-OECD Africa Investment Initiative at national
and regional levels (cont.)

e The Tanzania Investment Policy Review highlights the following priorities for improving
FDI attractiveness: i) rationalise investment incentives; ii) strengthen domestic suppliers;
iii) make small- and medium-sized enterprises more competitive through better access
to finance; iv) increase land tenure security for investors; v) facilitate access to private
investment in infrastructure.

At the regional level, the joint project between the NEPAD-OECD Africa Investment Initiative
and the 14 member states of the Southern African Development Community (SADC) addresses
four policy areas that present specific risks and bottlenecks for further expansion of domestic
and foreign investment: i) investor protection; ii) FDI restrictions; iii) a level playing field for
private investment in infrastructure; iv) tax incentives for investment. The objective is to
avoid a detrimental “race-to-the-bottom” among neighbouring countries in these areas by
providing a benchmark against which member states can plan and assess progress in improving
their investment policy. Endorsement of the completed framework by the SADC Ministers of
Investment and Finance is targeted for end 2015.

Source: NEPAD-OECD Africa Investment Initiative, www.oecd.org/investment/investmentfordevelopment/africa.htm.

Portfolio investments to Africa remain volatile

The following sub-sections describe both the decrease in inward as well as outward
portfolio investments in 2013. Portfolio investments include international investments
in both equity and debt securities issued by non-resident entities.

Portfolio inflows

Portfolio investments have been taking up a gradually growing share of total
investments to Africa over the past decade, but they have also shown much greater
volatility than other sources of external financing (Figure 2.6). In 2013, for example,
portfolio investments nearly halved to an estimated USD 12.2 billion. The outlook for
portfolio flows will to a large extent depend on the impact of higher interest rates in
OECD economies. Hence, the projections by the International Monetary Fund (IMF) for
portfolio flows to the continent in 2014 are likely to be on the upper bound.

Figure 2.6. Foreign direct investments and portfolio investments to Africa
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Source: Authors’ calculations based on IMF World Economic Outlook 2013. (e) estimates and (p) projections.
StatLink iz http://dx.doi.org/10.1787/888933032776
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The sudden drop in portfolio investments in 2013 is largely due to South Africa’s
near USD 10 billion decrease to an estimated USD 1.5 billion in 2013. Nigeria, though
also having recorded a drop of USD 3.3 billion in inflows, is Africa’s largest recipient
of portfolio investments. Ghana also recorded a large decline, down to USD 0.48 billion
from a record USD 1.1 billion in 2012. The Democratic Republic of the Congo, Cote d’Ivoire,
Egypt, Libya, Mauritius and Mozambique recorded negative portfolio inflows.

Portfolio investment stocks* in Africa were estimated at USD 200 billion in 2012. This
figure is roughly five times its value a decade earlier and reflects the greater development
of African debt and equity markets and the willingness of foreign investors to take risks
on those markets (ODI, 2013). South Africa alone represented 70% of total portfolio stock.
In recent years, Mauritius has consolidated its position as a major recipient of portfolio
investment to Africa, with USD 15 billion in portfolio investment stock, second to South
Africa. In 2011 the United States held the largest stock of African portfolio investment,
worth USD 86 billion and representing 43% of the total stock (IMF, 2014a).>

In comparison to FDI flows which have been steadily increasing for the past three
years, portfolio investments have shown persistent volatility since their first surge to
USD 22.5 billion in 2006. For African countries that are gaining increasing exposure to
portfolioflows, this volatility can create an unstableinvestmentenvironment detrimental
to growth and development through its negative impact on consumption and the
availability of finance. It may also trigger compensatory adjustments in monetary, fiscal
and exchange rate policies in the face of rapid changes in the availability of external
finance (UNCTAD, 1999).

While Africa’s stock markets remain thin and illiquid, some regions have undertaken
steps to promote stock market regionalisation. The Anglophone countries are planning to
form a regional stock exchange under the umbrella of the Economic Community of West
African States. Kenya, Tanzania and Uganda aim to create a regional stock exchange in
East Africa. The Southern African Development Community has also proposed to form a
regional stock exchange (Senbet and Otchere, 2008).

Tighter monetary policies in the United States might lead to lower investment and
growth in Africa through its negative impact on the cost of capital. African countries that
are more financially integrated into the global economy are more exposed to interest
rate hikes in developed countries. These include economies such as Kenya, Nigeria and
South Africa that have seen strong portfolio inflows and that risk sudden stops of capital
inflows. Countries that plan to tap into international bond markets may have to face
higher coupon rates (World Bank, 2014a).

Portfolio outflows

Portfolio outflows from Africa, including international equity and debt investments
by residents, decreased for the second consecutive year: from USD 6.6 billion in 2012 to an
estimated USD 3.8 billion in 2013. With USD 2.6 billion, South Africa represented nearly
70% of total portfolio outflows, followed by Angola with USD 0.9 billion. Namibia, Egypt,
Botswana, Kenya, Sierra Leone and Gambia all recorded minor portfolio investment
outflows (IMF, 2014a).

African sovereign bond issuances have soared in 2013. They rose close to a record
USD 10 billion, compared to only USD 1 billion a decade ago. The Seychelles and Ghana
were the first two sub-Saharan African countries that issued sovereign bonds, in 2006
and 2007 respectively. Gabon, Nigeria, Senegal, Namibia, Zambia and Rwanda have
followed suit, in that order. Underpinned by loose monetary policies in Europe, the US
and Japanese investors looked for higher yields in African sovereign bond markets.
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More and more African countries are likely to develop their sovereign bond markets
to attract additional financing. Despite these recent issuances, Africa’s sovereign
bond market remains small, but likely future first-time issuances from Angola,
Cameroon, Kenya, Mozambique, Tanzania and Uganda should offer investors increasing
opportunities to diversify risks (Moody’s, 2013). International bond markets provide an
avenue for African countries seeking financing when domestic resources and ODA are
inadequate to meet their substantial needs of economic and social infrastructure (AfDB,
2013).

Remittances are the largest single external flow to Africa

This section describes the recent trends in officially recorded remittances to Africa.
It looks at the main recipients and emitting countries. The data and estimates do not
include the unrecorded flows through formal and informal channels, which explain
why the true size of total remittances to Africa is considered to be significantly larger.

Remittances to Africa are an important source of revenue for supporting consumption,
education and health expenses

Official remittances to Africa increased for the fourth consecutive year, though
at a decreasing rate. They were estimated at USD 62.9 billion in 2013 compared to
USD 60.0 billion in 2012. This represents a nominal growth rate of 4.8%, compared to
7.7% in 2012 and 14.8% in 2010. Africa receives 11.5% of global remittance flows, slightly
above its average share of 11.3% over the past five years. At country level the largest
nominal increases were noted by Sudan (+155%), Uganda (+34%), Burkina Faso (+17%)
and Niger (+13%) (World Bank, 2013a).°

Overall, official remittances per capita have increased steadily over the past decade
in Africa. In 2013 they were estimated at 58 USD per person, compared to only 18 USD per
person ten years earlier.

Table 2.2. Fifteen largest recipient countries to Africa in 2013

Country USD per capita % GDP Current USD, billion
Cabo Verde 3745 8.9 0.17
Lesotho 369.7 26.3 0.65
Seychelles 3114 2.1 0.03
Egypt 254.7 7.6 20.00
Tunisia 227.9 48 2.31
Morocco 218.8 6.3 6.64
Nigeria 132.0 7.2 21.00
Senegal 123.5 10.2 1.56
Liberia 104.4 20.2 0.40
Gambia 83.8 16.5 0.15
Togo 62.4 8.7 0.37
Swaziland 57.8 1.5 0.06
Algeria 56.1 0.9 1.98
Djibouti 40.3 24 0.03
Séao Tomé and Principe 36.9 2.1 0.01

Source: Authors’ calculations based on World Bank data.

A more granular analysis reveals that the increase in official remittances is largely
benefiting lower-middle-income countries. They received USD 118 per person, compared
to USD 11 for low-income countries and USD 40 for higher-middle-income countries.
Such disparities may reflect different profiles of migrants from low- and middle-income
countries. Education level is a key determinant to emigration; because the average level
of education is higher in middle-income countries, the emigration rate is higher than
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in low-income countries (Martin and Taylor, 1996). Cabo Verde, Lesotho and Seychelles
each recorded over USD 300 of remittances per person (Table 2.2). Their large diaspora,
geographic location and small population size explain these high figures.

The importance of remittances as an external private source of finance differs
strongly among African countries (Figure 2.7). In 2013 North Africa perceived close to
half of all remittances to Africa. This represented 4.4% of its GDP, compared to 3.3%
in 2009. The region’s proximity to Europe explains this high share. For countries like
Gambia, Lesotho, Liberia and Senegal, remittances represent a significant share of their

GDP.
Figure 2.7. Remittance flows to Africa, 2000-14
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Source: Authors’ calculations based on World Bank Remittances data. (e) estimates, (p) projections.
StatlLink = http://dx.doi.org/10.1787/888933032795

OECD countries are sending fewer remittances to Africa while non-OECD countries are
sending more

The share of recorded remittances from OECD countries in 2012 equalled 55%, down
from 60% in 2010. Migrant workers based in France, the United Kingdom and the United
States account for half of total remittances to Africa from OECD countries. In 2012 over
70% of the recorded remittances to Nigeria came from migrant workers in the United
Kingdom and the United States. Morocco (USD 1.9 billion), Algeria (USD 1.4 billion) and
Tunisia (USD 1.0 billion) represented over 83% of total remittances from migrants based
in France (World Bank, 2014b).

Middle Eastern countries drove the strong increase in remittances over recent
years. They represented 26% of total remittances to Africa in 2012, compared to 20%
in 2010. Saudi Arabia was the largest Middle Eastern emitter and the second largest
emitter overall (Table 2.3). Close to 90% of its remittances went to Egypt, reflecting the
large outflows of migrants following the Arab Spring in 2011. In 2012 countries from the
Gulf Co-operation Council represented 50% of total remittances to Egypt, amounting to
nearly USD 10 billion. These remittances are sent by the 2.4 million Egyptian migrants
in the Gulf Co-operation Council countries, including 1.3 million in Saudi Arabia alone
(UN Population Division, 2013).
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Table 2.3. Fifteen largest emitting countries to Africa
(current USD, billion)

Emitting country 2012 2010
United States 8.4 7.5
Saudi Arabia 6.5 43
France 53 5.2
United Kingdom 5.2 4.8
Jordan 3.8 2.4
Italy 3.7 3.4
Spain 3.0 2.9
Libya 2.3 1.3
Kuwait 2.2 14
Chad 1.4 1.4
Germany 14 1.2
Canada 1.3 141
United Arab Emirates 1 0.1
Cameroon 1 0.9

Source: World Bank bilateral remittance matrix 2012.

In comparison, African countries emitted on average 20% of total official remittances
to Africa in 2012. However, taking into account informal remittances, about 67% of
incoming flows to Africa come from migrants living in other African countries (World
Bank, 2013a). Cameroon, Chad and Libya were the three largest African countries
sending official remittances in 2010-12. Cameroon and Chad both sent over 95% of their
remittances to Nigeria during 2010-12. Libya sent over 85% of its remittances to Egypt
over the same period. According to the UN DESA migration data, Cote d’Ivoire is the
leading destination for African emigrants, followed by South Africa, the United States
and the United Kingdom.

The average cost of sending remittances to sub-Saharan Africa is among the highest
around the world. It is over 12%, compared to a global average total cost for sending
remittances of 8.9% (World Bank, 2013c). The ten most expensive corridors globally were
all intra-African, with the top five originating from South Africa at rates as high as 25%
(World Bank, 2013d). Lowering the taxes on remittance outflows from sending countries
could increase the amount of remittances reaching their destination. Also, increasing
competition between money transfer operators in Africa could lower the cost of sending
remittances. Both measures could improve the development impact of remittances.

Official remittances are likely to continue increasing in the near future, albeit at a slower

The World Bank expects official remittance flows to continue to increase for all
regions of the world, including to Africa. For 2014 the Bank projects a total level of
remittance flows to Africa of USD 67.1 billion, representing a growth rate of 8.6% for
official remittances to sub-Saharan Africa and 4.9% to North Africa.

The circumstances facing migrants in their host countries can affect this outlook.
In particular remittances coming from European economies, which represent a third of
total remittances to Africa, may feel the impact of a potential lagged recovery in Europe.
For instance, Spain and Italy have seen their migrant unemployment rates increase
further. In 2012, 34.7% of Spain’s migrant workers were unemployed, compared to only
10.3% in 2007 (OECD, 2013). In Italy the figure was 13.9% in 2012, compared to 11.7% in
2011. Both countries provided roughly a quarter of total remittances from EU migrants to
Africa. Their remittances went largely to Egypt, Morocco, Nigeria, Senegal and Tunisia.

60 African Economic Outlook © AfDB, OECD, UNDP 2014



f

www.africaneconomicoutlook.org/en/outlook

s

Official development assistance to Africa remains resilient

This section takes stock of the latest figures from the OECD Development Assistance
Committee (DAC) on official development assistance for 2012 and examines Country
Programmable Aid to identify trends for the period 2013-16. Country Programmable
Aid (CPA) is a sub-set of gross bilateral official development assistance that measures
actual transfers to partner countries. CPA is critical for delivering international aid
commitments in support of the Millennium Development Goals but also represents the
proportion of aid that is subjected to country allocation decisions by the donor.

The global decline in official development assistance did not affect Africa in 2012

Total official development assistance to developing countries declined in 2012 for
the first time in five years. In 2012 it stood at USD 136.4 billion, back at the level of 2009.
This represents a decrease of 3.3% in real terms’ compared to USD 141.1 billion in 2011.
The drop in global ODA is largely due to a 6.5% decline in real terms of bilateral ODA from
USD 102.2 billion in 2011 to USD 95.5 billion in 2012. This decrease in bilateral flows is also
reflected in the share of ODA to gross national income (GNI) from OECD/DAC countries,
which declined from 0.31% in 2011 to 0.29% in 2012. ODA from multilateral organisations,
however, increased for the third consecutive year to a record USD 40.9 billion (OECD,
2014b).

In contrast to the overall drop in official development assistance, in 2012 Africa
recorded areal growth of net ODA inflows for the second consecutive year (Figure 2.8). Net
ODA disbursements increased by 1.9% to USD 52.7 billion, compared to USD 51.7 billion
in 2011. Both non-DAC donors and multilateral aid accounted for this slight increase and
compensated for the 4.9% decrease in real terms of ODA to Africa from DAC countries.

Figure 2.8. Net official development assistance disbursements to Africa
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Source: OECD (2014Db).
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OECD/DAC countries remain the largest contributors of official development
assistance to Africa. Over the period 2007-12 they represented an average 61% of total
ODA, compared to 37.6% for multilateral institutions and 1.5% for non-DAC countries. In
2012 Turkey nearly tripled its ODA to Africa to USD 749 million and accounted for 65%
of the total contribution of non-DAC countries. From the multilateral donors the World
Bank’s International Development Association accounted for 23.8% (USD 4.7 billion)
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of total multilateral ODA to Africa. The two other main multilateral donors are the
Global Fund to Fight AIDS, Tuberculosis and Malaria (USD 2.2 billion) and the African
Development Bank’s African Development Fund (USD 1.8 billion).

The largest donors have maintained their relative share of ODA contributions to
Africa over the past five years. In 2012, the United States, the United Kingdom and
France provide the largest absolute amounts of bilateral ODA to Africa with respectively
USD 9.1 billion, USD 4.1 billion and USD 3.4 billion. Their share of total ODA from DAC
countries increased from 45% in 2007 to 55% in 2012. Canada and Germany had the largest
increase of ODA to Africa by USD 311.5 million and USD 208.3 million respectively. Out
of the 27 DAC donors, 19 recorded lower ODA flows to Africa. Italy and Spain recorded
the largest decline in ODA by USD 718 million and USD 436.2 million respectively. In real
terms this represents a decrease of 85.5% for Italy and 55.9% for Spain. France recorded a
decline of USD 512.9 million, representing a decrease of 5.2% in real terms.

Country Programmable Aid®to Africa is projected to stagnate from 2015 onwards

In 2013 the CPA volume to Africais estimated to have bounced back to USD 42.4 billion
compared to the previous level of USD 40.3 billion in 2012. This rise is due to increased
funding going to North Africa and some large recipients. The biggestincreases in Country
Programmable Aid are planned for Nigeria (+USD 582.7 million), Mali (+USD 357.6 million),
Kenya (+USD 323.8 million) and South Africa (+USD 322.7 million). Whereas the biggest
decreases are planned in Senegal (-USD 234.3 million), Zimbabwe (-USD 199.8 million)
and Ghana (-USD 114.1 million).

After peaking at USD 43.2 billion for 2014, the Survey on Donors’ Forward Spending
Plans indicates a slight decrease in 2015 and 2016 to USD 42.3 billion and USD 42.0 billion
respectively. For 2014 the largest absolute increases are for Ethiopia with USD 152.3 million
(+5%), Morocco with USD 112.4 million (+7%) and Senegal with USD 101.5 million (+13%).
The largest decreases are expected in Egypt with USD 163 million (-8%), followed by
Tunisia with USD 72.2 million (-9%) and Tanzania with USD 55.6 million (-2%). Country
Programmable Aid is expected to decrease in both 2013 and 2014 for Cameroon, Cabo
Verde, Djibouti, Libya, Malawi, Mauritania, Sao Tome and Principe, Tunisia, and
Zimbabwe.

Low-income countries received the largest share of total Country Programmable Aid
to Africa with 57.8%, compared to 33.2% for lower-middle-income countries and 9.0%
for upper-middle-income countries. This distribution of CPA across country groupings
is unlikely to change over the period 2013-16. As a share of GNI this represented an
estimated 8.7% for low-income countries, 4.3% for lower-middle-income countries
and 0.9% for upper-middle-income countries. By 2016 the Survey on Donors’ Forward
Spending Plans estimates, these shares are likely to further decrease to 7.4% for low-
income countries and 3.0% for lower-middle-income countries and while remaining the
same for upper-middle-income countries.

However, relative to population size, low-income countries received the lowest
Country Programmable Aid per capita with an average 48.5 USD. In comparison, lower-
middle-income countries obtained the largest CPA per capita with USD 89, while upper-
middle-income countries received USD 66.1 per capita. Low-income countries represent
an estimated 510 million people, close to half of Africa’s population. These countries rely
most on foreign aid flows to provide basic public services to their population yet receive
a relatively smaller amount of CPA according to their needs. CPA is projected to decrease
from its peak of 39.6 USD per capita in 2013 to 36.5 USD per capita in 2016, reflecting
Africa’s growing population in contrast to the stagnation in CPA.

62 African Economic Outlook © AfDB, OECD, UNDP 2014



:/4
www.africaneconomicoutlook.org/en/outlook k__’
7

On the donor side the current fiscal crunch in Europe has led some countries to
revise downwards their commitments and targets. Particularly Greece, Italy, Portugal
and Spain - the countries most affected by the euro area crisis - have recorded the largest
cuts. As aresult the EU-28 official development assistance is expected to increase to only
0.43% of GNI by 2015 (EU, 2013). This remains below the level reached in 2010 and close
to 40% below the 0.7% target. For reference, reaching this 0.7% ODA/GNI target would
require the European Union and its member states to almost double their current ODA
in nominal terms by 2015. According to EU estimations (EU, 2013), there is a significant
risk for this decline in ODA to continue beyond 2015. In addition, recent turmoil in the
Central African Republic and South Sudan combined with the lingering tensions and
instability across the Sahel might lead to a reallocation of ODA.

Box 2.2. Development finance flows: The case of European development
finance institutions

The development finance landscape has changed dramatically in recent years. African countries
are now able to draw from a wide range of development finance options in addition to aid from
traditional donors, e.g. the official development assistance (ODA) provided by countries belonging
to the OECD Development Assistance Committee (DAC). A number of alternative providers have
gained significance, such as China and other non-DAC donors (AfDB et al., 2011), philanthropic
organisations, and non-governmental organisations. DAC member countries have also been
stepping up their supply of non-ODA development finance. One of their objectives is to contribute
to financing activities that are not ODA-eligible and yet are essential to the transformation
process of recipient countries, such as private sector development.

Small- and medium-sized enterprises, the missing link in the African economic fabric, struggle
to find adequate sources of funding as their access to capital markets is limited. Typically,
small entrepreneurs in Africa may have access to microfinance schemes, and big firms can
draw from local or international banks and financial markets. National development finance
institutions aim to bridge the gap between commercial investment and government aid, while
avoiding market distortions. They have a developmental mandate and the obligation to remain
financially viable; therefore they generally charge market rates to promote crowding-in of new
funds. To catalyse private investment, they use loans, equity and guarantees as well as other
risk mitigation instruments, such as mezzanine finance, syndicated loans and private equity
via investment funds. Like other international financial institutions supporting private-sector
development in Africa and in other regions - e.g. the African Development Bank, the International
Financial Corporation and the Multinational Investment Guarantee Agency of the World Bank
Group - development finance institutions can be considered complementary to traditional aid
agencies and the public sector branches of multilateral development banks.

Fifteen European development finance institutions are today members of the Association of
European Development Finance Institutions (EDFI) which was created in 1992 (www.edfi.be).
Africa makes up about one third of their aggregated portfolio, i.e. around EUR 8 billion out of a
total EUR 26 billion invested into 4 705 projects globally at the end of 2012. Equity investments
make up slightly more than half of those EUR 8 billion, with the other half dominated by
loans. For larger projects, EDFIs can pool resources: In 2003, EDFI members and the European
Investment Bank (EIB) created European Financing Partners S.A. through which the parties pool
and channel funding to projects in the African, Caribbean and Pacific Group of States. In 2011,
EDFI members, the EIB and the Agence francaise de développement created the Interact Climate
Change Facility; this facility pools and channels the parties’ funding to renewable energy and
energy efficiency projects in developing countries and emerging markets globally. FMO (The
Netherlands) and DEG (Germany) set up a joint office in South Africa. The financial sector and
infrastructure make up the bulk of the projects. Environmental and social standards typically
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Box 2.2. Development finance flows: The case of European development
finance institutions (cont.)

play a key role in project selection. Development finance institutions usually complement the
financing provided by the sponsor and other commercial investors in a given project aiming at a
multiplying effect. Results are measured in terms of job creation, public tax revenues, net foreign
exchange effects, as well as sector specific outcomes, such as the increase of energy supply. For
example, DEG committed EUR 1.45 billion in 2013 towards investments with a total volume of
EUR 8.2 billion. DEG expects the operations it supports to create 30 000 new jobs, contribute more
than EUR 800 million annually to public revenues and generate EUR 3 billion in net currency
earnings per year. In Africa, DEG committed EUR 326 million. The contribution is expected to
create 2 200 new jobs, contribute more than EUR 115 million annually to public revenues and

generate approximately EUR 430 million in net currency earnings per year.

[ Global foreign direct investment in Africa (left axis) [ EDFI members' portfolio in Africa (equity and long-term debt)
Current EUR, billion Current EUR, billion
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Figure 2.9. EDFI portfolio and global foreign direct investment in Africa, 2001-12
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Source: Dalberg (2010, 2012).
StatLink sa=r http://dx.doi.org/10.1787/888933032833

Tax revenues in Africa continue to increase

This section analyses the performance of tax revenues in Africa from 2000 to 2012. It
is based on the latest available data collected by the AfDB through the African Economic
Outlook’s annual country missions. The section discusses the importance of taxes for
sustainable development. It describes the trends in tax revenue as well as the challenges
faced by African countries to raise more and better taxes. It also highlights the paradox
of declining official development assistance to support tax systems against evidence of
the strong increases in tax revenues it generates. It argues that tax revenues should not
be seen as an alternative to foreign aid but as a component of government revenues that
grows as the country develops.

Taxation plays a central role in promoting Africa’s sustainable development

Domestic financial resources for development have become increasingly important
for developing countries and development partners alike. Already in 2002 the Monterrey
Consensus highlighted the importance of mobilising domestic resources to finance the
Millennium Development Goals. Since Monterrey two important follow-ups: the Doha
Declaration on Financing for Development (2008) and the Busan Partnership for Effective
Development Co-operation (2011) have encouraged a greater role for taxation to fund
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development. In the long run, greater domestic investment can offset vulnerability as
well as strengthen local ownership.

Taxation provides governments with the funds needed to invest in infrastructure,
relieve poverty and deliver public services. As such, taxes play an important role in
consolidating a well-functioning state but should not become an end in themselves
(Kaldor, 1980; Toye, 1978). A healthy public finance system is needed for rapid, equitable
and sustainable growth: government revenue should adequately finance basic security,
education, health services and public investment while avoiding inflationary financing
(Di John, 2009). Strengthening domestic resources offers an antidote to aid dependence
and increases the country’s ownership of its development and growth agenda.

Yet, in 2012 low-income African countries on average still mobilised only around
16.8% of their GDP in tax revenues, below the minimum level of 20% considered by the
United Nations as necessary to achieve the Millennium Development Goals (UNDP,
2010). Lower-middle-income African countries fared little better, with an average tax
burden - the share of tax revenues to GDP — of 19.9% in 2012. With an average tax burden
of 34.4% in 2012, upper-middle-income countries came closer to the average in OECD
countries of 35%. For comparison, in 2000, the tax burden equalled 12.6%, 20.9% and
28.0% for respectively low-income countries, lower-middle-income countries and upper-
middle-income countries. For Africa as a whole, the tax burden stood at 26.0% of GDP in
2012, compared to 24.4% in 2011.

Not only do states rely on tax revenues to function, but taxes are also the primary
platform for political negotiations among a country’s stakeholders. They are part of the
social contract between a state and its citizens: taxpayers want to know that everyone is
paying their fair share and that the money they hand over is put to good use and delivers
areturn in the form of public services. They are more likely to comply with paying taxes
and accepting new forms of taxation if they consider the taxes to be legitimate. This
is known as fiscal legitimacy. Fair and efficient taxation catalyses state building and
enhances accountability between citizens and the state.

Revenue from natural resources underpin the increase in tax revenues in Africa

According to data collected for this edition of the African Economic Outlook, total
collected tax revenue in Africa increased four-fold from USD 137.5 billion in 2000 to
a record USD 527.3 billion in 2012. This equals an increase of 12.8% compared to the
USD 4674 billion in 2011. The category “other taxes”, which is largely composed of
natural-resource-related tax revenue, underpinned this strong increase (Figure 2.10). In
2012 other taxes represented USD 242 billion, amounting to 46% of total tax revenue
in Africa. Their share increased from an average of 40% for the period 2000-05 to an
average of 43% in 2008-12.

Alimited number of African countries accounted for the majority of taxes collected.
In 2012 the five largest tax collectors were South Africa (USD 98.6 billion), Algeria
(USD 79.5 billion), Nigeria (USD 75 billion), Libya (USD 53.7 billion) and Angola
(USD 50.7 billion). The recovery of oil production in Libya underpinned the USD 40 billion
increase in the country’s tax collection, back to the level of 2008. From these major
contributors to tax revenues in Africa, South Africa is the only country that saw its
tax revenue diminish across all categories in 2012. In total, South Africa collected
USD 3.5 billion less taxes.

Figure 2.10 illustrates that there are large differences in the tax mix patterns in
Africa - the tax mix being the relative composition of a country’s tax revenues. A country
like South Africa obtains most of its tax revenues from direct taxation, while countries
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like Senegal and Uganda rely mostly on indirect taxation. Kenya and Mauritania show
a relatively balanced mix of different types of taxes. Other countries, however, such as
Angola, Equatorial Guinea, Libya and Nigeria almost entirely rely on one single type of
tax.

Figure 2.10. The tax mix of different country income groupings in Africa, 1996-2012
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Source: African Economic Outlook data.
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Trade taxes refer to taxes levied at the border. These are mainly import tariffs and
export duties, although export duties have almost largely disappeared. Trade taxes have
declined in upper-middle-income and lower-middle-income countries, while trade tax
revenue in low-income countries has remained stable as a share of GDP.

A balanced tax mix is important to ensure stable and predictable tax revenues to
fund public service delivery and investments. Direct income taxes and indirect value
added taxes tend to be more stable than resource-related taxes. Resource-related tax
revenues tend to be dependent on fluctuating international resource prices and demand.
Many of Africa’s middle-income countries are endowed with natural resources, which
explains the higher share of other taxes in their tax mix. Low-income countries have
made significant progress in raising tax collection through direct and indirect taxes.

The effect of fluctuating resource prices since 2008 and onwards throughout the
crisis can also be seen in Figure 2.10. Direct taxes, indirect taxes and trade taxes as a
percentage of GDP have remained nearly constant, whereas the category “other taxes”
accounted for close to the entire increase of the tax ratio for middle-income countries.
Total tax revenues in Africa peaked to USD 458.5 billion in 2008 following the increase
in oil and non-oil commodity prices in 2008 before dropping by 26% over 2009. For
comparison, this decrease in tax revenues equalled USD 119 billion, roughly the sum of
official development assistance and foreign direct investment that year.

Many African countries continue to face severe challenges to further raising their tax
revenues

Most African economies are characterised by a shallow tax base. This is largely
the result of weak tax administrations, which continue to be staffed by poorly trained
and low-paid officials. The administrative structures do not encourage an integrated
approach to different taxes and are hampered by imbalanced service and enforcement
functions. These severe capacity constraints of tax administrations combined with the
lack of fiscal legitimacy of the state result in an unbalanced tax structure relying mostly
on a narrow set of taxes to generate revenues.

In addition, most African economies are characterised by large hard-to-tax sectors,
such as small enterprises, farms and a high level of informality. The informal economy -
workers and companies operating outside the reach of the law or public administration
- is a major obstacle to broadening the tax base and collecting direct taxes. This poses
a wide range of economic challenges: not only are taxes not collected, but informal
firms are also often less productive and offer no labour or social protection schemes for
workers. In short, high informality leads to lower economic growth and greater social
exclusion (Jutting and de Laiglesia, 2009).

Also, the tax base can be further eroded by competition for investment between
African countries. Ineffective tax incentives are no compensation for a poor investment
climate and may actually damage a developing country’s revenue base, eroding resources
for the real drivers of investment decisions: infrastructure, education and security.
Governments may perceive a threat from investors choosing neighbouring countries,
triggering “a race to the bottom” that makes countries in a region collectively worse off.

A more open international trading system is adding new challenges to mobilise
domestic resources. Multinationals may take advantage of the different tax regimes
across countries where they have subsidiaries to maximise after-tax profits. One way
in which multinational enterprises may try to benefit from their international presence
is misuse of transfer pricing, e.g. by artificially shifting taxable profits from high-tax
to low-tax jurisdictions. This happens when firms under- or over-invoice for goods,
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services, intangibles or financial transactions between entities situated in different tax
jurisdictions.

According to the IMF et al. (2011), African tax authorities “face challenges in designing
and implementing effective transfer pricing and information exchange regimes and
more generally in improving transparency”. Box 2.3 describes an innovative way to
strengthen tax audit capacity in African tax authorities, giving them the means and
technical capacity to deal with the complexities of the practice.

Box 2.3. Tax Inspectors Without Borders: an innovative approach to improve
audit skills

Developing countries and development partners have for a long time identified the
mobilisation of domestic financial resources for development as a priority, and in a
changing era, taxation has taken on a higher profile as a means to support this goal.
The demand for assistance from developing countries is changing too, as globalisation
poses new challenges and opportunities in international taxation, particularly transfer
pricing and tax information exchange. On the supply side, many countries that were
once aid recipients now actively provide assistance themselves on tax matters, adding
a positive dynamic to international knowledge building.

Against this background, the Tax Inspectors Without Borders (TIWB) concept was
proposed. TIWB facilitates targeted, tax audit assistance programmes in developing
countries across the globe. Tax audit experts work directly with local officials in
developing country tax administrations on current audits and audit-related issues
concerning international tax matters and share general audit practices for specific
cases.

TIWB offers a new form of direct assistance, facilitating programmes that use a
real-time, “learning by doing” approach to solve current audit issues and to transfer
knowledge and skills. TIWB programs complement existing training by introducing a
real-life, practical component. Using the TIWB tools to put in place a simple but effective
framework to address potential issues such as confidentiality and conflict of interest,
experts can now work on audit files alongside local tax officials.

TIWB began on a trial operational basis at the end of 2013, with a number of pilot projects
planned for 2014. Recent programmes of similar audit assistance have had strong results
in terms of increases in tax revenues. Beyond revenues, TIWB programmes through the
skills transfer process aim more broadly to improve the quality and consistency of tax
audits and increasing confidence in the tax administration.

Source: OECD Task Force on Tax and Development (2014).

The African Economic Outlook 2010 signalled the importance of the proper sequencing
of policy reform. The tax base needs to be deepened in the short run by limiting tax
preferences and negotiating fairer taxation with multinationals, in combination with
strengthening the capacity of the tax administration. In the long run African countries
will need to improve the tax balance between different taxes. This can be facilitated
by strengthening the fiscal legitimacy of the state, which must be accompanied by a
public debate on better governance, transparency and the usage of the increased public
resources for the government.

A dollar spent on tax systems can generate several dollars in collected taxes

Accordingtothe presidentof the African Tax Administration Forum, Oupa Magashula,
at the OECD Global Forum on Development in January 2010, aid can have up to “a tenfold
multiplier effect on states’ resources”. An additional benefit for the government is the
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accumulation of data collected in the process of bringing in taxes, which expands the
knowledge base for general macroeconomic and development planning. Conversely, the
multiplier effect does not factor in the cost of collecting tax revenues in terms of lost
economic efficiency, as taxes always distort economic decisions on investment, savings,
or labour in some way.

Paradoxically, despite the rhetoric by the donors about the importance of tax
revenues, aid to support tax activities has remained marginal in the overall aid provided
to African countries. Figure 2.11 shows the decreasing amount of support for tax
activities since 2004. Against the multiple evidence that supporting tax reforms can yield
strong returns in tax revenue, donors will have to provide more and better development
co-operation to strengthen domestic resource mobilisation in African countries.

Figure 2.11. Global official development assistance commitments to tax
and tax-related activities, 2004-12
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Source: OECD (2014b).
StatLink = http://dx.doi.org/10.1787/888933032871
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Notes

1.

Total external financial flows include official development assistance, private portfolio and
equity investment and remittances. They do not include other official flows, trade credits or
loans from commercial banks. On non-ODA official flows, see Box 2.2.

The Gulf Co-operation Council includes Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the
United Arab Emirates.

Brazil, Russia, India, China and South Africa.

. Portfolio stocks are measured at a specific time and represent the total quantity of portfolio

investments accumulated in the past.

The IMF Coordinated Portfolio Investment Survey (CPIS) collects information on the stock of
cross-border holdings of equities and debt securities from 75 investor countries and territories.

According to Freund and Spatafora (2005), up to a share of 75% of total remittances to Africa are
not officially recorded. This share is larger than for other continents.

7. Taking account of both inflation and exchange rate movements.

For more information, see www.oecd.org/dac/aidarchitecture/cpa.html.
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Chapter 3

Trade policies and regional integration
in Africa

This chapter reviews the recent progress of integration in various
African regions. It looks at how trade is shaping African integration,
obstacles to free movement of people and goods, and the importance

of boosting Africa’s services sector to achieve a foothold in global
value chains.

© AfDB, OECD, UNDP 2014 African Economic Outlook 73


www.africaneconomicoutlook.org/en/outlook

e

-

s

In brief

3. Trade policies and regional integration in Africa

Africa’s exports, driven by strong commodity prices, grew faster than any other region
in the world in 2012 at 6.1%. However, in the same year Africa accounted for just 3.5% of
world merchandise exports, and this has remained low over the years. Intra-African trade
with value-added manufacturing grew faster than exports to the rest of the world. Africa
can further increase this trade by cutting bottlenecks and strengthening industrialisation.
This would help the continent gain a stronger foothold in global value chains. East Asia’s
economic rise shows that attracting value chain foreign direct investment requires
targeted trade reforms and policies, efficient trade infrastructure, and incentives to support

value-added technology. This must be carried out at both regional and national levels. The

share of African suppliers in the continent’s imports has been falling compared to imports
from outside Africa. Imports have grown twice as fast as exports, averaging 13.8% per year.

African states have not participated fully in this import growth. Likewise, African suppliers

need an appropriate enabling trade environment, to scale-up involvement in services value
chains. Regional bodies have launched importantinitiatives to boost regional industrialisation
and investment in regional infrastructure but these need to be strengthened.

Africa bids to keep pace with world trade growth

This section looks at how Africa is taking a growing role within dramatically
changing trends in world trade, building a stronger relationship with China, the world’s
leading exporter which is its fastest growing trade and investment relationship.

International merchandise trade quadrupled over 30 years, with average annual
growth of 7%, to reach USD 18.3 trillion in 2012.* Reduced tariffs and non-tariff barriers
and the expansion of trade in intermediate goods all helped. Manufactured goods
accounted for 64.1% of world trade in 2012. Fuels, with a value of USD 3.37 trillion, made
up 19% of global exports, up from 9% in 2000. However, depressed prices saw the export
value of minerals and ores drop by 10%, agricultural raw materials by 9%, and iron and
steel by 8%.

Global trade in commercial services saw even higher annual growth - averaging
8% — to reach USD 4.35 trillion in 2012. This is almost 19% of world trade.

Important trends are discernible. The share of developing countries in global trade
stood at 34% in 1980. By 2011, this had grown to 47%. Meanwhile, the share of developed
economies declined from 66% to 53% over the same period.

Fast-paced industrialisation in China and East Asia and by other emerging
powers - Brazil, Russia, India and South Africa - has led the developing economy
to surge. China saw its share of world exports rise from 1% in 1980 to 11.4% in 2012
(WTO, 2013a), making it the world’s leading exporter. The United States remained the
world’s largest trader, however, with total trade worth USD 3.88 trillion, and a trade
deficit of USD 790 billion for 2012. China followed closely at USD 3.87 trillion, and a
trade surplus of USD 230 billion. A notable trend has been the growth in South-South
trade from 8% of the total in 1990 to 24% in 2011, with exports from developing countries
expected to exceed 50% of global trade within several years. North-South trade also grew
from 33% to 38%, but North-North trade declined from 56% to 36%. Exports from least-
developed countries fell marginally in 2012, leaving their share of world merchandise
exports at just 1%.
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Europe (including between European Union members) had the highest share of intra-
regional trade, at 75%, despite sluggishness in 2012 due to troubles in the euro area. This
was followed by Asia at 52%, then North America at 48%. Africa stood at 12.8% or USD
81 billion.?

Commodities maintain dominance of Africa’s surging trade

This section provides a breakdown of what Africa sells and to whom. Europe
remains the main market for African exports but China is fast catching up. The
section also highlights growing business between African nations. It shows that while
growth is strong, there remains room for diversification and significant scaling up
in manufacturing value-added and services trade. Africa’s agriculture exports also
declined in 2012 although, again, there is significant scope for growth in intra-African
trade in agricultural products.

Africa’s trade rebound

According to WTO data, Africa’s exports rallied in 2012 following a decline of 8.5%
the previous year due to a slump in Libyan oil exports. Africa’s export growth of 6.1%
in 2012 was the highest of any region in the world, compared with 4.5% growth in
North America and 2.8% in Asia. In 2012, African merchandise exports amounted to
USD 626 billion or 3.5% of world exports while imports were USD 604 billion.

Fuels and mining products dominated African merchandise exports, accounting
for 69.5% of total exports worth USD 438 billion in 2012. Fuels alone accounted for
USD 384 billion worth of exports, 60.9% of African merchandise exports. As Table 3.1
illustrates, only South Africa among the top five African exporters is not an oil exporter,
although it is a huge exporter of mineral ores. Major destinations were Europe (38.7%),
Asia (29.8% and up from 15.7% in 2005), and North America (14% down from 28% in 2005).
This shows how traditional and emerging markets are both crucial. It also highlights the
need to retain and reinforce preferential access to markets such as the United States,
where the African Growth and Opportunity Act is up for renewal in 2015.

Table 3.1. Africa’s top exporters and importers, 2012

Africa’s top exporters Africa’s top importers
Rank Country Value in billion USD Country Value in billion USD
1. Nigeria 116.0 South Africa 124.0
2. South Africa 87.0 Egypt 69.0
3. Angola 74.0 Nigeria 51.0
4. Algeria 72.0 Algeria 47.0
5. Libya 62.0 Morocco 45.0

Source: WTO (2013b).

Jump in intra-Africa manufacturing trade

Intra-African exports of manufactured goods were worth USD 103 billion in 2012 or
16.4% of total merchandise exports. Although this was just 0.9% of total global exports,
intra-African exports exhibited high level of manufacturing and value added intensity
as illustrated in Figure 3.1. Europe remained Africa’s major export destination (40.3% in
2012, down from 52% in 2005). Asia and North America accounted for 11.5% and 8.5% of
African exports respectively. With improved infrastructure, enhanced trade facilitation,
reduced costs, greater efficiency and investment, there is significant scope for greater
intra-African manufacturing trade (see also UNECA, 2013a).
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Figure 3.1. Manufacturing intensity, by main destinations of Africa’s exports,
2005-10
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African agriculture and agri-business need investment

African agricultural exports experienced a 1% decline in 2012 after average annual
growth of 14% between 2005 and 2011. Agriculture exports were valued at USD 57 billion
or 9.1% of African merchandise exports. Nearly half of Africa’s agricultural exports
(USD 26 billion) went to Europe. This amounts to just 3.9% of Europe’s agricultural
imports, although it is an improvement from 2.7% in 2005. Europe in turn exported
USD 20 billion in agricultural products to Africa, 35.4% of Africa’s agricultural imports in
2012 - down from 50.4% in 2005. Asia also featured strongly, receiving USD 12 billion of
African agricultural exports equal to 21.7% of Africa’s agricultural exports up from 16.7%
in 2005. Intra-African agricultural trade amounted to USD 13 billion or 23.5% of the total,
up 4% from 2005.

Strategic leap in South-South and intra-African trade

Europe remained Africa’s major trading partner, with two-way trade valued
at USD 240 billion in 2012, 38.2% of Africa’s total trade. This was followed by Asia at
USD 160 billion, or 25.3%. North America stood at USD 74 billion amounting to 11.7% of
African trade. This demonstrates the value of the Africa-EU trade partnership. China
leads the way among emerging economies, having increased its share of African exports
from 3.2% in 2000 to 13% in 2011. A steady increase in trade from Africa to China has
resulted in a widening trade deficit for China with the continent. Two-way Africa-China
trade was worth USD 198.5 billion in 2012 (an increase of 19.3% over 2011) compared with
US-Africa trade at USD 108.9 billion. Standard Chartered Bank estimates that Africa-
China trade may surge to USD 385 billion by 2015. What further distinguishes China is
that trade with Africa is coupled with high levels of investment. The cumulative stock of
Chinese investment in Africa is reported to have risen from just under USD 500 million
in 2003 to USD 22.9 billion in 2012, with more than 2 000 Chinese companies reported to
be active in Africa.

76

African Economic Outlook © AfDB, OECD, UNDP 2014


dx.doi.org

:/’
www.africaneconomicoutlook.org/en/outlook K,_’
7

Figure 3.2. Africa’s trade flows with selected partners, 2000-12
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More trade between African states

While the “big picture” remains dominated by trade in traditional primary products
targeted at traditional markets plus China, growth in intra-African trade is likely to
change the landscape. Commerce between African states remains comparatively low,
but it averaged 13.5% annual growth between 2000 and 2010. The trade was valued at
almost USD 81 billion in 2012 and it is growing faster than Africa’s exports to the rest of
the world. From 2000 to 2010, exports to the rest of the world grew by only two-thirds
of the rate of exports within Africa. However, the share of the continent’s imports going
to African producers has declined. On the other hand, imports from outside Africa have
surged faster than exports (averaging annual growth of 14% compared to 11%). Africa
was the only region to experience double digit import growth at 11% in 2012. Imports
grew nearly twice as fast as exports.

Intra-African exports are fairly diversified, though still dominated by primary
products. Manufactured and intermediate goods appear to be of more significance in
trade within regional groups, having enjoyed greater dynamism than at the continental
level. Nonetheless, the big picture remains characterised by a small number of lightly
processed exports with petroleum products accounting for nearly 33% of the value of
intra-African exports in 2012, up from 25% in 2010.

There are different trading patterns in different regions and also in the pattern of
goods traded within a region. In two of the five regions, North and Central Africa, intra-
African exports account for only a small or trivial share of total exports by member
states.
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Africa is the world’s fastest growing but least globally integrated continent

3. Trade policies and regional integration in Africa

This section briefly examines some of the reasons for sluggish integration within
Africa’sregionsand highlights aneed for greater political efforts and betterinfrastructure.
It also argues that the continent’s growing middle class and its youthful population
could become a key source of demand for African produced goods and services as the
expansion of African retail and financial services demonstrates.

There is only low level connectivity between African economies - although this is
gradually improving (Visa Sub-Saharan Africa, 2013). This is largely due to an incomplete
legal architecture for regional integration, poor physical infrastructure and one-way
trading relationships. Leading African exporters such as Angola, Algeria, Egypt, Libya,
Morocco, Nigeria and South Africa have stronger economic links to the rest of the world
than with regional neighbours. This represents lost economic opportunities. Integration
and connectivity in other regions of the world have spurred growth in the free flow of
goods, services, capital, and people. These regional economic activities and investment
inter-linkages remain low in Africa.

Supply-side responses must be supported by a dynamic legal framework for regional
integration, for both the continent and its constituent regional economic communities
(RECs). Africa is not immune to the changing trends in the global economy. Production
patterns are shifting as countries become less specialised and trade becomes more
regional and based on intermediate products. Moreover Africa’s middle class, now
estimated at more than 300 million people and growing at a rate of 3.2% per year since
1983, could provide a formidable source of consumer demand.

With the United States, Europe and Japan all struggling for growth, opportunities are
emerging for Africa to grow on home markets and through its own consumer demand.
One example is trade in personal and household goods, which experienced the fastest
growth among global merchandise of 10% in 2012. Coupled with sustained economic
growth, demographic changes are expected to also transform trade. While parts of the
world worry about ageing, Africa has the world’s youngest population. Two thirds of its
total population is aged under 25. With appropriate skills, infrastructure and the right
business environment, Africa could boast a skilled labour force to establish itself as a
centre for global manufacturing and services.

Africa’s attempts to integrate must adapt to and manage factors such as changing
technology, migration from the countryside to cities and Africa’s large informal sector
- estimated by the African Development Bank (AfDB) to contribute about 55% of sub-
Saharan Africa’s GDP. Nonetheless, most indicators point to a continent on the move.
This transition will be facilitated by more open markets, improving infrastructure,
access to technology and improved political stability.

Crossing borders tests African commitment to integration

This section looks at decades of sluggish efforts to bring African states closer together
to build the continent’s economy. The eight regional communities have been working at
different speeds on integration. Some countries and smaller groups have even launched
their own initiatives such as joint tourist visas. A joint COMESA-EAC-SADC free trade
area accord could become a template for the continent if it is successful.

54 countries, 8 regional communities, work still needed

African countries have been seeking closer economic and political ties for decades
(UNECA, 2013b). Experience demonstrates that closer trade links between neighbouring
countries can help address the colonial legacy of fragmentation among Africa’s
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54 countries while providing a platform for regional dialogue which can help to reduce
conflict (AfDB, 2013).

Economic integration requires free movement of goods, services and capital,
removal of non-tariff barriers and free movement of people. The eight regional economic
communities recognised by the African Union have been moving at different speeds
to implement the 1991 Abuja Treaty Establishing the African Economic Community.
Despite some progress, commitments made at regional level have not been carried out by
individual states.? Some countries are members of more than one regional community,
and there is a simultaneous challenge in managing external trade relationships such as
economic partnership agreement negotiations with the European Union, trade with the
emerging powers and multilateral negotiations under the World Trade Organisation’s
Doha Round.

The regional groups require strengthened capacity to support the negotiation and
implementation of regional agreements, as well as to monitor and evaluate integration.
The elimination of non-tariff barriers, simplification of border procedures - supported
by improved regional transport infrastructure - will improve trade efficiency. There are
also legislative and institutional gaps in some regional communities in, for example,
competition policies and remedies and mechanisms to settle trade disputes. Such
measures will become increasingly necessary as integration deepens.

Using various integration indicators (Walkenhorst, 2013), the five-nation East African
Community (EAC) has made the most progress since launching its common market in
2010. Even here, the closer ties have been built at varying speed. Rwanda, Uganda and
Kenya agreed to adopt a single EAC tourist visa in 2014 so international visitors can
move freely among all three states. The countries have also agreed, with Burundi, on the
future use of national identity cards as travel documents. This variable geometry could
spur or hinder future integration in the EAC. Intra-EAC trade grew 22% in 2012 over
the previous year to reach USD 5.5 billion, up from roughly USD 2 billion in 2002, with
Tanzania and Rwanda both registering increased trade. Kenya and Uganda averaged
37% and 24% of total intra-EAC trade, respectively, during 2011 and 2012.4

The EAClaunched a customs union in 2009 and is working tointegrate capital markets.
In 2013, EAC heads of state signed a Monetary Union Protocol aiming to establish a single
currency within 10 years. They also agreed to a target of 2021 to maintain headline
inflation below 8%, fiscal deficit at 3% and gross public debt below 50%.

The experience of the euro area and other monetary unions offers many lessons
for the EAC. Its road map towards a single currency will need to include a common
financial regulatory framework, harmonisation of monetary and fiscal frameworks, and
managing capital flows. Kenya, Tanzania and Uganda have launched the East African
Payment System (EAPS) which connects their payment systems in a similar way to
the real time gross settlement system. Rwanda and Burundi are expected to join the
EAPS later. The region is also investing in a standard gauge regional rail, roads, energy
and port infrastructure aiming to strengthen links to the key ports of Mombasa and
Dar es Salaam. The countries are also building One Stop Border Posts. Progress has
been slow, however, in addressing non-tariff barriers, border constraints and the lack
of harmonised import and export standards, procedures and documentation. All this
increases the costs of intra-regional trade.

The 19-member Common Market for Eastern and Southern Africa (COMESA)
launched its customs union in 2009. The Southern African Development Community
(SADC) and the Economic Community of West African States (ECOWAS), which each
have 15 states, made some progress in developing free trade areas. SADC planned to
inaugurate a customs union in 2013 — whose launch has been delayed — and ECOWAS in
2015.
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ECOWAS has introduced a common passport, but travel across the region is still
not easy. It has also established national committees to address non-tariff barriers
and started ‘complaint desks’ at borders. After a seven-year delay, ECOWAS finance
ministers agreed in 2013 to launch a Common External Tariff, with five tariff bands,
in 2015. The common tariff aims to discourage the high-level of smuggling and wide
price differentials on products across the region. An ECOWAS Monetary Union and
central bank are expected to be launched in 2020, bringing together the six countries
of West African Monetary Zone (WAMZ) and the eight countries of the West African
Economic and Monetary Union (WAEMU). The road map for the ECOWAS single currency
contemplates launching the WAMZ monetary union by 2015. The eight WAEMU countries
use a common CFA franc (XOF).

The Economic Community of Central African States (ECCAS) launched a free trade
area in 2004 but the fragile state of some of the 10 member states has held it up. Regional
integration in the Arab Maghreb Union (AMU), the Economic Community of Sahel-
Saharan States (CEN-SAD) and the Intergovernmental Authority on Development (IGAD)
has progressed slowly. AMU members have traditionally focused on external markets
such as Europe, but political changes since 2011 might give renewed impetus to regional
integration. For example, in 2014 a Tunisian-Algerian preferential trade agreement
entered into force following a five-year transition.

The COMESA-EAC-SADC Tripartite Free Trade Agreement is expected to serve
as a benchmark for deeper integration across Africa. A preparatory phase began in
December 2011 with 12 months of exchange of information on tariffs, trade data and
trade measures. The current negotiations phase is expected to be concluded in 2014 with
the launch of the Tripartite FTA expected in 2016. Building on existing free trade areas,
it involves negotiations on key issues such as tariff liberalisation and rules of origin. It
will also target trade facilitation including customs procedures and simplification of
customs documentation, transit procedures, non-tariff barriers, trade remedies and
technical barriers to trade and dispute resolution. The final phase of negotiations will
deal with trade in services and trade related issues such as intellectual property rights
and competitiveness. Negotiations to facilitate free movement of business people are
also being undertaken.

Visa misery for African travellers

Free movement by people is supposed to be the hallmark of African integration,
facilitatingtrade growth across the continent. ResearchbyMcKinsey (2013), a consultancy,
found that Africa’s laws on free movement remain generally restrictive despite political
commitments to bring down borders. Central Africa is the most restrictive region and
West Africa the most liberal in terms of visa free travel, according to the research. Some
African countries fail to provide even for strategic regional preferences when deciding
visas. North Americans, followed by Europeans, enjoy the most liberal entry into Africa.
They get visa-free travel or can obtain a visa on arrival in at least half the countries
on the continent. Africans need visas to get into at least two thirds of other African
countries.
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Figure 3.3. Ease of travel within Africa compared to other regions
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Several regional communities have made some slow progress on free movement.
ECOWAS, for example, is developing a common migration policy. Like the EAC, ECOWAS
is also adopting a common regional passport. However, most efforts to ratify and
implement legal instruments dealing with the elimination of visa restrictions and to
enhance free movement remain trapped in inertia. COMESA members have agreed to
establish structures to implement its decisions and a Free Movement Protocol adopted
in 2001. As with a 2005 SADC Protocol on the Facilitation of Movement of Persons, the
COMESA accord is yet to enter into force as it has failed to garner the required minimum
number of signatories and ratifications. Only four countries have signed (none in the last
five years) and only one has fully ratified it.

Regional communities must accelerate the implementation of free movement deals
which are one of the tangible benefits for citizens from regional integration. In some
instances, countries have opted for unilateral liberalisation or bilateral arrangements to
fast-track free movement. The single tourist visa scheme devised by Kenya, Rwanda and
Uganda is one example. Rwanda, Mauritius and Seychelles have opted for a unilateral
relaxation of visa requirements for most, and in some cases, all African arrivals to attract
tourists and business. Seychelles, an early visa reformer, has seen 7% annual growth in
international tourism arrivals over the past five years. In neighbouring Mauritius there
has been growth of just 1%.

Other parts of the world have shown that visa free regional blocs generally lead to
visa free continental travel. In the short-term, African countries could: i) allow visas
on arrival for African citizens; ii) simplify applications and allow online applications;

f

U

7.

© AfDB, OECD, UNDP 2014

African Economic Outlook

81


www.africaneconomicoutlook.org/en/outlook

e

S

s

3. Trade policies and regional integration in Africa

iii) consider at least a visa waiver for countries where numbers fall below a certain
visitor threshold and a relaxation of entry requirements where certain nationals exceed
certain numbers, as South Africa did with SADC visitors; and iv) drastically reduce visa
processing times and costs.

Planes and trains held up by regulatory logjam

African heads of state adopted a Programme for Infrastructure Development for
Africa in 2012 which identifies priority regional infrastructure projects to be built by
2040. Regional economic communities (RECs) also have their own infrastructure master
plans. For example, SADC developed its Regional Infrastructure Development Master
Plan Vision 2027, targeting financing from member governments, multilateral lenders
and the private sector. While there has been progress in developing regional transport
corridors, there are still missing links — which are investment opportunities for African
and foreign investors. From the Ethiopia-Djibouti corridor, to Lagos-Abidjan, major
road corridor upgrades are needed to link key cities to ports and airports. Urban transit
systems are also needed for Africa’s burgeoning cities.

Increasing attention is being given to obstacles such as regulatory bottlenecks, the
opaque legal environment and institutional inefficiencies holding up new infrastructure.
A WTO ministerial meeting in Bali, Indonesia, in December 2013, urged countries to use
regional initiatives to invest in trade facilitation reforms, reduce customs and border
inefficiencies and streamline procedures. Critics warn that simple trade facilitation or
tariff liberalisation cannot alone improve Africa’s foothold in global value chains - the
economic conveyor belt that takes a product from conception to consumer stores (South
Centre, 2013). Instead, acquiring a greater share of value added trade involves structural
transformation through policies for industrial development, agriculture, services and
infrastructure. To this end, trade within domestic and regional markets in Africa offers
a useful and lucrative platform for value-added trade growth.

Infrastructure and services can improve African participation in global value

This section looks at the crucial need to improve Africa’s infrastructure and services
industry and the role this can play in giving Africa higher participation in global value
chains. Itlooks at the experience in Asia and initial moves to achieve this by the ECOWAS
and EAC African regional groups.

Look to East Asia’s example

Intermediate goods now make up two thirds of world commerce and are the fastest
growing area of trade. Much of this is within global value chains (IMF, 2013). In East
Asia, 62.5 % of total manufactured exports are related to value chains (Razeen, 2013).
Foreign value-added is estimated to make up about one third of the value of exports
- double what it was in 1990. The share is much higher for many small economies.
Trade in services — generally referring to the sale and delivery of a service between a
producer and consumer - is also growing quickly. The WTO General Agreement on Trade
in Services sets out four modes of supply and classifies them into 12 broad sectors and
160 activities. These range from business and communications services, construction,
distribution, educational, financial, health-related, tourism and travel-related services,
and transport. Trade in services accounts for about 30% of gross merchandise exports
and this is growing. The figure is much higher for developed economies. According
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to the International Monetary Fund, more income is generated by exporting services
within value chains (IMF, 2013).

Many African countries are already striving to copy the experience of East Asia and
other developed countries which have shown that services are key enablers supporting
value added trade in global value chains (WTO and IDE-JETRO, 2011). Research on trade
patterns and global value chains in East Asia, identifies outsourcing and offshoring as
being of growing importance to global production. A good trading environment, with
efficient international flows of investment, goods and services, is critical for a country to
attract outsourced and offshore business. India and the Philippines are leading examples
of offshore centres in information and communications technology and business process
outsourcing. India exported USD 26.6 billion in computer services and USD 8.4 billion in
business process outsourcing services between 2008 and 2009. Activities vary from basic
back and front office procedures such as payroll and human resources administration
to legal services, information technology, medical support and other technical support.
The services are provided to sectors ranging from manufacturing, finance, utilities and
healthcare to retail and transport clients. The global business processing outsourcing
market was forecast to grow 5.1% in 2013 and reach USD 304 billion. The race is on among
countries such as Egypt, Kenya, Ghana, Mauritius, South Africa, Tunisia and Uganda
to become the new “India” in Africa using incentives and special economic zones to
develop their outsourcing sectors.

Improved infrastructure secures a foothold in global value chains

Investment in improved transport, information technology and financial services
allow service providers to play a bigger role in global value chain networks. The growth
in offshore services means firms have become increasingly reliant on efficient logistics.
Thisincludesmulti-modal transport, freightand cargohandling, storage and warehousing
as well as supply-chain management. Hong Kong, China, and Singapore have leveraged
their infrastructure and connectivity to establish themselves as transport, transhipment
and logistics hubs connecting international buyers and suppliers. Spill-over economic
activities include re-exports were worth USD 313 billion for Hong Kong, China, in 2009.

African commercial services exports grew 6% to reach USD 90 billion in 2012, while
imports grew 3% to USD 162 billion. Africa’s share of just over 2% of world exports of
commercial services allows for enormous scope for growth. Services could contribute
more to trade growth if African policy makers undertook sustained reforms and
provided incentives to removing barriers to services trade. Apart from business process
outsourcing prospects, countries such as Namibia, which has the Walvis Bay port,
Djibouti and Kenya’s Mombasa are well positioned to develop into significant logistics
and exporting hubs.

The liberalisation of services and the increased private sector role have worked
together to drive growth in global value chains. Yet protectionism in services tends to
be higher than for trade in goods. Regional negotiations on services tend to move more
slowly and with lower ambition than for trade in goods. Moreover, the commitments
to liberalise services are weaker at multilateral and regional levels. Countries should
consider unilateral reforms to target services sector growth and efficiency, leveraging
infrastructure investment to complement industrial policy.
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Box 3.1. Value chain lessons from Senegal’s support for agricultural
development

Over three million people, close to a quarter of Senegal’s population, suffer from
seasonal or year-round hunger. Much of the country falls in the drought-prone Sahel
region, with poor soil. Only 5% of the land is irrigated and agriculture productivity is
low compared to the rest of West Africa. Despite almost 75% of the labour force being
engaged in agriculture, the sector only accounts for 14% of GDP. It is estimated that
out of the 347 000 hectares (ha) of fertile and irrigable land in the Senegal River Valley
only 135 000 ha are being used. Nearly 40% of cultivated land, some two million ha, is
devoted to peanut production which employs close to one million people. Historically,
exports of peanut products have reached a high of nearly 60% of total agricultural
exports. Three quarters of this value is comprised of peanut oil which accounts for
45%-50% of the world market.

To spur economic development and youth employment the government has sought to
build an efficient and diversified agriculture sector. It is targeting mainly rice (about
45% of the typical Senegalese diet) and peanuts, which have potential to boost food
security and regional exports. The crops also provide an opportunity to integrate
smallholder farmers into global value chains through increased collaboration with
the private sector. The approach seeks to improve land tenure, develop infrastructure
and encourage concessional financing. Using PPPs for peanuts and integrated value
chain models for rice, the approach focuses on fostering industrial and out grower
production capacities. To eliminate production inefficiency, the approach targets
enhanced product quality, processing, storage, transportation, packaging and
branding. These improvements are expected to substantially raise the quality of
produce and ensure growth on regional and international markets. The World Bank has
provided USD 90 million in support, while under the Programmes des domaines agricoles
communautaires, the government plans to develop over 30 000 ha for smallholders. The
potential for reforming Senegalese agriculture and development of value chains is
therefore on course given the government’s commitment to increase productivity and
market linkages and more than double yields per hectare by 2015.

Regional groups are beginning to take initiatives on industrialisation
and value chains

This section looks at efforts by Africa’s regional groups to tighten economic links
and their policies to get onto global value chains. Multinationals are investing more in
Africa’s agriculture but booming commodity exports are not yet creating the industries
and services the continent needs. More outsourcing and offshore business processing
could be one answer.

Global value chain policies are new to Africa

COMESA, the EAC and SADC each have industrialisation strategies as well as their
tripartite free trade area initiative. Regional efforts on global value chains are still new
however. The 26 tripartite member countries are seeking to strengthen co-ordination
in industrial policy. This includes developing and upgrading regional value chains.
This would enhance production capacity and competitiveness. Substantive work on
industrialisation has yet to be started, however, and individual regional programmes
have suffered from poorly implemented or still-born industrialisation strategies.

The 15 member ECOWAS group cuts across West African countries with English-,
French- and Portuguese-speaking backgrounds that have given them diverse economic
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systems and structures. Individual countries such as Nigeria, Ghana and Cote d’Ivoire
have their national agro-processing sectors linked to global value chains, but progress
to develop regional value chains has been slow. Nascent regional industrialisation and
private development initiatives focus on addressing policy and institutional barriers and
competitiveness issues such as non-tariff barriers, political and economic fragility and
the adverse effects of informal trade. The Intergovernmental Authority on Development
region’s industrialisation and private sector authorities are taken over by the COMESA-
EAC-SADC tripartite where its members are also part of the EAC and COMESA groups.

A continent looking for ways to leapfrog in global value chains

Multinationals are enhancing Africa’s local agricultural production and involvement
in global value chains through local sourcing that gives them an edge in global markets.
Africancountries are tryingtorevive national and regionallevel industrialisation through
value chains. There is limited thrust at the regional level, however, and country level
initiatives are at earlier and lower-value stages of the global chains. This is characterised
by the dominance of agricultural and raw materials. Foreign investment in Africa’s
agriculture has boosted production, jobs and incomes while providing opportunities for
increased participation the global chains.

Heineken International, a major brewer, produces over 11 000 tonnes of rice in the
Kisanganiregion of the Democratic Republic of Congo (Financial Times, 2014) to make beer
with a distinct taste from the region. Even though not directly involved in cocoa exports
from Cote d'Ivoire, Mars Inc., the food conglomerate, believes that Ivorian production
enhances its cocoa products sold around the world. In Mozambique, SABMiller plc,
another major brewer, developed the first commercial beer from cassava. Success stories
abound in many parts of Africa.

Even though Africa continues to receive investment in agriculture-based value
chains, the continent’s contribution to the global value chains is a mere 1.5%. This is
partially attributed to lack of a reliable planning of value chain activities. There is no
clear link with innovative policies and regulatory development to allow the continent to
scale up value chains.

African countries havelimitations such asremoteness, size, fragmentation, transport
logisticsand weaker capacity tousefinancialand otherservices. Theirmarkets are smaller
and more fragile. Weak infrastructure, a low entrepreneurial base and a lack of support
at national and regional level does not help enhanced productivity. This undermines the
development of regional and global value chains along with competitiveness. African
countries have responded mainly through regional communities that are meant to
facilitate the structural reforms and manage the economic and trade liberalisation
required to open up to the globalised world.

The belief that regional initiatives would offer the scale to overcome the many
challenges has not always been justified however. National and regional level
implementation has been lethargic. Countries continue to miss deadlines and there
are no measures to deter non-compliance. Sub-Saharan countries such as Mauritius,
Rwanda, South Africa, Botswana and Ghana are members of regional blocs, but have
undertaken substantial autonomous measures to improve their economies. The results
are exemplified by their business environment ranking in the World Bank report Doing
Business 2013 (World Bank, 2013). These countries rank from one to five within Africa
and from 20™ to 56 out of 189 countries overall. Their steady growth, improved supply-
side performance, higher investment, productivity and competitiveness greatly enhance
their opportunity for GVC participation and intra-African trade.

© AfDB, OECD, UNDP 2014 African Economic Outlook 85


www.africaneconomicoutlook.org/en/outlook

e

S

s
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The African Union’s Action Plan on Boosting Intra-African Trade highlights attempts
to improve investment conditions. The action plan outlines policies, regulatory and
institutional issues to be overcome to help Africa’s business environment. The COMESA-
EAC-SADC Tripartite shows however that countries favour regionally based policies to
boost intra-African trade. African regionalism places the emphasis on harmonisation
and co-ordination of policies and regulatory environment to improve the business
environment and scale up industrialisation and trade. Given the low share of intra-
African trade the benefits of this approach have not been tested against the autonomous
action taken by some countries. But it could improve cross border trade and hence
regional value chains.

Successful development of global value chains requires a subtle balance between
trade and industrialisation policies yet in many regional communities these are
sometimes contradictory. Under free-trade-area-based regional integration, trade and
tariffliberalisationisacrucial part of creatinga single economic space. However, concerns
over customs revenue losses and macroeconomic imbalances have resulted in policy
reversals and non-implementation of regional policies in some countries. While many
regions, particularly East Asia, initiated global value chains through “industrial catch-
up policies” that entailed protectionism, discrimination, use of subsidies, controversial
local content policies, disregard for intellectual property rights and infringement of
competition policies, African countries, at national and regional level, are increasingly
bound by contemporary multilateral rules.

Difficulties in developing the knowledge economy and weak decision-making have
also hindered attracting investment for global value chains in the higher value stages
of manufacturing or services. Despite prerogatives under free trade area arrangements
that would allow participating countries to discriminate against third countries through
deliberate “industrial catch-up policies”, there is a lack of capacity among African
countries to create an enabling environment by adapting global and multilateral rules.
There is inadequate national and regional competition to stimulate technological
upgrading and enterprise development. While uneven policies might not be a major
problem nationally, at the regional level, it has constrained global value chains.
Imbalances manifest themselves in terms of capacity, technological prowess and export
drive that constrain cross-border trade as member countries impose non-tariff barriers.

Even though regional communities are perceived as the main policy and institutional
vehicles, they have not helped member countries to meet their potential on global
value chains. There is a lack of incentives and absence of, or limited institutional
structure for, supporting global value chains. Despite developing regional investment
frameworks for the private sector, the COMESA, EAC and SADC regions are unable to
enforce implementation. EAC states have a common Investment Code but no one is
implementing it. The COMESA Common Investment Area framework is also not being
applied. Countries struggle to align national policies with regional ones. But regional
communities also lack capacity to mobilise political goodwill to facilitate implementation
of their programmes to upgrade and standardise research and development and improve
links between institutions and business.
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Africa’s dynamic products create global value

This section looks at areas, such as the need for new technology, which could boost
Africa’s presence in global value chains. Perhaps the continent needs to work on regional
and global value chains to make progress. Stronger institutions and policies that bring
down protective barriers are also needed.

Employment and income statistics show that the primary sector has played a role
in economic diversification and unlocking opportunities for global value chains. In
Africa, however, national and regional comparative advantages can be found in low
labour costs and low-tech activities. Cocoa, rice, cassava, pineapples, peanuts, and
cotton are all dynamic products that have created value chains in Africa. The activities
are smallholder based and labour intensive. Upgraded technology is needed however.
Regional mobilisation could create sizeable markets and innovative policies are needed
to strengthen indigenous smallholder activities that could grow into the medium-sized
enterprises that are needed to fill the gap between multinational corporations and
smallholder enterprises.

Over-reliance on external investors, foreign technology and capacity has limited
the expansion of global value chains. Unlike the East Asian countries that have higher
shares of regional value chains - such as Japan investing in Chinese Taipei, Malaysia,
Singapore, Thailand in the early 1980s — Africa does not have robust clusters to foster
regional value chains. Regional communities may need to develop regional and global
value chains at the same time. As they deepen their capacities for global chains, the
regional versions can create complementarities and benefits for member countries in
terms of local sourcing, productivity, capacity growth, economies of scale, dismantling
of monopolies and the reduction of external shocks associated with global chains.

National and regional competitiveness on global value chains are dependent on
structural factors that require attention. There must be strong national and regional
institutions to support policy implementation while collecting critical data to share
with policy makers and economic operators across the region. Regional communities
could help countries scale up value chains by enacting regional policies that remove
excessive protectionism and promoting incentives for upgrading such as tax-breaks for
new technology.
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Notes

1. For the sake of uniformity and for ease of comparison, the data in this chapteris drawn from the
AfDB’s research data, the authors’ calculations based on UN ComTrade, http://wits.worldbank.
org/wits/ and the WTO’s World Trade Report 2013 and International Trade Statistics 2013 available
online at www.wto.org.

2. The African Development Bank measures intra-African trade at 16% rather than the 12%
commonly cited.

3. For more details on the status of African integration see AUC (2013), Status of Integration in Africa
1V, Available online at www.au.int/. See also UNECA and AUC (2014), Assessment of Progress on
Regional Integration in Africa; Report on the Meeting of the Committee of Experts of the Sixth
Joint Annual Meetings of the ECA Conference of African Ministers of Finance, Planning and
Economic Development and AU Conference of Ministers of Economy and Finance, Abidjan,
Cote d’Ivoire, 21-24 March 2013, available online at www.uneca.org; various decisions of the
AU Executive Council and Assembly of the Union, 21-31 January 2014; draft Decision on the
Report of the High Level African Trade Committee on Trade Issues; Committee on Trade Issues
Decision on the Sixth Conference of African Ministers in Charge of Integration; Decision on
20" Ordinary Session of the Conference of AU Ministers of Industry.

4. See www.eac.int and Trade Mark East Africa, www.trademarkea.com.
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Chapter 4
Human development in Africa

This chapter recognises progress in human development in Africa,
notably reducing poverty and improving education and health
outcomes, and the role trade plays. It highlights the impacts of
exclusion, gender inequality and unsustainable development. It
also discusses the need to exploit the opportunities that value
chains offer and to mitigate the risks they bring, using technology
and innovation; doing so can help achieve greater human rights,
sustainable economic development and social progress for all -
goals of the post-2015 agenda. The chapter illustrates good practices
and lessons learned in advancing equitable and sustainable human
development.
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In brief

Africa has been making substantial progress in human development. Poverty levels are
falling, incomes are rising, and education and health outcomes are improving. The Human
Development Index shows 1.5% annual growth, and 15 countries are now considered to have
medium to very high human development. African countries with high and rising levels of
human development are well integrated into global markets with diversified exports that
create employment.

Thereisroom formore progressin the areasofinclusion, gender equality and environmental
sustainability. Exclusion and unequal access to economic and social opportunities continue
to inhibit human rights, improved livelihoods and the expansion of skills. Environment-
related challenges - climate change, natural resource depletion and energy access — are also
hindering sustainable human development. In response, the post-2015 development agenda
for Africa targets equitable and socially-inclusive economic growth and structural changes,
focusing on empowerment, governance, social transformation and gender equality.

Integrating further into value chains can increase human development in Africa. New
technology and innovation are critical for ensuring the benefits of greater integration into
local, regional and global value chains and managing the associated risks for the poor and
marginalised. Developing value chains to raise agricultural productivity can generate jobs and
increase social cohesion, particularly for countries recovering from conflict. More efficient
value chains should profit small producers, the poor and women. Governments, the private
sector and co-operatives should protect their rights by promoting resilience, streamlining
and competitiveness.

Human development in Africa is on the rise

This section looks at poverty, comparing economic and social levels of individual
countries, and describes how trade can help improve livelihoods.

Poverty levels are gradually falling, but deprivation continues

Poverty, income, education and health

Africa’s poverty rates are declining, according to the Millennium Development Goals
Report (AUC et al., 2013a). The proportion of people living in extreme poverty (on less
than USD 1.25 a day) in the regions of Central, East, Southern and West Africa fell from
56.5% in 1990 to 48.5% in 2010. However, due to the slow pace of poverty reduction, the
actual number of people living in extreme poverty in those four regions increased from
289.7 million to 413.8 million over the same two decades.

One of the Millennium Development Goals is to halve the population in extreme
poverty by 2015. Some countries have already attained this goal; these include
Cameroon, Egypt, Guinea and Tunisia. Countries close to meeting the target are Senegal,
The Gambia, Ghana, Mali, Mauritania, Niger, South Africa, Swaziland and Uganda. Other
countries are falling behind; they are Cote d’Ivoire, Kenya, Madagascar, Morocco and
Nigeria.

While progress has been made to reduce poverty, it remains vulnerable. Poverty has
been reduced by improved governance and accountability; enhanced access to physical
infrastructure; mitigated economic, social and environmental risks; increased wage
employment; higher agricultural production; and greater access to social protection.
However, the progress that has been made in some countries is subject to reversal;
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this is due to rising inequality, institutional weaknesses and ongoing vulnerability to
shocks. These problems emanate in part from climate variability. But they are also the
result of economic, political and social instability. Examples of instability include food
insecurity, disruption of livelihoods and deteriorating social conditions. Specifically, the
Great Lakes Region, the Horn of Africa, North Africa and the Sahel have suffered from
instability due to a complex interplay of demographic, ecological, security and political
factors.

Improvements to income and to non-income components, notably education and
health, have reinforced human development, as shown by the Human Development
Index (HDI). The index is a composite measure of indicators covering three dimensions:
life expectancy, educational attainment and command over the resources needed for a
decent living. The HDI reveals improvements in these dimensions averaging 1% in the
1980s, 0.7% in the 1990s and 1.5% since 2000 for all African countries. Growing access to
health and education outpaces the improvements in incomes per capita. For instance,
the health and education indices grew by 1.4% between 2005 and 2012 compared to 1%
improvement in the index’s income component.

Deprivation and multidimensional poverty

Deprivation leads to multidimensional poverty. The Multidimensional Poverty
Index helps identify areas of deprivation that contribute to overall poverty, based on
the latest household survey data available. This information can help policy makers
address deprivation by providing a social protection framework that protects the most
vulnerable and reduces the risks of those on the poverty threshold from falling into
extreme poverty.

The Multidimensional Poverty Index points specifically to education, health and
standard of living as contributing most to poverty. Deprivation related to education is
the leading contributor to multidimensional poverty in Burkina Faso, Chad, Djibouti,
Egypt and Morocco. Deprivation related to health contributes most to multidimensional
poverty in the Republic of Congo, Cote d’'Ivoire, Senegal, Tunisia and South Africa. In the
Democratic Republic of Congo, Kenya, Lesotho, Tanzania and Zimbabwe, deprivation
related to standard of living is a leading contributor; examples include having access to
energy, clean water and sanitation, or using biomass for cooking.

In 2012, the highest levels of overall multidimensional poverty were experienced in
Burkina Faso, Burundi, Ethiopia, Mali and Niger. Taking into account population size,
the highest number of people living in multidimensional poverty was found in Congo,
Ethiopia, Nigeria, Tanzania and Uganda.

Human development levels may be converging as lower human development countries
grow faster

Human development can be measured according to progress in both economic and
social development. As illustrated in Figure 4.1, since 2005 some countries have made
headway while others have fallen behind. The figure compares income with the non-
income components of the Human Development Index: education and health outcomes.
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Figure 4.1. Average change in income and non-income human development
indices, 2005-12
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Source: UNDP (2013) and World Bank (2014).

StatLink =iz http://dx.doi.org/10.1787/888933032928

A leading group of countries have improved both their income and non-income
components. They are led by Angola, Burkina Faso, Democratic Republic of Congo,
Ethiopia, Ghana, Malawi, Niger, Rwanda, Tanzania, Uganda and Zambia. These countries
appear in the top right-hand quadrant above the blue lines that show the average values.
The majority of these countries do not export oil and are poor in minerals. This indicates
that the drivers of economic and social development are economically diverse and
oriented toward exports.

For a second group of countries, the income index is rising faster than improvements
in education and health outcomes. This is captured in the top left-hand quadrant. These
include Cabo Verde, Congo, Equatorial Guinea, Nigeria, S3o Tomé and Principe, Sierra
Leone and Mozambique. Most are resource-rich countries that depend highly on the
capital-intensive extractive sector. This is at the expense of productivity in more labour-
intensive sectors of the economy with the potential for improving livelihoods, such as
agriculture and manufacturing. The experience of these countries suggests that growth
in incomes, while being a primary driver of human development, might not actually
increase human development unless the growth is broad-based (Bandara et al., 2014).

In contrast, a third group of countries has been able to improve social outcomes at a
faster pace than their increasing income opportunities. This group comprises Burundi,
Cameroon, the Central African Republic, Djibouti, Gambia, Kenya, Mali and Zimbabwe.
Their investments in social capital create conditions that can accelerate economic
development. In addition, the demonstrated ability to improve social outcomes
with a limited rise in incomes indicates the potential for even higher rates of social
improvements once the weaknesses in economic growth are addressed.
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Both the income and non-income measures of human development are increasing
slowly for a fourth group of countries. This includes many that already have high human
development, such as Botswana, Gabon, Libya, Mauritius, Morocco, Seychelles, South
Africa and Tunisia. In these countries, where economic and social outcomes are already
high, change is expected to be slow.

For the remaining countries, slow - and even in some cases negative — economic
growth and social development indicate that they are falling farther behind. Countries
that require a concerted effort to raise both economic and social indicators of human
development are Benin, Chad, Comoros, Cote d’Ivoire, Eritrea, Lesotho, Madagascar,
Senegal and Swaziland.

Trade can potentially improve livelihood opportunities

The channels for poverty reduction include broad-based growth that creates jobs for
growing populations through economically diversified and export-oriented economies
as well as enhanced agricultural transformation and reduced food insecurity.

African countries with high levels of human development are well integrated into
global markets, as imports and exports represent a rather high proportion of their gross
domestic product (GDP). In Figure 4.2, all the 15 countries in Africa considered to have
medium to high levels of human development are relatively open economies with trade
contributing between 55% and 161% of GDP. The blue lines represent the averages across
the sample. In this regard, the most successful countries in terms of human development
- Libya, Seychelles, Mauritius and Tunisia — represented in the top right quadrant, have
the highest proportion of imports and exports as shares of their GDP.

However, seven countries in the low human development category are fairly
integrated into the international economy; they are Angola, Djibouti, Lesotho, Liberia,
Mauritania, Togo and Zimbabwe as represented in the top left quadrant. For the majority
of these countries, the income opportunities from exports are not yet translating into
higher economic and social development.

This may result from a lack of diversity in exports and the development of enclave
economies around the export of natural resources and raw materials rather than
processed or manufactured goods which have the potential to provide livelihood
opportunities and drive increases in labour productivity. This concentration of exports
in a few sectors is compounded by a limited translation of revenues from core exports
into investment in social services and human capital development.

In 2012, there was a high concentration of imports and exports from Africa as
revealed by a trade concentration index of 0.45 (UNCTAD, 2013). The index ranges from
0 to 1, from low to high levels of concentration. East and Southern African countries
showed the lowest levels of trade concentration at 0.14 and 0.17 respectively, followed
by North Africa (0.45). The highest concentration was found in West (0.61) and Central
African (0.83) countries.
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Figure 4.2. Average levels of human development and trade integration, 2007-12
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Inclusion, gender equality and environmental sustainability are on Africa’s
agenda

This section explores the negative effects of exclusion and gender inequality
on human development and presents the adoption of new technologies as a way to
combat them. It also examines links between environmental sustainability and human
development. Finally, it presents goals for inclusion, equity and sustainable growth for
post-2015.

Exclusion and gender inequality hamper human development, but technologies can help

Innovations to promote inclusion should target the poorest and most disadvantaged:
youth, women and people with disabilities. New technologies offer one solution.

As illustrated in Figure 4.3 below, exclusion and unequal access to economic and
social opportunities inhibit human rights and thwart both improvements to livelihoods
and the development of skills that economic expansion can offer. For instance, unequal
access to education and barriers to the labour market exclude young people livingin rural
or urban low-income areas, women and the disabled from lucrative jobs in productive
sectors that require skilled labour.

This locks young people, for example, in a cycle of low-skilled jobs in low-productive
sectors with low remuneration, fuelling poverty. Only 51% of 15-24 year olds participate
in wage-earning jobs (WDI, 2014). The lack of a growing skilled-labour force in turn
reduces national competitiveness and opportunities to attract investment that can
promote economic diversification and technological advancement.
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New communication technologies are playing a leading role in reaching previously
marginalised groups. Technology can benefit many people who have previously been
excluded by improving access to financial services, health services, education and
knowledge. Examples of best practice include increased access to financial services in
Kenya and to health services in Rwanda.

Figure 4.3. Unequal access, exclusion and low human development
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Source: Authors’ elaboration.

Gender inequality persists, despite advances

Gender inequality is one of the most important structural and root causes of Africa
missing its Millennium Development Goals on poverty reduction and other development
targets. Structural barriers and social norms continue to limit women’s potential
to contribute to Africa’s economic growth and sustainable development. Women’s
economic and social empowerment should be placed at the centre of strategies toward
building cohesive and dynamic economies.

There have been impressive advances in reducing gender inequalities, which
testify to how sustained political investments in this area can produce wide-ranging
benefits for all. In terms of political participation, for example, with an average of 21%
of women in national parliaments, sub-Saharan Africa is the only sub-region that
has doubled the proportion of seats held by elected women in just one decade (Inter-
Parliamentary Union, 2014). Rwanda remains the country with the highest percentage of
female parliamentarians in the world (IPU 2014). In terms of educational attainment, the
number of girls out of school has dropped significantly. While over half of the children
out of school in sub-Saharan Africa are still girls, their number had fallen to 9 million
in 2013 from 24 million in 2000 (UIS, 2014). Nearly half of the African countries achieved
gender parity in primary school enrolment in 2012.

Gainsin certainindicators have not yet translated into a sharp reversal of long-lasting
inequalities between women and men in access to and control over economic resources.
Women still constitute the majority of people with vulnerable jobs, characterised by
inadequate earnings and exploitative working conditions (ILO, 2012). Women often work
unpaid for families or are self-employed without employees. In sub-Saharan Africa, 84%
of jobs held by women in 2012 were considered vulnerable compared to 70.6% for men
(ILO, 2012).

The UNDP Gender Inequality Index results for 2012 highlight the efforts required in
Africa to address the challenges to ensuring women’s equal rights and promoting their
social and economic empowerment. The index reflects gender-based disadvantages in
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empowerment (political participation and access to higher education), the labour market
(participation rates) and reproductive health (maternal mortality and fertility rates).

Better access to education for women, particularly to post-secondary and higher
education, can contribute to enhanced livelihood options and improved human
development. Figure 4.4 shows that countries with low gender inequality have higher
rates of enrolment by women in higher education than countries with high gender
inequality. It compares the latest Gender Inequality Index with the participation by
women in tertiary education for a subset of countries for which data is available.

Figure 4.4. Gender inequality and tertiary education enrolment, 2012
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[ Percentage of women in the total population enrolled in tertiary education
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Enhancing environmental sustainability is important for human development

Environmental sustainability goes hand in hand with sustainable human
development. Currently, human development is accompanied by the depletion of
environmental resources and is increasingly vulnerable to the impact of climate change.
Africa needs access to modern energy sources and, as described below, multifunctional
platforms offer an efficient solution.

Thereissignificantroom forimproving sustainable human developmentin Africa. The
UNDP defines sustainable human development as expanding the substantive freedoms
of people today while making reasonable efforts to avoid seriously compromising those
of future generations (UNDP, 2011).

Figure 4.5 compares the average levels of human development in African countries
to their average levels of adjusted net savings between 2007 and 2011. Adjusted net
savings demonstrate the residual national savings in an economy after investing in
human capital and netting out the depletion of natural resources and damage caused
by pollution. Most African countries have positive adjusted net savings; however, some
countries with relatively high levels of human development have low levels of adjusted
net savings. Low levels of adjusted net savings indicate that these economies may be
underinvesting in human capital development and overexploiting environmental
resources.
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Figure 4.5. Human development and environmental sustainability, 2007-11
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Africa is particularly vulnerable to the effects of climate change. The increasing
frequency of environment-related natural disasters, such as changing rainfall patterns,
floods and droughts, affect society and the economy. The Horn of Africa, the Sahel and
Southern Africa are particularly prone to variability in rainfall. Between October 2010
and September 2011 severe droughts in East Africa caused 50 000 fatalities and touched
13.3 million people (CDKN, 2012). Climate-related events highly impact poor and
vulnerable communities that have few coping mechanisms or alternative livelihoods. It
is estimated that African countries need to invest USD 7 billion to 15 billion annually by
2020 in order to manage the risks and negative impacts of climate change. These costs
are expected to rise, even if the world can hold warming below two degrees. By 2050,
adaptation costs could rise to USD 35 billion per year and up to USD 200 billion by 2070
(UNEP, 2013). Mobilising financial, human and technical capacity to build resilience to
shocks and adapt to climate change is thus a key policy imperative for ensuring long-
term human development in Africa.

Providing access to modern energy sources for domestic and productive use remains
a key development priority for Africa. 77% of the continent’s population lack access to
electricity, and 80% rely on charcoal and firewood for cooking (CDKN, 2014). Equitable
access to energy affects agricultural production and other economic activities, as well
as basic services including health care and education. These challenges call for urgent
investment in developing reliable, efficient and sustainable energy services, particularly
in rural areas.

Investing in multifunctional platforms is one inexpensive way to improve access to
rural energy for domestic and productive use. This has been demonstrated in Burkina
Faso, Senegal and elsewhere in Africa. A multifunctional platform is a small engine
to which a variety of end-use pieces of equipment can be attached, including as mills,
alternators and oil presses. In Burkina Faso, introducing these platforms reduced by two
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to six hours a day the time women devote to domestic chores, such as agro-processing
and food preparation. The platforms also increase agricultural production, particularly of
shea butter, rice and maize. In addition, they help promote income-generating activities,
mobilise local banking systems and introduce micro-financing, and create employment
opportunities (UNDP, 2009).

Equity, social inclusion and sustainable growth are goals beyond 2015

Africa has articulated a common position on the post-2015 development agenda
based on regional, sub-regional and national reviews and consultations. A new global
development framework should encompass the following:

e Inclusive economic growth, structural transformation and the effective exploitation
of natural resources.

 Equity and social inclusion, along with ways to measure progress in terms of the
availability and quality of service delivery.

e The African Union’s Agenda 2063, outcomes of Rio+20, Africa-wide initiatives and
UN forums.

e Development enablers as well as proposed development outcomes including
structural economic transformation and inclusive growth; innovation and
technology transfer; human development; and financing and partnerships (AUC
et al., 2013b).

African youth and women’s organisations are influencing the debate on the post-
2015 agenda. Both are calling for national and international actors to give priority to
promoting human rights and better access to social protection and justice.

The youth emphasise the need to address significant development issues such as
human rights, peace and security, good governance, and tackling corruption. Their
recommendations for a forward-looking development agenda include a focus on equity,
youth empowerment, youth participation in decision making, sustainable development,
climate change responses, and improved and equitable access to social services. Of major
significance are youth employment, entrepreneurship development and innovation
(African Youth Declaration, 2012).

African women’s organisations highlight the importance of gender equality in
eradicating poverty and promoting sustainable development as part of the post-
2015 agenda at global, regional and national levels (FEMNET, 2013). Pursuing social
transformation that empowers the most marginalised entails targeting the underlying
causes of gender inequality. Women’s organisations propose a goal that focuses on
eradicating violence against women, enhancing women’s economic power and promoting
women’s leadership. All the goals of the development framework, they maintain, should
integrate gender equality and women’s empowerment, should include specific gender
targets and should use indicators disaggregated by sex.

Value chains can improve or damage human development

This section describes ways value chains, particularly agricultural value chains, can
enhance livelihoods and transform society. It also reveals how value chains threaten
vulnerable groups.

Technology and innovation can improve livelihoods connected with value chains

Technology and innovation are important to Africa’s integration into value chains.
They can improve livelihoods for poor and marginalised individuals and communities
that are part of local, regional or global value chains. Embracing new technology, such as
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access to information about market trends and pricing, can enhance collective bargaining
positions of weaker elements of value chains. Technology can also allow suppliers and
buyers to cut out middle-men and appropriate larger shares of profits to producers
and suppli