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Foreword

The African Economic Outlook (AEO) celebrates its 15th edition this year. The African
Development Bank, the OECD Development Centre and the United Nations Development
Programme partner to produce this annual report. A team of over 100 researchers,
economists, statisticians and other experts from Africa and other regions of the world
collaborate on the AEO.

The AEO analyses the present state of affairs in Africa, provides two-year forecasts
and addresses a special theme, supporting all with extensive data. The five chapters in
Part I cover economic and social aspects of the continent and allude to this year’s theme:
sustainable cities and structural transformation. Part II's three chapters concentrate
solely on the theme, building on analysis from the African Economic Outlook 2015: Regional
Development and Spatial Inclusion. Country notes on each of Africa’s 54 countries constitute
Part III; their short version is produced here. For the first time, the statistical annex
includes a table on gender, comparing indicators from the three partner organisations.

The African Economic Outlook is available in various editions and formats.
For the AEQ’s 15th anniversary, the partners have redesigned the website:
www.africaneconomicoutlook.org. The site is now easier to navigate and houses past
editions, in addition to the following:

« this report in English and French and an abridged version in Portuguese

o the full-length country notes in their original language and accompanying
individual tables and figures

- an overview of the report’s chapters with key figures by subregion, in English and
French.
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Editorial

Africa’s economic performance held firm in 2015, amid global headwinds and
regional shocks. Growth in real GDP is estimated at 3.6%, higher than the 3.1% for the
global economy and 1.5% for the euro area. Africa remained the world’s second fastest
growing economy after East Asia. In 2015, sub-Saharan Africa (excluding South Africa)
grew faster than the continental average, at 4.2%, with East Africa leading the way at
6.3%. Growth in Central, North and West Africa was above 3%, while Southern Africa
grew by an average of 2.2%. Looking ahead, average growth in Africa is expected to
remain moderate at 3.7% in 2016 but could accelerate to 4.5% in 2017. This forecast hinges
on the strength of the world economy and a gradual recovery in commodity prices.

In 2015, total external flows to Africa were estimated at USD 208 billion, with
remittances remaining the main contributor. Confirming the world’s positive outlook
on the continent, African governments have been able to tap into international capital
markets through sovereign bond issuances. However, due to global headwinds and some
country-specific risks, interest rates inched higher. The global economic environment
is affecting African countries differently. Revenues are dropping in resource-rich
countries, while oil importers are benefiting from lower inflation as well as less pressure
on current accounts. Amid tighter global financial conditions, some countries face large
fiscal deficits.

The resilience in Africa’s growth is partly owed to domestic factors, including
private consumption, public infrastructure development and private investment. In the
medium term, continued improvement in the business environment and fast expanding
regional markets may increasingly become new sources of growth for the continent. The
rise of intra-regional trade, in particular, illustrates growing opportunities for African
producers to diversify their trade. Africa also possesses significant potential for a
demographic dividend, spurred by the continent’s young population. However, to benefit
from this potential, governments must focus on putting in place and implementing the
right policies.

Turning Africa’s steady resilience into better lives for Africans requires strong policy
action to promote faster and more inclusive growth. Three out of every four Africans
still live under poor human conditions, compared to one in five globally. To achieve the
development objectives set by African institutions and the international community,
African countries must deepen structural and regulatory reforms, foster macroeconomic
stability, and tackle power supply bottlenecks in order to address the obstacles to the
transformation of their economies. Coupled with investment in social sectors, this will
open up more opportunities for youth and for women.

Africa’s ongoing, multi-faceted urban transition and the densification it produces
offer new opportunities forimproving economic and social development while protecting
the environment. These can be better harnessed to achieve the Sustainable Development
Goals (SDGs) — especially SDG 11 on sustainable cities and communities — and the
objectives of the African Union’s Agenda 2063. The benefits could accrue to both urban
and rural dwellers, provided governments adopt an integrated approach. For instance,
connecting urban markets to rural economies could increase productivity of agriculture
and raise non-farm incomes. Accelerating investment in urban infrastructure is critical
to turn African cities and towns into engines of structural transformation at the local,
national and regional levels. In order to seize this “urbanisation dividend”, a number
of bold policy reforms are necessary. For example, national urban strategies must be
tailored to specific contexts, harness innovative financing instruments, and strengthen
ongoing efforts to promote efficient multi-level governance systems.
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EDITORIAL

In 2016, the emerging common African position on urban development and the
international New Urban Agenda provide the opportunity to discuss different options
and begin moulding ambitious urbanisation policies into concrete strategies for Africa’s
structural transformation.

This edition marks the 15th anniversary of the African Economic Outlook. It is our hope
that this report will continue to inform decisions and to stimulate a rich dialogue on the
way forward for Africa’s development.

Akinwumi Ayodeji Adesina Angel Gurria Helen Clark
President, Secretary-General, Administrator,
African Development Organisation for Economic United Nations
Bank Group, Co-operation and Development, Development Programme,
Abidjan Paris New York
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Executive summary

The African Economic Outlook 2016 shows that the continent is performing well in
regard to economic, social and governance issues and has encouraging prospects for the
near future. With its special theme on sustainable cities and structural transformation,
this edition looks closely at Africa’s distinctive pathways towards urbanisation and at
how this is increasingly shifting economic resources towards more productive activities.

Africa’s economic growth remained resilient in 2015 amid a weak global economy,
lower commodity prices and adverse weather conditions in some parts of the continent.
Real GDP grew by an average of 3.6% in 2015, higher than the global average growth of
3.1% and more than double that of the euro area. At this growth rate, Africa remained the
second fastest growing economy in the world (after emerging Asia), and several African
countries were among the world’s fastest growing countries. We forecast that Africa’s
economic growth will gradually pick up during 2016/17, predicated on a recovery in the
world economy and a gradual rise in commodity prices. However, given the vulnerable
global economy and the high volatility of commodity prices, this forecast is uncertain.

Domestic factors have underpinned Africa’s resilience, allowing countries to
better cope with the global headwinds. On the supply side, in countries where weather
conditions were favourable, agriculture boosted growth, but droughts or floods slowed
down growthin countries in East and Southern Africa. In resource-rich countries, growth
slowed down as lower commodity prices strained government budgets and affected
investment. Manufacturing activity improved in a few countries but was limited by
persistent power shortages. On the demand side, private consumption and construction
investment remained the main drivers of growth, reflecting relative insulation from
external shocks. However, weak global demand curtailed growth of Africa’s exports,
especially minerals and oil, and terrorist attacks and general security problems in some
countries adversely affected tourism.

Given the increased budgetary pressures in most African countries, keeping debt at
sustainable levels has become increasingly important. Governments generally continued
to adhere to prudent fiscal policies, limiting spending and improving tax collection. The
rapid depreciation in exchange rates and weakening current accounts fuelled a rise in
imported inflation. This prompted affected countries to tighten monetary policy to cool
down inflationary pressures. Some countries benefited from declining inflation due
to lower energy prices. This created additional room for monetary easing through a
reduction in interest rates to spur growth.

In 2015, net financial flows to Africa were estimated at USD 208 billion, 1.8% lower than
in 2014. Official development assistance rose, but stability in remittances continued to
be the main contributing source of Africa’s net financial flows. Sovereign bond issuances
rose despite higher interest rates, reflecting general resource starvation among issuing
countries. However, direct foreign investment in the oil and metals sectors dropped, as
the extractive sector was buffeted by falling commodity prices. Net portfolio equity and
commercial bank credit flows dried up, reflecting tight global liquidity conditions and
faltering market sentiment. In the wake of slowing growth in large emerging economies,
bilateral trade credit suffered as well. Public policies should now aim to stabilise current
financing sources and explore new ones, to support infrastructure, training and
employment.

Africa’s growth performance over the past 15 years has created new opportunities
for trade. The European Union is likely to continue to be Africa’s main trading partner;
however the Tripartite Free Trade Agreement proposed between three of Africa’s
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largest trade blocs could increase market size, translating into economic benefits. The
agreement could narrow income gaps in African countries and help regions integrate
financially, provided that governments strengthen structural and regulatory reforms
and foster macroeconomic stability. Governments will also need to give pan-African
banks a larger role in financing trade, boost capital market liquidity and attract new
financial sources to finance intra-regional trade.

African countries have steadily progressed in enlarging people’s choices in
education and health and in improving living standards, but the pace is insufficient.
Progress is hampered by inequality between countries, within countries, and between
women and men. It is held back by lack of opportunities for the youth, weak structural
transformation, especially in sectors dominated by the marginalised groups (including
agriculture and informal sectors), and weak investments in gender equality and women
empowerment programmes beyond the political sphere. Human progress for rapidly
expanding and increasingly mobile populations remains a considerable challenge as
espoused in Agendas 2030 and 2063.

Africa’s urbanisation contributes to human development gains but not for everyone.
Thus, addressing growing urban poverty should be an integral part of new urbanisation
strategies. Underlying tensions between social groups as a result of economic, political
and social exclusion can be overcome by ensuring that citizens have secure livelihoods
and access to quality services. It also depends on governments enhancing security,
promoting human rights and protecting the most vulnerable in society. This will
become paramount as African citizens strengthen their demands for better economic
opportunities and for more accountable and credible institutions. These demands require
an adequate response through sound regulatory policies and effective delivery of public
services. Several countries have set good examples that are laying the foundation for
reaching developmental goals, including a successful political transition in Burkina Faso
in 2015, a Nobel Peace Prize for the Tunisian national dialogue quartet, and successful
reforms to health systems in a few other countries.

Africa’s rapid urbanisation represents an immense opportunity, not just for Africa’s
urban dwellers but also for rural development. As two-thirds of the investments
in urban infrastructure to 2050 have yet to be made, the scope is large for new,
wide-ranging urban policies to turn African cities and towns into engines of sustainable
structural transformation. The creation of more productive jobs for the rapidly growing
urban population is central to achieving this objective. Those new urban policies, at
national and local levels, have a key role to play in i) economic development, through
higher agricultural productivity, industrialisation and services; ii) social development,
targeting safer and inclusive urban housing and robust social safety nets; and iii) sound
environmental management, by addressing effects of climate change, scarcity of
water and other natural resources, controlling air pollution, developing clean public
transportation systems, improved waste collection and increased access to energy.
They include stepping up investment in urban infrastructure; improving connectivity
with rural areas; matching formal real estate markets better with the housing demand,;
managing urban land expansion; and developing public mass transport systems within
and between cities. The new policies will have to be adapted to the specificities of
Africa’s urban realities, tap innovative ways of financing the development of sustainable
cities and be implemented through effective multi-level governance systems. In 2016,
the common African position on urban development and the emerging international
New Urban Agenda offer opportunities to discuss options and start articulating those
new urbanisation policies around strategies for Africa’s structural transformation.
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Chapter 1
Africa’s macroeconomic prospects

This chapter looks at macroeconomic conditions in the different
regions and countries of Africa, as well as in the continent as a
whole. It highlights how weaker oil and commodity prices, uncertain
global conditions and domestic political uncertainties are affecting
many African economies and explores how their governments are
responding to these challenges. It examines Africa’s recent economic
growth and prospects for 2016 and 2017 and important driving
forces on the demand and the supply side, as well as headwinds
from adverse developments in terms of trade, which also affect
fiscal positions and current accounts.
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1. AFRICA'S MACROECONOMIC PROSPECTS

In brief

Africa achieved impressive economic growth over the past 15 years with the
average gross real domestic product (GDP) rising from just above 2% during the
1980-90s to above 5% in 2001-14. In the past two years, growth has been more moderate; this
trend is expected to continue in 2016, but strengthen in 2017. Africa’s growth is adversely
affected by headwinds from weaknesses in the global economy and price falls of key
commodities, but is supported by domestic demand, improved supply conditions, prudent
macroeconomic management and favourable external financial flows. The AEO forecast
assumes a gradual strengthening of the world economy and the slow recovery of commodity
prices. However, given the fragile state of economic recovery and the high volatility of
commodity prices this forecast is uncertain.

Growth remained highest in East Africa, followed by West Africa and Central Africa, and is
lowest in Southern Africa and North Africa. Assuming gradual improvement in international
and domestic conditions, growth is projected to accelerate in all regions in 2016/17. In West
Africa, the Ebola epidemic has abated with Guinea, Liberia and Sierra Leone recovering
gradually.

Monetary policy stances diverged as countries faced different inflationary and currency
pressures. Monetary policy tightened in countries where current accounts and exchange rates
came under pressure and imported inflation increased, however some countries reduced
interest rates as inflation declined due to lower energy and food prices. As fiscal pressures
intensified governments generally followed prudent fiscal policies. Measures were taken to
limit spending and broaden the revenue base.

Africa’s growth slowed but is expected to strengthen again

Africa has achieved impressive economic growth over the past 15 years. Average
growth of real gross domestic product (GDP) more than doubled from just above 2%
during the 1980s and 1990s to above 5% between 2001 and 2014. In the past two years,
growth has been more moderate with Africa’s economies affected by headwinds from
the global economy. Average growth of African economies weakened slightly in 2015
to 3.6% (down from 3.7% in 2014), about one percentage point lower than expected in
the AEO 2015. Excluding Libya, where oil production remained volatile, Africa’s overall
growth reached 3.7% in 2015, down from 4.2% in 2014. The AEO macroeconomic outlook
for Africa’s economy assumes a gradual strengthening of the world economy and a slow
recovery of commodity prices. Against this international backdrop Africa’s average
economic growth is expected to remain moderate in 2016 (3.7%), but strengthen in 2017
(to 4.5%) (Figure 1.1). However, the given the fragile state of the global economic recovery
and the high volatility of commodity prices this forecast in uncertain.

The main reasons for the slowdown in growth in 2015 were weaker global
demand and lower international commodity prices, which adversely affected Africa’s
resource-rich countries. Growth of global real GDP and world trade volumes was more
than one percentage point lower than assumed in the AEO 2015. The AEO forecast for
2015 was also based on the assumption that international oil prices would remain on
average around 40% lower than in 2014, however prices were almost 50% lower. Metal
prices, notably the price of copper and export prices for some agricultural products, such
as cotton, were also lower than assumed.

Africa’s growth remained higher than world growth despite strong headwinds from
the international economy. Growth was also much higher than in the Latin America
and the Caribbean region, where GDP declined slightly due mainly to deep recessions
in Brazil and Venezuela. Despite its slowdown, the African continent remained the
second fastest-growing economy in the world. Several African countries (Céte d’Ivoire,
Djibouti, Ethiopia, Mozambique, Rwanda and Tanzania) were among the fastest-growing
countries in the world with growth between 6% and around 10%.
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1. AFRICA’'S MACROECONOMIC PROSPECTS

Figure 1.1. Africa’s economic growth, 2003-17
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Note: (e) estimates; (p) projections.
Source: Statistics Department, African Development Bank.
StatLink = http://dx.doi.org/10.1787/888933349936

In emerging and developing Asia - the fastest-growing region in the world - growth
declined from 6.8% in 2014 to 6.5% in 2015. In the People’s Republic of China, the largest
economy in the region, growth continued to decline to below 7% from 7.7% in 2013 and
7.3% in 2014. China’s weaker growth and its transition from investment and exports of
industrial goods towards consumption and services is an important factor in the recent
drop in commodity prices, which suggests that the “commodity super cycle” of the past
decade has come to an end. While lower commodity prices are providing significant
headwinds to Africa’s commodity exporters, the rebalancing of China’s economy towards
more consumption may provide backwinds to Africa’s economies in the coming
years. African countries best placed to export consumer goods to China, including
agricultural products, are those that will benefit most from China’s switch to more
consumption-based growth. China’s rising wages may also erode its competitiveness
in low-end manufactures and could further increase FDI inflows to Africa (see Box 1.1).

Figure 1.2. Assessment of Africa’s economic situation and six-month
expectations, 2000 Q1-2016 Q1

Good/
better
-~ By the end of the
next six months
Satisfactory/

about the same

Bad/
worse L L L L L L L L L L L L L L L

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Note: Qualitative assessments by participants of the quarterly survey to questions on the present situation of the
economy and expectations for the next six months.

Source: Ifo institute World Economic Survey (2016).
StatLink sa=r http://dx.doi.org/10.1787/888933349941

The weakening of Africa’s growth is also reflected in an opinion poll conducted
among African participants in the Ifo Institute’s World Economic Survey.! In the second
half of 2015, both the assessment of the current economic situation and expectations
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1. AFRICA'S MACROECONOMIC PROSPECTS

for the next six months deteriorated, which - as becomes now obvious from official
statistics - reflected the weakening of growth. At the beginning of 2016 these indicators
had not yet improved, most probably due to the adverse effects from the still fragile
world economy and further declining commodity prices (Figure 1.2).

Box 1.1. How China’s lower and more balanced growth will affect Africa

The slowing of output growth in major emerging economies has been associated with lower
commodity prices. Next to supply factors, the marked decline in investment and (rebalanced)
growth in China is depressing commodity prices, particularly in metals and energy. Three key
factors have underpinned Africa’s good economic performance since the turn of the century:
high commodity prices, high external financial flows, and improved policies and institutions.
Macroeconomic headwinds for Africa’s net commodity exporters may imply that Africa’s second
pillar of past performance - external financial inflows - will suffer as well.

While lower commodity prices are providing significant headwinds to Africa’s commodity
exporters, the rebalancing of China may also provide backwinds, albeit gradually. The relocation of
low-end manufacturing from China might reinforce positive income effects of lower commodity
prices in oil-importing countries. The backwinds can be expected to stimulate FDI inflows into
Africa. Benefits from reduced fiscal pressures in countries with high fuel shares in imports
(Egypt, Ethiopia, Kenya, Mozambique and Tanzania) mirror significant challenges for energy
exporters (Angola, Chad, Congo, Gabon and Nigeria) and other commodity exporters (Ghana,
South Africa and Zambia) arising from depressed commodity prices.

Lower commodity prices could shift Africa’s centre of economic gravity from west to east, towards
less commodity-dependent economies (Schaffnit-Chatterjee and Burgess, 2015). Investment
finance could follow, reinforced by the peripheral outreach of China’s One Belt One Road initiative
(OBOR), which includes East Africa for infrastructure finance. China’s new Silk Road Fund is
targeting the economies along Africa’s east coast. This suggests a shift away from a traditional
focus on securing natural resources towards a more exploratory focus on opportunities for a
manufacturing hub in the African region.

China’s slowdown could affect African development finance through several channels:

e Growth linkage: the slowdown lowers global growth in general and low-income country
growth in particular, especially for commodity exporters.

o Trade: the slowdown translates into reduced African export earnings and lower corporate
savings and trade credits.

 Prices: the negative income effect in commodity-exporting countries of lower terms of
trade associated with lower metal and mineral prices reduces household, corporate and
public savings.

 Liquidity supply: lower official foreign-exchange reserves and sovereign-wealth fund
assets may translate into lower credit supply to Africa.

China’s high growth has boosted global growth in recent years (Figure 1.3). From 2011 to 2015,
China’s relative contribution to global growth was on a par with advanced countries, despite
stagnating at a high level for a decade. India’s contribution to global growth has also risen
since the early 2000s. However, China has contributed almost 30% to global growth in recent
years, approximately 20 percentage points more than India. As India is more closed and still
considerably poorer than China, it cannot yet offset the impact of China’s slowdown on global
growth and trade.

A recent World Bank (2015) study uses a general equilibrium model to quantify how lower and
more balanced growth in China might affect Africa’s future growth (Figure 1.4). The model
simulated the effects of a slowdown, a rebalancing and the combined effect of both.

The combined effect of China’s lower growth and its rebalancing on sub-Saharan Africa is
positive, as the positive effect from the more balanced growth outweighs the negative effect
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Box 1.1. How China’s lower and more balanced growth will affect Africa (cont.)

from lower growth. According to the simulation, by 2030, China’s transition will increase the level
of GDP in sub-Saharan Africa by 4.7% relative to the baseline. Countries best placed to export
consumer goods to China, including agricultural products, will benefit most from China’s lower
but more balanced growth. According to this analysis, Zambia, a main copper exporter, is the
only country that will not gain from China’s switch to a more consumption-based growth model.
However, this simulation does not consider possible growth effects in Africa from additional
Chinese direct investment. To the extent that rising wages in China lead to higher unit labour
cost, China’s external competitiveness in low-end manufactures will be eroded. China could thus
expand its current presence in Africa’s special economic zones, or encourage the creation of new
ones. Such positive growth effects from foreign direct investment (FDI) would increase as African
countries reduce bottlenecks in infrastructure and energy supply.

Trade linkages impact on financial flows via trade credits and indirectly via corporate profits.
China’s trade engagement with Africa has risen markedly since 2000. China has crowded out
other trade partners in relative terms, except for India, which tripled in Africa’s export share
(Table 1.1). In absolute terms, the trade dynamic of emerging partners was crucial in quadrupling
African exports from USD 142.4 billion in 2000 to USD 566.6 billion in 2014. As a bloc, the group
of emerging partners now buys more African exports than advanced countries. Only 15 years
earlier, their share represented one fifth of total African exports. In terms of trade dynamics and
trade shares, China and India now account for a sizeable portion of Africa’s export earnings.

Trade finance is a potentially strong transmission channel between the financial sector and
the real economy. Export credit and development loans from large emerging market economies
(EMEs), notably Brazil, China and India, have occupied a relatively important role as vehicles for
financing trade with Africa (AfDB et al., 2011). As a result of shrinking surpluses in their current
account and dwindling reserves, the size of export buyer credits, resource-backed credit lines
and hybrid financing mechanisms extended to Africa by China and other EMEs risk being cut
back.

The drop in commodity prices can undermine Africa’s resource mobilisation. The price channel,
by which the EME slowdown impacts Africa’s financing, reinforces the effects of the trade channel.
From the perspective of finance, the impact of changes in commodity prices is unlikely to be
symmetric or a zero-sum game. The recycling of large surpluses in the current account of oil
exporters (including African) that has benefited African financing will not be paralleled by
corresponding surpluses of oil importers.

Tax revenues may also be negatively affected in a number of ways. Many countries in Africa
rely on trade taxes (tariffs) to sustain government revenues, so collapsing commodity exports
will worsen fiscal positions. Unlike in non-resource-rich Africa, resource rents accounted for
more than 80% of total tax collection in 2013 and 20% of GDP in oil-rich Algeria, Angola, Congo,
Equatorial Guinea and Libya (AfDB/OECD/UNDP, 2015). Conversely, non-resource-rich countries
broadened their tax base and raised tax collection through direct and indirect taxes. A generalised
slump that affects consumption will lower tax revenues also in those countries.

Financial flows to Africa may be harmed by depleted EME reserves. The liquidity-supply channel has
turned markedly since mid-2014. From a total of USD 1.8 trillion in 2000, global foreign exchange
reserves reached a peak of USD 12 trillion in mid-2014. The fast accumulation of global economic
imbalances over the 2000s brought about a significant shift in the world’s wealth in favour of
EMEs running surpluses (OECD, 2010). China alone stockpiled reserves from USD 170 billion in
2000 to USD 4 trillion in August 2014, in order to contain appreciation pressures. Since mid-2014,
both foreign exchange reserves and sovereign wealth fund (SWF) assets in emerging economies
have dropped as a result of lower commodity prices and lower gross capital inflows. Net sales
of foreign reserves by China, the Russian Federation and Saudi Arabia accounted for most of the
drop. From their peak, these three countries alone have lowered foreign exchange reserves by
USD 1.5 trillion. These countries have been prominent emerging investors in Africa in the past
(AfDB et al., 2011).
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Figure 1.3. Contribution to global growth, 1991-2015, by areas (%)
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Figure 1.4. Impact of China’s transition to lower and more balanced growth on
growth in sub-Saharan Africa (SSA)

® China-slowdown M China - rebalancing
O/U

O China - slowdown + rebalancing

8
n
6 . I " o
» O u = = " ? "
m O n ? O O
s b " o o o o0 9 & s 9
L9 o o)
2 -
n
0 __l__l__l__l__l__l__l__l__l__l__l__l__l_o_l_._l__l__l__l__l__
°
® e * o ° o & ° S °
92 L ° ® (]
° ® °
4 NS N
S O O S R T S SN, S S, ST SR ST SR SN ST N
F AT T T T FTEFT TS S &I ¢FELS
\ﬂ\(z:< fé&\ S s & Nl S ‘é@ Qs\% ‘\'b&/ N /\’fb& 6\%@ @‘Q N S <
& P e S &) S & 9
® &® W &

Note: China’s growth is assumed to slowdown to an average of 6% per year over 2016-30 and 4.6% in 2030. China’s
rebalancing is assumed to reduce the share of investment in GDP gradually from 46.7% in 2015 to 35.5% in 2030,
with a corresponding increase in private consumption. The service sector is assumed to increase gradually from
50% of GDP in 2015 to 61% in 2030. As a counterfactual, the analysis assumed no rebalancing and constant annual

real growth in China of 7% during 2016-30.

Source: World Bank (2015), data provided by the Africa Pulse team.
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Table 1.1. Shares of selected trade partners in Africa’s exports and imports,
2000 and 2014 (%)

2000 2014
Exports Imports Exports Imports
Traditional partners 78.3 75.4 46.7 54.3
EU25 51.3 56.4 34.0 374
United States 20.4 10.1 515 6.4
Emerging partners 21.7 24.6 53.3 457
Brazil 2.0 1.3 1.7 3.0
China 46 49 184 15.3
India 2.4 2.1 6.1 7.4
Russian Federation 0.3 1.0 1.0 0.6
Turkey 1.9 1.3 2.4 1.0
Thailand 0.6 1.2 1.5 0.8
Total value (billion USD) 142.4 104.0 566.6 531.5

Sources: 2000 data: AfDB et al. (2011); 2014 data: UN Comtrade (2015).
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Domestic demand and improved supply conditions support growth against
global headwinds

In 2015, on the demand side, private consumption continued to support growth,
helped by lower oil and food prices and growing remittances (see Chapter 2 for details
on external financial flows). Construction investment, both public and private, also
remained an important driver of growth. In contrast, exports remained mostly sluggish
and often declined due to weak global demand. Thus, Africa’s growth was again
supported by domestic factors, which helped to cope with headwinds from the global
economy. Given Africa’s vulnerability to external shocks, promotion of regional trade
and integration has assumed even greater importance (see Chapter 3).

The recent fall in export prices relative to import prices has led to terms of trade
losses, which reduce the purchasing power of domestic output and adversely affect
profits and investment. Assuming an average oil price of USD 37 per barrel in 2016
and USD 48 per barrel in 2017, the terms of trade of Africa’s main oil exporters will
again be lower in 2016 than in 2015, and will only improve in 2017 (Figure 1.5). However,
given the recent volatility of oil and other commodity prices, assumptions about their
future development and thus the terms of trade prospects for oil-exporting and other
commodity-exporting countries are highly uncertain, with the risks probably weighted
more towards the downside.

The recent commodity bust again highlighted the vulnerability of economies that
depend on a few commodities, with many governments in resource-rich countries now
increasing their efforts to diversify. Lower exchange rates should also help to improve
the international competitiveness of other sectors.

Figure 1.5. Oil prices and terms of trade of Africa’s main oil exporters, 2001-17

QOil price changesin%  ====== Terms of trade changes of main African oil exporters

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015(g) 2016 (p) 2017 (p)

Note: (e) estimates; (p) projections.
Source: Author’s calculations.
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Box 1.2. Africa’s terms of trade

Africa’s terms of trade (i.e. the ratio of export prices to import prices) have improved
markedly over the past decade. This improvement was driven mainly by development in
resource-rich countries, which benefited from the international commodity price boom fuelled by
the global economic recovery and high and resource-intensive growth in China. Africa’s average
(GDP-weighted) terms of trade reached a peak in 2008, rising 65% from itslevelin 2000. This positive
trend was interrupted by the severe global recession in 2009, when commodity prices plummeted.
After commodity prices recovered, Africa’s terms of trade reached a second peak in 2012,
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Box 1.2. Africa’s terms of trade (cont.)

over 80% higher than in 2000. In 2014 and 2015, oil and other commodity prices plummeted once
more. Earlier terms of trade gains were partially lost, although Africa’s average terms of trade
level remained around 50% higher than in 2000 (according to AEO estimates).

Terms of trade changes differ significantly between individual countries. Given their high
dependence on oil and non-oil commodities, Africa’s resource-rich countries are particularly
affected by the boom and bust of international commodity prices. At the same time, oil-
importing countries suffered from the earlier boom in oil prices and now benefit from the lower
prices. However, resource-rich countries have to cope with highly volatile terms of trade. This
is most notable for the terms of trade of Africa’s main oil exporting countries, which are highly
correlated with the development of oil prices (Figure 1.5). Measuring the volatility of terms of
trade changes reveals very high volatility in oil-exporting countries such as Algeria, Angola,
Democratic Republic of the Congo, Gabon, Libya, Nigeria and Sudan, as well as in Zambia, which
depends heavily on copper exports. The Standard Deviation (i.e. the amount of variation from
the mean) of annual terms of trade changes in these countries was around 15 or higher between
2001 and 2014. In contrast, volatility was much lower (SD between 2 and around 5) in countries
that depend less on commodities and/or are more diversified, such as Ethiopia, Kenya, Senegal,
South Africa, Tanzania, Tunisia and Uganda.

The earlier terms of trade boom improved economic prosperity. However, the recent fall in export
prices relative to import prices has partly reversed earlier terms of trade gains. The purchasing
power of domestic output (“command GDP”) has declined relative to real GDP, but growth of real
GDP has also reduced, as lower commodity prices tend to reduce investment and growth in the
resource sector. Other sectors also suffer through their direct linkages with the resource sector
or indirectly where governments respond to lower revenues by cutting spending. However, this
negative effect on growth is mitigated where lower exchange rates enable other firms to export
more and/or cope better with import competition.

It is important to also consider the magnitude and speed of terms of trade changes, both of
which have risen markedly. While economic growth generally benefits from terms of trade gains,
highly volatile shifts in terms of trade can lead to macroeconomic instability and reduce medium-
term growth (Awel, 2012). However, the adverse effects of terms of trade boom and busts on
the economy can be mitigated if monetary and fiscal policies manage to contain inflation and
build up savings during the boom period. This prevents overheating, limits the real appreciation
of the exchange rate and also creates fiscal space, which is needed to counteract an economic
downturn in the following terms of trade bust. However, if policies are pro-cyclical and unable
to contain inflation during the boom, large terms of trade changes will be more disruptive and
policies will be less able to mitigate the adverse effects on the economy when the terms of trade
deteriorate. (For more details about the recent policies of individual countries see the respective
Country Notes.)

On the supply side, many African countries have further improved conditions for
doing business. Among the 51 African countries evaluated in the Doing Business report
(World Bank, 2016a), 23 improved their ranking in 2015. Conditions for doing business
improved most in Kenya, Uganda, Seychelles and Mauritania (as measured by improved
rankings). In 20 other countries, conditions (as measured by scores) remained the
same or improved, but their rankings declined nonetheless as scores in other countries
improved more. In Gabon and Zambia, both the score and the ranking declined, as was
the case in Rwanda, which was among the top reformers in recent years. But Rwanda
still ranks second best after Mauritius among African countries in ease of doing business
(see Chapter 5).
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In 2015, agriculture supported growth in countries where weather conditions
remained favourable and investment had increased productivity. However, several
countries experienced a headwind on growth (notably Ethiopia, Malawi, Namibia, South
Africa, Zambia and Zimbabwe) due to droughts or floods. This sector remains vulnerable
to weather conditions and volatile prices of agricultural products. In resource-rich
countries, growth declined as lower commodity prices strained government budgets
and investment. In some countries, production in extractive industries remained
unchanged or increased slightly despite lower commodity prices (Nigeria and Zambia),
while in others it declined (Botswana, Equatorial Guinea, Gabon, Guinea, Sierra Leone
and South Africa).

Manufacturing activity improved in a few countries (Ethiopia, Kenya, Rwanda
and South Africa), but was often constrained by weak export demand and/or power
shortages. New investment is expected to boost manufacturing in the coming years in
several countries (e.g. Botswana and Mauritius). The construction sector continued to
boost growth in many countries, often driven by public infrastructure programmes, but
also by private investment including in housing. The service sector also remained an
important driver of growth in Africa. Both traditional services such as transport, trade,
real estate, public and financial services and new information and telecommunication
technologies remain important drivers for productivity and growth.

Tourism is also an important and growing service sector in Africa. The number
of available hotel rooms continued to increase (Figure 1.6). However, according to the
World Tourism Organization (UNWTO, 2016), international tourist arrivals in Africa
declined in 2015 by 3% to 53 million. In North Africa, arrivals declined by 8% and in
sub-Saharan Africa by 1%, although the latter returned to positive growth in the second
half of the year. In some countries, tourism was adversely affected by terrorism and
security problems in the region (Burkina Faso, Cameroon, Egypt, Kenya and Tunisia).
Meanwhile, in several countries tourism boosted growth in 2015 (Ethiopia, Madagascar,
Mauritius, Rwanda, Seychelles and Zimbabwe).

Figure 1.6. Number of available hotel rooms in Africa, 2011-15
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An examination of the fastest-growing African countries over the past five years
reveals very different sector patterns (Table 1.2). In Nigeria, structural changes seem to
be in accordance with traditional three-sector theory, as shares of the primary sector
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declined while those of other sectors increased.? The share of agriculture also declined
in many other countries, but increased in Kenya and Tanzania. The share of extractive
industries declined in some countries but increased in others as new production started
and boosted growth (oil in Ghana and iron-ore mining in Sierra Leone). The share
of manufacturing increased in only a few countries (Niger, Nigeria and Uganda), but
remained broadly constant or even declined in many others. In contrast, the construction
and service sectors were important drivers of growth in many countries.

In short, African countries are achieving growth performance with quite different
sectoral patterns. However, the simplistic three-sector theory can be misleading as
productivity is not only raised by factor reallocation between sectors, but also through
modernisation and reallocation within sectors, as well as via better linkages between
sectors. In particular, higher productivity in agriculture can boost food processing and
leather processing and manufacturing to the benefit of both sectors (McMillan and
Harttgen, 2015).

Table 1.2. Sectoral changes in Africa’s fast-growing countries, 2009-14
(Changes of shares in GDP in percentage points)

Mining and
Agriculture, quarrying
forestry, fishing including oil and Electricity, gas
and hunting gas extraction = Manufacturing Construction and water Services

Burkina Faso -0.7 5.4 -3.6 42 0.3 -5
Congo 0.1 -3.6 0.1 1.8 0.1 15
Democratic Republic

of the Congo -1.9 0.4 -1.5 05 0 25
Ethiopia -10.2 0.6 0.3 41 -0.4 5.6
Ghana -12.2 7.4 -1 3.7 -0.1 2.2
Kenya 33 0.2 -1.7 0.6 -0.3 -2.1
Malawi -5.3 0.2 -2.1 1.9 -0.1 5.4
Mozambique -2.2 2 -1.8 0.5 -0.1 1.6
Niger -1.6 3.3 1 0 -0.1 -2.6
Nigeria -16.1 -1741 6.5 1.9 0.4 24.4
Rwanda -1.2 1.1 -0.5 15 0.1 -1
Sierra Leone -8.2 17.2 -0.6 -0.5 0.1 -8
Tanzania 15 1.6 0 2.1 -0.5 -4.7
Uganda -2.5 -0.5 15 2.1 -0.4 -0.2
Zambia -2.9 -2.3 -1.2 3.4 0.1 2.9

Note: Selected countries with average annual real GDP growth during this period of above 5%.
Source: Author’s calculations based on data from the Statistics Department, African Development Bank.

Growth remains highest in East Africa

Economic growth varies across countries and regions, reflecting factors such as
differences in income levels, dependence on commodity exports, political and social
stability, and macroeconomic and structural policies. In 2015, growth continued to
be highest in East Africa, followed by West Africa and Central Africa, and remained
lowest in Southern Africa and North Africa. Assuming a gradual improvement in
international and domestic conditions, growth is projected to accelerate in all regions in
2016/17 (Table 1.3).

32 African Economic Outlook © AfDB, OECD, UNDP 2016



1. AFRICA’'S MACROECONOMIC PROSPECTS

Table 1.3. Africa’s growth by region, 2014-17
(Real GDP growth in percent)

2014 2015 (e) 2016 (p) 2017 (p)

Africa 3.7 3.6 3.7 45
Central Africa 6.1 37 3.9 5.0
East Africa 6.5 6.3 6.4 6.7
North Africa 1.4 3.5 3.3 3.8
Southern Africa 2.8 2.2 19 2.8
West Africa 6.0 3.3 4.3 5.5
Memorandum items:

Africa excl. Libya 4.2 3.7 3.8 45
Sub-Saharan Africa (SSA) 5.0 3.6 4.0 4.9
SSA excl. South Africa 5.9 4.2 4.7 5.6

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

In 2015, East Africa was again the continent’s fastest-growing region and is expected
to continue its high growth path in 2016/17. The region benefits from large FDI inflows,
although there is some uncertainty about the actual development of these flows in 2015
(see Chapter 2). The region’s strong growth performance in 2015 was widespread with
many countries achieving growth of more than 5% (Djibouti, Ethiopia, Kenya, Rwanda,
Tanzania and Uganda) and expected to continue on a high growth path in 2016/17. Sudan
also performed better following the shock of the secession in 2011. Growth in these
countries was often driven by services and construction including public investment
programmes, but also partly by industry and - where weather conditions remained
favourable (Sudan and Tanzania) - by agriculture. Conversely, in South Sudan the fall
in oil prices and oil production and the political conflict had a strong negative impact
on real GDP, which contracted in 2015. The future outlook depends in particular on the
timely implementation of the latest Peace Agreement. In Eritrea, the economy stagnated
due to low export demand and difficult business and investment conditions, and in
Comoros the energy crisis continued to weigh on growth.

In West Africa, growth slowed in 2015 due to the sharp fall in commodity prices
and the Ebola crisis. In Nigeria, Africa’s largest economy, oil production remained
low and growth of the non-oil sector weakened as the government cut spending due
to lower oil revenues. Private-sector activity was also adversely affected by tighter
monetary policy and foreign exchange restrictions, which were implemented to counter
depreciation of the currency. Growth is expected to recover gradually with the help of a
more expansionary government budget. The Ebola crisis has a significant impact on the
economies of Guinea, Liberia and in particular Sierra Leone, with the fall in commodity
prices further adding to the shock (see Box 1.3). However, some other countries in the
region achieved relatively high growth in 2015 (Benin, Cote d’Ivoire, Mali, Senegal and
Togo) and their outlook for 2016/17 remains favourable.

In Central Africa, growth also weakened in 2015. Growth in the Republic of the
Congo (Congo) declined as the government responded to falling oil revenues by cutting
infrastructure investment. In Equatorial Guinea, GDP fell as oil production declined, and
this trend is likely to continue in 2016/17. In the Central African Republic, GDP recovered
despite the political conflict and security risks, and with improved security and a
normalisation of international co-operation the economy should continue to pick up.
Cameroon continued its trend of solid and broad-based growth driven by agriculture
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and forestry, construction, industry and oil production, despite security problems in
parts of its northern border region. In Gabon, the government continued its investment
programme and boosted growth despite lower oil revenues. In the Democratic Republic of
the Congo, growth moderated in 2015 but remained solid, driven by agriculture, services
and industries, with production increasing in the majority of extractive industries.

In Southern Africa, growth slowed down in 2015 and is expected to recover only in
2017. Weak international conditions including lower commodity prices, the drought and
other factors, such as power shortages, dampened growth in the region in 2015. South
Africa continued its low growth trajectory and is expected to weaken further in 2016
before recovering in 2017. Many factors, notably low commodity prices, weak export
demand, and power shortages, strikes and the drought in agriculture, are depressing
consumer and business confidence and production. As South Africa is an important
export destination for neighbouring countries its weakness affects the whole region.
In other countries in the region that depend even more on commodity exports, notably
Angola (oil) and Zambia (copper) as well as Botswana (diamonds), growth also declined.
In Mozambique, growth moderated in 2015 but remained solid, and was boosted by higher
production in agriculture and the power and extractive industries sectors. Despite a
significant reduction in 2015, FDI also remained a major driver of Mozambique’s growth.

In North Africa, the macroeconomic situation remains uneven. In Libya, disruption
in oil production and ongoing political conflicts and uncertainty led to another fall in real
GDP. Ending the fighting between rival militias and establishing a national government
is key for an economic recovery. Tunisia achieved only modest growth in 2015 boosted by
good harvests, while production in other sectors remained weak. Mining and industry
sectors were adversely affected by weak exports and tourism, which had recovered
gradually, declined once again after terrorist attacks. In Algeria, growth remained steady
thanks to a rebound in oil production. Morocco achieved the highest broad-based growth
in the region supported on the demand side by private consumption and investment and
on the production side by the construction sector and agriculture, which benefited from
good weather conditions and past investment in irrigation. Tourism was also adversely
affected by security problems in the region but to a much lower extent than in Tunisia.
In Egypt, growth strengthened as the political scene stabilised and business sentiment
improved. Higher wages and social spending supported consumption and investment
also increased. On the production side, the service sector boosted growth although
tourism was again adversely affected by security concerns. Current plans for economic
reforms and mega projects will, if fully implemented, further strengthen the economy.

Box 1.3. The Ebola crisis

Thanks to international support and national policies, the spread of the Ebola Virus
Disease (EVD) in the three most-affected countries has been contained. The World
Health Organization (WHO) declared West Africa “free of Ebola”, although there is still
a risk of flare-ups. The three West African countries most hit by the EVD outbreak,
Guinea, Liberia and Sierra Leone, are on their way to recovery. The epidemic caused
tremendous human hardship and resulted in high economic and social costs in these
countries including possible reversals of gains achieved in various areas. By mid-March
2016, in these three countries there had been 28 603 reported cases of the virus (0.13%
of the total population in these countries) and 11 301 reported deaths (4 809 in Liberia,
3 956 in Sierra Leone and 2 536 in Guinea) according to WHO. A large number of health
workers also died as a result of infection. Health systems must now be restored to
functioning status and further improved. Governments are taking measures not only
to restore gains lost due to the EVD crisis, but also to better cope with the risks of
epidemics and other health threats, and improve access to quality health services.
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Box 1.3. The Ebola crisis (cont.)

During the height of the epidemic, economic activity came to a standstill in the most-
affected regions, unemployment increased and children could not go to school. As these
countries also depend on commodity exports (iron ore in Sierra Leone and Liberia,
aluminium, oil, gold and diamonds in Guinea), these economies suffered a “double
shock”, as commodity prices declined sharply. As a result of these shocks, real GDP
shrank in Sierra Leone in 2015 by about one fifth. In Guinea and Liberia, the impact was
smaller with GDP estimated to reach levels similar to 2014. In the three years prior to
the Ebola outbreak (2011-13), and before the commodity price declines, average growth
amounted to almost 14% in Sierra Leone, above 8% in Liberia and above 3% in Guinea.

The economic costs from these shocks include high fiscal costs. Despite massive budget
support from donors and direct donor spending to fight the epidemic, fiscal positions
weakened in 2014/15. There are also ongoing surveillance and prevention costs. Given the
reduced fiscal space, governments now face the challenge of preventing excessive debt
and ensuring medium-term fiscal sustainability, while preserving growth-enhancing
government expenditures such as infrastructure investment. The economic forecast
for these countries is cautiously optimistic. In Guinea and Liberia, real GDP growth is
expected to accelerate in 2016 to 4% and almost 3%, respectively, and to strengthen
further in 2017. In Sierra Leone, growth is expected to recover only by 2017, but the level
of GDP will still be much lower than in 2014.

International commodity prices have declined further

Commodity prices, which started to edge down in 2013, fell sharply during the
second half of 2014. The decline continued during 2015 and the beginning of 2016
(Figures 1.7, 1.8 and 1.9). Between mid-2014 and January 2016 the oil price declined by
more than 70% and is presently at its lowest level in 13 years, almost 30% lower than at
its lowest level during the 2008/09 global recession. The main reason for the plunging
prices is global oversupply. With new suppliers coming on stream, demand has not
kept pace with supply but is restrained by slower economic growth in industrial and
emerging countries, including China. Slowing demand from China and other countries
also reduced copper prices to their lowest level in more than seven years. Prices of other
commodities, such as iron ore and gold, and export prices of some agricultural products,
notably cotton, also declined, with gold price recovering recently. The decline of coffee
prices was more moderate and the price of cocoa remained high in 2015.

The AEO 2016 economic forecast for Africa is based on the assumption that the price
of oil and other commodities will stabilise and slowly recover. But given current low
levels, average prices will still be lower in 2016 than in 2015, and will only increase
in 2017. Assuming an average oil price level of USD 37 per barrel in 2016 and USD 48
per barrel in 2017, oil prices will decline by 27% in 2016 before rising by around 30% in
2017. However, given the uncertainties affecting the global economy in general and oil
and commodity markets in particular, these assumptions involve significant risks, with
downside risks probably more significant than upside risks.

Africa’s main commodity exporters are heavily affected by these price declines.
In some countries production in extractive industries has continued to increase, thus
boosting GDP, while in others production has been cut. The low price levels also weigh
against profits and can have adverse effects on investment and exploration, thus
reducing growth potential. In several African countries, revenues from oil and non-oil
commodity exports are the main source of finance for both import demand and, through
tax revenues, government expenditure. These countries now have to cope with weaker
current accounts and exchange rates and additional fiscal pressures. However, lower
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oil prices also have beneficial effects as they reduce costs for heating, transport and
production in energy-intensive sectors. Import prices of basic foodstuffs also continued
to decline in 2015. Taken together with lower energy prices, this decline mitigates
inflationary pressures, increases the purchasing power of households, tends to boost
domestic demand and could also alleviate poverty.

Commodity prices can affect Africa’s economic growth through various channels.
The overall effect depends on the size of oil and non-oil commodity exports and oil
and food imports. Analysis by the African Development Bank shows that, in the short
term, the growth impact (per percentage price change) through the export channel is
largest for oil prices, followed by metal prices and export prices of agricultural products.
However, over the longer term, the latter have the largest impact on growth in exporting
countries. According to this analysis, the average commodity price increase between
2010 and 2014 explains about 30% of growth in Africa’s commodity-exporting countries
(AfDB, forthcoming). However, this implies that if commodity prices remain at current
low levels, growth prospects for Africa’s commodity-exporting countries would remain
weaker than in AEO projections, which assume a gradual recovery of commodity prices
during 2016/17.

Figure 1.7. Commodity prices, January 1999-January 2016
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Figure 1.8. Export prices of agricultural products, January 1999-January 2016
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Figure 1.9. Import prices of basic foodstuffs, January 1999-January 2016
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Source: World Bank (2016b).
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Monetary policy stances diverge as countries face different inflationary and
currency pressures

In many African countries, inflation remained moderate in 2015. However, Africa’s
average inflation remains higher (7.4%) than median inflation (4.3%) due to particularly
high inflation in several countries: South Sudan (41.1%), Malawi (21.2%), Sudan (16.9%),
Eritrea (12.5%), Egypt (11.2%), Angola (10.2%) and Zambia (10.1%) (Figure 1.10). Inflationary
pressures increased in countries where currencies depreciated in the wake of lower
commodity prices, eroding external and fiscal positions and global risk perceptions. In
2015, central banks continued to maintain or achieve price stability, in accordance with
their mandate. They used different monetary frameworks to pursue their objectives,
such as inflation targeting (Ghana and South Africa) or other regimes, often with money
aggregates as operational and intermediate targets (Berg et al., 2015). Exchange rate
regimes also differ between countries. In many countries, central banks are labouring
to improve the effectiveness of their policies for macroeconomic management. This is
particularly difficult in countries with underdeveloped financial markets, and in cases
where countries are hit by external shocks and central banks are faced with conflicting
targets. This was the case in 2015 when external balances deteriorated and exchange
rates came under pressure in resource-rich countries after the fall of oil and other
commodity prices. In Nigeria, monetary policy was first eased to stimulate the economy
and foreign reserves were used to defend the currency. But towards the end of 2015,
foreign exchange restrictions were implemented to stabilise the exchange rate and
halt the erosion of foreign reserves. The authorities are expected to gradually lift the
restrictions and adopt a more flexible exchange rate policy. Since the end of 2015, a
Standby Credit Facility agreement with the International Monetary Fund (IMF) together
with further monetary and fiscal tightening is being used to stabilise the exchange rate
and shore up reserves.

Several other countries also coped with worsening external positions, sharply
falling exchange rates and inflationary pressures. They generally responded by
tightening policies (e.g. Algeria, Angola, Ghana, Kenya, Lesotho, Malawi, South Africa,
Uganda and Zambia). But several other countries (e.g. Botswana, Morocco, Mauritius)
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continued accommodative monetary policy or saw room for further easing with a view
to stimulating the economy, as inflation remained low or declined due to lower oil and
food prices. The Central African Economic and Monetary Union (CEMAC)? also responded
to lower growth and moderate inflation and further reduced its benchmark interest rate
to 2.45%. In contrast, the West African Economic and Monetary Union (WAEMU)* kept its
benchmark interest rate constant at 3.5%. In 2015, inflation in WAEMU countries was on
average below 1.5% and lower than in CEMAC countries, where it was around 3%.

Figure 1.10. Consumer price inflation in Africa, 2003-17
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Source: Statistics Department, African Development Bank.
StatLink =iz http://dx.doi.org/10.1787/888933350023

Fiscal positions and current accounts have deteriorated in many countries

Falling commodity prices significantly impacted government budgets in resource-
rich countries already in 2014, with pressure increasing in 2015. Many countries had
accumulated reserves during the preceding boom period and were able to cope with
these headwinds. But some had recorded relatively large budget deficits in 2014, which
increased further in 2015 (Algeria, Congo, Libya, South Sudan and Zambia). Some
countries less dependent on oil or other commodities also face significant budgetary
pressures, and a few ran deficits in 2015 close to 10% of GDP or higher (Congo, Egypt,
Eritrea and Gambia).

However, a few countries recorded budget surpluses in 2015 (Botswana, Lesotho
and Seychelles), and many experienced relatively small budget deficits of around 3%
of GDP or lower (Burkina Faso, Comoros, Democratic Republic of the Congo, Ethiopia,
Gabon, Guinea-Bissau, Mauritania, Nigeria, Sudan, Swaziland and Zimbabwe). Most
governments are taking measures to limit budget deficits.

Givenincreased budgetary pressures, maintaining debt at sustainable levels assumes
even greater importance. According to the World Bank and IMF debt sustainability
analysis, almost half of countries assessed in recent years are at a moderate risk of debt
distress and almost a quarter are at low risk, while more than a quarter are at high risk.
The risk assessment worsened for six countries (compared to AEO 2015), which moved
from moderate to high-risk classification (Cameroon, Ghana and Mauritania) or from
low to moderate risk (Congo, Ethiopia and Madagascar). Comoros moved in the other
direction from high to moderate risk (Table 1.4).
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Table 1.4. Debt sustainability analysis in African countries:
Assessing risks of debt distress

Low risk Moderate risk High risk
Benin (January 2013) Burkina Faso (May 2015) Burundi (April 2015)
Kenya (September 2015) Cabo Verde (September 2014) Cameroon (December 2015)
Liberia (February 2015) Comoros (February 2015) Central African Republic (October 2015)
Nigeria (March 2015) Congo (September 2015) Chad (May 2015)
Rwanda (June 2015) Democratic Republic of the Congo (October 2015) Djibouti (December 2015)
Senegal (September 2015) Cote d’lvoire (December 2014) Ghana (September 2015)
Tanzania (July 2015) Ethiopia (October 2015) Mauritania (February 2015)
Uganda (November 2015) Gambia (April 2015) Sao Tome and Principe (July 2015)
Guinea (February 2015) Sudan (December 2014)
Lesotho (July 2014) Zimbabwe (July 2014)

Madagascar (December 2015)
Malawi (March 2015)

Mali (December 2014)
Mozambique (August 2015)
Niger (March 2015)

Sierra Leone (November 2015)
South Sudan (December 2014)

Togo (November 2014)
Zambia (June 2015)

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

Measures to limit indebtedness differ between countries and include spending cuts,
tax rate increases, tax base broadening and improved tax collection. On the spending
side, the narrower fiscal space increases the importance of using spending effectively
to improve provision of basic services for the whole population and boost economic
growth. Lower energy prices make it politically easier to phase-out energy subsidies and
several countries have already implemented such measures.

On the revenue side, a balance must be struck between different objectives, in
particular creating more revenues and avoiding adverse effects on economic growth.
Broadening the tax base by reducing tax preferences and exemptions and improving
tax administration is generally preferable to increasing statutory tax rates. An effective
tax administration requires a highly qualified and well-equipped staff that can work
without political interference. The task of tax collectors is eased if the tax burden is
relatively low, if the number of taxes is relatively small, and if taxation law is clear,
relatively simple and gives tax collectors minimal discretionary power to determine
tax liability. Reducing corruption and improving the quality of public spending, such
that people perceive taxes as essential for financing public goods and services, also
facilitates tax collection (Leibfritz, 2015).

In Africa, there is significant potential for further improving tax collection. According
to the World Bank’s Paying Taxes 2016 report, Africa remains a difficult region in which
to pay tax but many countries are implementing measures to reduce compliance costs
for taxpayers (World Bank /PwC, 2015). Several countries have recently implemented or
improved electronic systems for filing and paying taxes, such as Cabo Verde, Morocco,
Mozambique, Rwanda, Seychelles, Tanzania and Zambia. Five African countries stand
out in terms of ease of paying taxes and are listed among the 50 best-practice countries
in the World Bank report. These are Mauritius (ranked 13), South Africa (20), Seychelles
(43), Zambia (46) and Rwanda (48). However, many African countries still rank poorly in
this international comparison, largely because of their high administrative burden on
taxpayers and the complexity of their tax systems.
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The sharp fall in oil prices not only increased pressure on government budgets,
but also led to a sharp deterioration in current accounts for oil-exporting countries
(Figure 1.11). During the oil price boom, Africa’s main oil-exporting countries generally
recorded large surpluses in their current accounts, but since last year all hold deficits.
These were particularly large in the Republic of the Congo and Libya, where oil production
was disrupted by ongoing political conflict. Oil-importing countries are benefiting
from lower oil prices and some have improved their current accounts. But on average,
the current account deficit of these countries improved only marginally despite relief
from lower international oil and food prices. Lower export prices and export volumes
outweigh lower import prices for oil and food. In some countries, weaker exchange rates
also pushed up import prices.

Figure 1.11. Current account balance in Africa’s oil-exporting
and oil-importing countries, 2003-17
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Most African countries have now a “twin deficit” with both the government budget
and the current account in deficit. Where this leads to declining foreign reserves and
inflationary pressures, it can pose serious risks to macroeconomic stability. External and
fiscal deficits are sometimes interrelated, but the causal relationship can go both ways.
For example, a twin deficit could be caused by a decline in export revenues, which leads
to lower government revenues while imports and government spending are maintained
at existing levels, with the result that both external and fiscal positions deteriorate.
However, a twin deficit could also originate from the government budget if an increase
in public spending is not accompanied by higher public revenue or private net savings,
causing both fiscal and external positions to deteriorate. A combination of lower export
earnings and higher public expenditure could also lead to a twin deficit.

In 2015, worsening of current accounts was often accompanied by deterioration of
the fiscal position (Figure 1.12). For resource-rich countries such as Algeria, Chad, Congo,
Gabon, Libya, Nigeria, South Sudan and Zambia, the deterioration of the external balance
(due to lower export earnings) led to the deterioration of the fiscal balance (due to lower
tax revenues from extractive industries). In several countries, currency depreciation
also contributed to the recent deterioration of external balances by pushing up import
prices. However, weaker currencies will eventually result in an improvement in trade
balances, with domestic firms better able to compete with foreign firms, both in export
and domestic markets (J-curve effect).>
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Prevention of unsustainable twin deficits therefore requires not only prudent
fiscal policies, but also competitive real exchange rates and further improvement in
conditions for domestic firms and foreign direct investment. Both fiscal and external
deficits will then eventually decline. If the remaining current account deficits are to a
large extent financed through FDI they will be sustainable, as this type of financing does
not increase external debt.

Figure 1.12. Changes in current account and government budget balances
in African countries between 2014 and 2015, in percentage points of GDP
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Will Africa reap a demographic growth dividend from its young population?

Africais the continent with the fastest-growing population in the world. From 2000 to
2015, population numbers increased by more than 370 million from 814 million to almost
1.2 billion. According to United Nations projections (medium scenario), the population
will rise to almost 1.7 billion in 2030 and almost 2.5 billion in 2050.% Africa’s share of
the world population is predicted to increase from currently around 16% to almost 20%
in 2030 and above 25% in 2050. A young and growing population is generally seen as
providing a “demographic dividend” to GDP growth and GDP per capita growth through
labour supply. The underlying reason is growth of the labour force and the proportion of
population of working age.

In coming decades, Africa will have the most favourable demographics in the
world, in terms of the development of people at working ages. Its population at working
age (defined as 15-64) is increasing rapidly and faster than the total population. This
absolute and relative increase of potential labour supply opens a window to boost
Africa’s annual growth of GDP per capita by up to half a percentage point over the next
15 years (Figure 1.13). However, measuring the positive mechanical demographic effects
on labour supply and growth (see Annex 1.A1) only provides a starting point for analysis
of the effects. It is important to also consider the labour market and productivity. The
positive labour supply effect on growth will only materialise if enough jobs are created.
Otherwise, people will be discouraged from entering the labour force (causing labour
market participation to fall) or, after entering the labour market, will be unable to find
a job (causing unemployment to rise). This requires a fundamental change in policy, as
Africa has failed in the past to create enough good jobs despite higher economic growth
(Page and Shimeles, 2014; Gallup, 2015).
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Figure 1.13. Africa’s potential demographic dividend
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Note: Potential impact on GDP per capita growth (in percentage points) as calculated by the percentage change
in the proportion of the working-age population.
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The demographic effect on productivity growth is linked to impacts on savings,
investment, labour efficiency and innovation. In principle, productivity growth in
young populations should increase in each of these areas. As birth rates decline, both
families and the government will have more resources available per child to provide
better education and health care, which boosts productivity over time. With relatively
more people at working age, the savings rate could increase and also raise productivity
through more investment. Migration of workers to areas with higher levels of income
and productivity, notably in cities, could also increase Africa’s productivity. By the mid-
2030s, about half of Africans are expected to live in cities (see Chapters 6, 7 and 8).

However, a number of downside risks could impact productivity growth. In particular,
the growing labour force may lack the necessary skills (human capital), and firms and
public infrastructure may not provide adequate physical capital. Africa’s demographics
also raise a number of questions: Will current low levels of productivity in agriculture
and the effects of global climate change compromise Africa’s ability to provide food
security for a growing population? How can Africa attain environmental sustainability
in the face of rising populations and increasing economic activity?

Africa’s future demographics thus offer opportunities but also create challenges.
Africa’s “economic renaissance” of the past two decades gives reason to hope that the
continent will reap the demographic dividend in coming decades. But as much depends
on how policy makers respond to these challenges, it is difficult to judge which view will
finally prevail (AfDB/OECD/UNDP, 2015: 139ff; Basu and Basu, 2015; Canning, Raja and
Yazbeck, 2015; Leridon, 2015; Sachs, 2015).

These considerations suggest that countries in East, West and Central Africa have
the potential to reap a significant demographic dividend, while the dividend will be
much smaller in Southern Africa and North Africa (see Annex 1.A1). To exploit this
potential, countries must make managing demographic transition a key policy priority.

It is of the utmost importance to:

« reduce bottlenecks that still constrain demand for labour by promoting
entrepreneurship and private-sector activity in general, while simultaneously
helping young people to obtain the skills needed to obtain a decent job (see the
Special Theme on Promoting Youth Employment in AfDB et al., 2012)

« ensure food security and environmental sustainability

 speed up the demographic transition towards lower birth rates by improving health
care, education and family planning.
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Table 1.5. Macroeconomic developments in Africa, 2007-17
(Summary table)

2007-11 2012 2013 2014 2015(e) 2016(p) 2017(p)

Real GDP growth (%)
Central Africa 5.9 6.3 3.3 6.1 3.7 3.9 5.0
East Africa 6.4 4.5 72 6.5 6.3 6.4 6.7
North Africa 3.6 9.6 17 14 3.5 3.3 3.8
Southern Africa 3.8 3.4 37 2.8 2.2 19 2.8
West Africa 6.3 5.2 57 6.0 3.3 43 585
Africa 4.7 6.4 3.9 3.7 3.6 3.7 4.5
Africa (excluding Libya) 5.0 3.9 4.3 4.2 3.7 3.8 4.5
Memorandum items

North Africa (including Sudan) 36 9.0 19 1.6 3.6 3.5 4.0

Sub-Saharan Africa 54 4.5 5.2 5.0 3.6 4.0 4.9

Sub-Saharan Africa excluding South Africa 6.2 5.1 5.9 59 4.2 4.7 56

Oil-exporting countries 4.8 7.9 3.5 37 3.5 3.9 4.6

Oil-importing countries 4.5 4.2 4.5 3.8 3.6 34 4.4
Consumer prices (inflation in %)
Central Africa 7.0 35 1.8 2.4 2.1 2.3 2.4
East Africa 12.7 19.3 12.8 12.5 9.3 79 8.0
North Africa 79 76 5.1 6.4 7.6 6.3 6.7
Southern Africa 8.1 6.5 6.4 6.3 5.8 79 8.0
West Africa 9.8 10.5 7.7 72 8.3 8.7 8.0
Africa 8.9 9.2 6.8 1.2 7.3 7.2 7.2
Memorandum items

North Africa (including Sudan) 82 94 7.1 84 8.2 6.8 7.0

Sub-Saharan Africa 10.0 10.2 7.8 7.6 7.2 7.8 7.6

Oil-exporting countries 9.7 104 7.5 8.2 8.8 8.3 8.4

Oil-importing countries 7.6 74 57 56 52 56 5.6

Overall fiscal balance, including grants (% GDP)

Central Africa 4.0 -0.4 -1.3 -2.2 -4.2 -4.0 -2.9
East Africa -2.5 -3.8 -4.0 -3.6 -4.6 -4.4 -3.7
North Africa -1.3 -3.1 -6.7 -1141 -13.3 -12.1 -11.3
Southern Africa -1.7 -2.3 -2.9 -4.0 -3.9 -3.9 -3.8
West Africa -2.4 -2.2 -0.3 -0.2 -2.9 -3.6 -3.3
Africa -1.5 -2.6 -3.3 -4.8 -6.6 -6.5 -5.9
Memorandum items
North Africa (including Sudan) -1.3 -3.1 -6.3 -10.1 -11.8 -10.7 -10.0
Sub-Saharan Africa -1.6 -2.3 -1.9 2.2 -3.7 -3.9 -3.5
Oil-exporting countries -0.8 -1.5 2.7 -5.3 -8.1 -8.1 -7.3
Oil-importing countries -24 -4.1 -4.2 -4.0 -4.4 -4.0 -3.6

External current account, including grants (%GDP)

Central Africa -2.3 -3.0 -6.5 -7.6 -10.2 -10.4 -10.6
East Africa -5.8 7.2 -10.0 -9.3 -8.9 -7 7.2
North Africa 5.5 16 1.4 -5.1 -9.3 -7.5 -6.6
Southern Africa -2.1 -2.6 -3.6 -5.3 -6.1 -5.8 -5.6
West Africa 4.4 0.8 0.7 -1.8 -4.6 -4.4 -3.2
Africa 1.5 -1.0 -2.6 -4.8 -1.3 -6.4 -5.8
Memorandum items
North Africa (including Sudan) 4.4 0.6 -2.1 -5.5 -9.0 7.3 -6.5
Sub-Saharan Africa -04 2.2 -3.2 -4.8 -6.5 -6.0 -5.4
Oil-exporting countries 6.6 35 0.9 -2.9 -7.3 -6.4 -54
Qil-importing countries -5.2 -7.4 -7.9 -7.9 -7.3 -6.4 -6.3

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

© AfDB, OECD, UNDP 2016 African Economic Outlook 43



1. AFRICA'S MACROECONOMIC PROSPECTS

Annex 1.A1. Africa’s potential demographic dividend

Growth in the proportion of the working-age population is boosting growth of per
capita GDP (see Box 1.A1.1). Over the past 15 years, the potential demographic impact
on Africa’s average annual GDP per capita growth amounted to 0.2%, and is expected
to double to 0.4% in the coming 15 years, before declining marginally to 0.3% between
2030 and 2050. The potential demographic dividend will be particularly large in East,
West and Central Africa (Tables 1.A1.1 and 1.A1.2 and Figure 1.A1.1), as the demographic
transition to lower birth rates has been delayed in these regions, but is now accelerating.
This raises the proportion of the working-age population and reduces the dependency
ratio. In contrast, the lowering of birth rates in North and Southern Africa is more
advanced and the speed of the demographic transition is slowing (Figure 1.A1.2).

The future demographics of Africa can be mapped onto the Demographic Transition
Model (DTM), which describes population change over time.” East, West and Central
Africa match stage 3 of the model relatively well, while demographic transition in North
and Southern Africa (or at least in the more developed countries in these regions) is
more advanced and can be characterised as stage 4. In countries where birth rates are
still high, policies could help to accelerate their decline. This would further reduce
population growth and increase the potential demographic dividend, as the proportion
of the working-age population would increase faster and the dependency ratio would
fall further. According to the theory of demographic transition, there is a positive
relationship between fertility and child mortality. In order to achieve a desired number
of surviving children, fertility tends to be high when child mortality is also high, and
declines when child survival increases. While other factors also affect fertility, the
impact of child mortality seems to be obvious for African countries (Figure 1.A1.3). This
implies that better health care and education together with adequate family planning
help to speed up the demographic transition and further improve economic growth and
welfare.

In contrast to Africa, the proportion of the working-age population is already
declining in more developed countries, as well as in some emerging countries. In the
coming years, China will face a pronounced reduction in the proportion of the working-
age population, partly as result of the former one-child policy. China’s demographic
dividend of past decades could thus act as a “tax” weighing on growth of potential output
(West, 2015). Indeed, over the past 15 years China’s demographic transition boosted
annual growth of potential GDP per capita by 0.5% (Table 1.A1.2). However, over the next
15 years the change in demographics will, all things being constant, reduce growth by a
similar amount (i.e. a turnaround of 1%).
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Table 1.A1.1. Estimates and projections of Africa’s population and working-age population

Levels in million (rounded)

Annual average growth in %

2000 2015 2030 2050 2002-15 2016-30 2031-50
Africa
Population 814 1186 1679 2478 2.5 2.3 2.0
Working-age population 439 658 985 1534 2.7 2.7 2.2
East Africa
Population 259 394 579 878 2.8 2.6 21
Working-age population 133 211 336 547 31 3.1 2.5
Central Africa
Population 96 152 232 369 3.1 2.9 2.4
Working-age population 49 79 128 224 3.2 3.3 2.8
North Africa
Population 172 224 282 354 1.8 1.6 11
Working-age population 102 140 181 226 2.2 1.7 11
Southern Africa
Population 51 63 70 78 1.3 0.8 0.5
Working-age population 31 4 47 53 1.8 0.9 0.6
West Africa
Population 235 353 516 798 2.7 2.6 2.2
Working-age population 125 188 292 484 2.8 3.0 2.6

Note: The working-age population is aged 15-64.

Source: Author’s calculations based on UN DESA (2015).

Table 1.A1.2. Estimates and projections of Africa’s potential demographic dividend

(Age groups 15-64)

Proportion of population at working age (%)

Percentage change in the proportion

of population at working age (annual average)

2000 2015 2030 2050 2001-15 2016-30 2031-50

Africa 53.96 55.53 58.56 61.90 0.2 0.4 0.3
East Africa 51.26 53.44 57.98 62.33 0.3 0.6 0.4
Central Africa 50.67 51.66 55.30 60.56 0.1 0.5 05
North Africa 59.12 62.61 64.06 63.77 04 0.2 0.0
Southern Africa 60.47 65.11 66.99 68.23 0.5 0.2 0.1
West Africa 53.09 53.36 56.54 60.61 0.0 04 04
Memorandum items:

World 63.00 65.70 64.70 62.70 0.3 -0.1 -0.2
More developed regions 67.50 66.00 61.10 57.80 -0.1 -0.5 -0.3
Less developed regions

excluding China 59.60 63.30 64.60 64.30 04 0.1 0.0
China 68.30 73.20 68.00 58.90 0.5 -0.5 -0.7

Note: Percentage change refers to the potential demographic impact on annual GDP per capita growth. It refers to the
percentage change (not the percentage point change) of the proportion of the working-age population calculated as:
100*(t/t-1 -1). For example, the potential annual average demographic dividend 2015-30 for Africa is calculated as

100*(58.56/55.3-1)/15 = 0.4.
Source: Author’s calculations based on UN DESA (2015).

© AfDB, OECD, UNDP 2016

African Economic Outlook

45



1. AFRICA'S MACROECONOMIC PROSPECTS

Figure 1.A1.1. Potential demographic dividend in Africa by region
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Note: The potential impact on GDP per capita growth (in percentage points) is calculated by the percentage
change in the proportion of the working-age population (2001-50).

Source: Author’s calculations based on UN DESA (2015).
StatLink sz http://dx.doi.org/10.1787/888933350060

Figure 1.A1.2. Development and prospects of total fertility (children per woman) in Africa
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Source: UN DESA (2015).
StatLink zz=r http://dx.doi.org/10.1787/888933350075
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Figure 1.A1.3. Total fertility rate (TFR) per woman and under-5 mortality

TR rate per 1 000 in African countries, 2014
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Note: The regression line is TFR = 2.322 + .0237 * U-5MR and the R-square of the regression between the under-5
mortality rate and TFR is 0.623. This mono-causal (and therefore simplistic) approach suggests that TFR of 6 is
associated with U-5MR of 155, thus reducing TFR to 3 requires a reduction of U-5MR to around 30.

Source: Author’s calculations based on AEO 2015 statistics.

StatLink si=r http://dx.doi.org/10.1787/888933350087

Box 1.A1.1. Calculating the potential demographic growth dividend

The mechanical demographic impact through labour supply on gross domestic product (GDP) can
be seen from the following identities:

(1) GDP = (GDP/E) * E = PROD *E

Where E is the number of employed workers and GDP/E = PROD is productivity per worker.
Economic growth is then:

(1a) Growth of GDP = growth of E + growth of PROD

With growth of PROD, the share of the employed workers in the labour force (employment rate)
and the share of the labour force in the population at working age (participation rate) allremaining
constant, the change in growth of GDP is equal to the change in growth of the labour force (LF) and
the change in growth of the working-age population (WAPOP).

(1b) Change in growth of GDP = change in growth of employment (E) = change in growth of labour
force (LF) = change in growth of working-age population (WAPOP).

The population POP consists of those employed (E) and those non-employed (NE), where NE is the
sum of children, pensioners and people at working age who are not employed.

(2) POP = E + NE

Dividing equation (1) by equation (2) gives GDP per capita:

(3) GDP/POP = . * PROD

Taking logs of equation 3 and differentiating with respect to time yields:

(3a) Growth of GDP/POP = growth of 0L + growth of PROD

Where QL is the employment rate (i.e. the share of employed persons in the total population), thus
incorporating both participation and employment (Q = E/POP). If the share of the labour force in
the population at working age (participation rate) and the share of the employed in the labour
force (employment rate) remain constant, the growth of GDP per capita is equal to the sum of
productivity growth and the growth of the proportion of the working-age population (WAPOP/
POP).

(3b) Growth of GDP/POP = growth of PROD + growth of WAPOP/POP

Hence, all other things being equal, increase in the growth of the proportion of the working-age
population will increase growth of per capita GDP.
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Notes

1.

The quarterly Ifo World Economic Survey (WES) attempts to draw an up-to-date picture of the
current economic situation and the short-term outlook in about 120 industrial, emerging and
developing countries. Unlike the official statistics, which are primarily constructed around
quantitative information, WES consists of qualitative information including appraisals and
expectations of economic experts. The 1 100 survey participants work in research institutes,
universities, think tanks, and chambers of industry or financial institutions. In Africa, the
survey covers 30 countries and receives on average 150 responses quarterly.

According to traditional three-sector theory, the share of the primary sector (agriculture and
extractive industry) in overall activity is high during early stages of development, but tends to
decline as economies develop. The share of the secondary sector (manufacturing) increases
during the low and middle stages of development and declines at higher income levels when
labour costs make manufacturing less competitive. In contrast, the share of the tertiary sector
(services) continuously increases and becomes most important at higher income levels.

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

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

TheJ-curve effect suggests that trade balances initially worsen following currency depreciation,
as imports become more costly and exports less valuable. However, the trade balance
eventually improves due to low-priced exports, with export volumes increasing and import
volumes falling, as local consumers purchase less of the more expensive imports and buy more
local goods.

The medium scenario assumes that Africa’s total average fertility (children per woman)
declines from 4.71 in 2010-15 to 3.11 in 2045-50.

The Demographic Transition Model (DTM) distinguishes five stages: i) high stationary
population with both high birth rates and death rates; ii) early expanding population with
declining death rates, especially among children, as health care improves, while birth rates
remain high; iii) late expanding population with continued falling death rates, while birth rates
also decline as a result of improved economic conditions, better education and women’s status,
and access to contraception; iv) stabilising population with both low birth and death rates
(most economically advanced countries are at this stage); and v) declining population with
fertility rates falling below the replacement rate (around two children) and the proportion of
the elderly increasing (ageing populations).
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Chapter 2

External financial flows
and tax revenues for Africa

Despite falling commodity prices, Africa’s external financial flows
have remained stable overall. This chapter analyses trends in those
flows; from foreign direct investment and portfolio equity which
fell, to remittances and official development assistance which are
increasing. It also studies Africa’s tax revenue collection that has
dropped because of lower resource revenues. The chapter looks
at the policy challenges and opportunities related to attracting
financial inflows ranging from the need to stabilise foreign inflows
and implementing medium- to long-term structural policies as
part of the African Union’s Agenda 2063 to step up the continent’s
development.
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In brief

The estimated 208.3 billion USD of external finance - foreign investment, trade, aid,
remittances and other sources that Africa attracted in 2015 — was 1.8% lower than the previous
year. The total sum is projected to rise again to USD 226.5 billion in 2016. Falling commodity
prices, particularly for oil and metals, were one of the key causes for the 2015 fall. Portfolio
equity and commercial bank credit flows dried up, reflecting tightening global liquidity and
a market sentiment wary of risks. Rising remittances and increased official development
assistance largely kept the figure up. African governments have to stabilise financial inflows
in the short term and use them for sustained economic diversification for the longer term.
Falling resource revenues mean governments must also find ways to broaden the tax base
away from oil and commodities.

Africa depends heavily on foreign private and public capital

Flows of finance into Africa - foreign direct investment, portfolio equity and bonds,
commercial bank, bilateral and multilateral bank credit, official development assistance
and public domestic revenues — have remained broadly stable despite weak conditions
in other parts of the world.

Total external flows to Africa for 2015 were estimated at USD 208.3 billion, down
from an estimated USD 212.2 billion in 2014. But the figure was predicted to pick up to
USD 226.5 billion in 2016.

Figure 2.1. External financial flows to Africa, average 2004-08, 2009-16
current USD billion and % of GDP

[ Remittances [ Official development assistance [ Portfolio investments
Foreign direct investments (FDI) Commercial bank credit (net)
[N Net official bank credit flows (bilateral and multilateral) @ UNCTAD projection for FDI
<& Total flows with corrected UNCTAD projection Total external financial flows in % of GDP (Africa)
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Note: ODA estimates (e) and projections (p) are based on the real increase in country programmable aid (CPA) in OECD
(2016). The forecast for remittances is based on the projected rate of world growth according to the World Bank.

Source: Authors’ calculations based on IMF (2014b, 2015c); OECD (2016); African Economic Outlook data; World Bank
(2015a).
StatLink si=r http://dx.doi.org/10.1787/888933350091

There are two starkly different numbers of crucial foreign direct investment (FDI).
According to International Monetary Fund (IMF) (2015a) estimates released in October
2015, foreign investment into Africa increased by 16% over the year. In contrast, the
United Nations Conference on Trade and Development (UNCTAD) (2016) estimated
a 31.4% drop (Figure 2.1) from 2015. Such a decline would suggest that total external
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finance decreased to USD 188.8 billion, a sharp 11% fall from 2014. Portfolio inflows
dropped by 42%. Commercial bank credit also declined considerably in 2015, though the
overall effect was minimal as it is a minor source of external finance in Africa.

Remittances and official development assistance (ODA) played a key rolein the overall
figure. Remittances increased by 1.2% and ODA by 4.0%. Gross inflows of multilateral and
bilateral official credit flows increased, but because of a heavy amortisation schedule in
2015, the net contribution to financial flows decreased 10%.

Falling portfolio investment sends private flows to Africa down in 2015

Private financial flows to Africa increased from an average of USD 87 billion in
2004-08 to USD 129 billion in 2011 despite the downturn after the 2008-09 global
financial crisis. However, since 2012 the private finance decreased from USD 146 billion
to USD 136 billion in 2015. It is projected to increase by 8% in 2016 (Table 2.1).

Foreign direct investment into Africa grew steadily from 2007 to 2013. In 2014,
however, FDI fell back to USD 49.4 billion, but increased to USD 57.5 billion in 2015,
according to IMF (2015a) estimates. Africa has attracted investment from industrialised
countries such as France, the United Kingdom and the United States and emerging
economies such as China, India, South Africa, and United Arab Emirates. Investment
is still mainly directed at resource-rich countries, but non-resource-rich countries are
becoming more attractive. The extractive sector, infrastructure and consumer-oriented
industries are the main draws for investment.

Thelower UNCTAD estimate for investmentin Africain 2015 reflects a sharp drop into
Mozambique (-21%), Nigeria (-27%), and South Africa (-74%). If UNCTAD rather than IMF
data were used, private finance to Africa would have dropped by 19.5% to USD 116 billion
in 2015. Total financial flows would have decreased 12.8% to USD 188.8 billion.

Portfolio flows decreased from USD 23 billion in 2014 to USD 13 billion in 2015. There
was a net portfolio equity exit in the second half of 2015. Bond flows remained relatively
stable. Compared to other sources of foreign finance, net commercial bank credit is very
small. Since 2014, net commercial bank credit flows fell from USD 3.8 billion in 2014
to USD 500 million in 2015 and are expected to further decrease in 2016. Remittances
remain the most important single source of external finance with USD 64 billion in 2015.
Compared to volatile foreign investment and portfolio flows, remittances are considered
more stable and may even be counter-cyclical in the face of external economic shocks
(UNDP, 2011). While developed countries such as the United States, France and the
United Kingdom dominate remittances to Africa, Arab states and money moving from
Cameroon, Cote d'Ivoire and South Africa are also important. The World Bank predicts a
slight increase in remittances for 2016 to USD 65.6 billion. But Europe’s weak growth and
the slump in oil prices for Gulf producers may affect remittances to Africa (Table 2.1).

Table 2.1. Financial flows and tax revenues to Africa, 2004-16, current USD billion

2004-08 2009 2010 2011 2012 2013 2014 2015e 2016p

Foreign |Private Inward foreign direct investments (FDI) 42.8 551 46.0 498 497 542 494 575 66.3
Portfolio investments 7.5 12 327 21.0 323 228 231 134 152
Remittances 36.7 449 525 570 619 612 638 646 664
Commercial bank credit (net) 0.5 13 17 0.8 1.8 45 3.8 05 -1.2

Public Net official bank credit flows (bilateral and multilateral) -1.0 110 148 145 140 233 178 160 21.0
Official development assistance (net total, all donors)  39.0 48.0 477 515 511 567 542 564 587

Total foreign flows 12565 1589 192.0 1948 2107 2228 2122 2083 226.5
Domestic Tax revenues 281.0 3029 367.8 4532 458.8 4685 461.2

Note: ODA estimates (e) and projections (p) are based on the real increase in country programmable aid (CPA) in OECD (2016). The
forecast for remittances is based on the projected rate of world growth according to the World Bank.
Source: Authors’ calculations based on IMF (2014b, 2015c), OECD (2016) and African Economic Outlook data, World Bank (2015b).
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Official financial flows have remained stable

Official development assistance in grants and concessional loans increased in 2015,
after a small drop in 2014. At USD 56 billion in 2015, ODA remains the most important
source of public finance for Africa and is expected to increase by 4.1% in 2016. Net
official bank credit from bilateral and multilateral stakeholders have decreased from
USD 17.8 billion in 2014 to USD 16 billion in 2015 but is expected to reach USD 21 billion
in 2016.

Important lenders for Africa’s infrastructure investment are the People’s Bank of
China, the China Development Bank, and the Export-Import Bank of China. In addition
to established lenders such as the World Bank, the African Development Bank and the
European Investment Bank, the New Development Bank BRICS, founded in 2014, is
expected to significantly contribute to Africa’s campaign to reach the United Nations’
Sustainable Development Goals by complementing existing public and private financial
institutions (UN DESA, 2015b; UN DESA, 2016).

Overall, African countries’ total domestic public revenues are down. This is mostly
due to a fall in taxes on resource revenues. While countries with commodities have
been confronted with a drop in tax-GDP ratios across all categories, non-resource-rich
countries have increased tax revenues and tax-GDP ratios.

Africa faces volatile FDI inflows

Foreign investment into Africa increased by 16% from to USD 57.5 billion in
2015, according to IMF figures. Flows to North Africa reversed a downward trend, as
investment increased by 20% from USD 17.2 billion in 2014 to USD 20.7 billion in 2015.
East Africa has seen higher FDI since 2010. In 2015, the figure rose 16% to USD 8.9 billion
in 2015 from USD 7.7 billion the previous year. For West Africa investment rose from
USD 9.3 billion to USD 9.7 billion. Central Africa saw a decline from USD 6.6 billion in
2014 to USD 5.4 billion. Southern Africa received USD 12.9 billion of FDI in 2015 against
USD 8.7 billion in 2014, and USD 11.4 billion in 2013.

The leading African investment destinations in 2015 were: Egypt (USD 10.2 billion),
Mozambique (USD 4.7 billion), Morocco (USD 4.2 billion), South Africa (USD 3.6 billion),
Ghana (USD 2.5. billion), the Democratic Republic of the Congo (USD 2.5 billion),
Zambia (USD 2.4 billion), Tanzania (USD 2.3 billion), Ethiopia (USD 2.1 billion), Guinea
(USD 1.9 billion), and Kenya (USD 1.9 billion). Africa has attracted foreign investment
from many countries, notably from the United Kingdom, France, the United States, and
from the emerging economies China, India, South Africa, and the United Arab Emirates
(Figure 2.2).

Terrorist activity and deteriorating security in some Sahel countries and political
instability are a threat to investment. External and domestic factors influence Africa’s
investment return, including economic slowdowns in emerging economies and the
weak recovery in the European Union. Declining oil and metals prices have led foreign
investors to scale down operations in resource-rich countries. There is a positive side
too. African manufacturing and services may benefit from increased inflows due to the
stronger US dollar and China’s yuan renminbi. Investment from the emerging economies
in Africa’s skills and infrastructure development can help to overcome the reliance on
resource-driven FDI.

Without Egypt, investment to North Africa would have dropped. FDI to Egypt
increased from USD 5.5 billion in 2014 to USD 10.2 billion in 2015. United Arab Emirates
investors have played an important role in Egypt’s recovery. Flows into Morocco fell
to USD 4.2 billion in 2015 from USD 4.7 billion in 2014. But Morocco became the third-
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largest recipient of foreign investment in Africa in 2015. European firms were leading
investors in Morocco, which benefits from historic ties and proximity to Western
Europe, as well as a proactive FDI policy and skilled workers who earn lower wages than
in Europe. Investment into Tunisia has been seriously affected by political and economic
turbulence since 2009. FDI has declined by more than 40% since 2012 to USD 1.1 billion
in 2015. The precarious political and security situation in the Sahel is a risk for West and
Central Africa.

Figure 2.2. Inward FDI by regions 2004-16, USD billion
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Source: Authors’ calculation based on IMF data (2014b, 2015c).
StatLink = http://dx.doi.org/10.1787/888933350102

Investment in commodities has suffered. Nigeria has seen a sharp decrease in
investment over the past five years from USD 8.1 billion in 2011 to USD 1.4 billion in 2015.
Ghana attracted the biggest share of West African FDI (USD 2.5 billion), followed by Guinea
(USD 1.9 billion), Céte d’'Ivoire (USD 1.0 billion) and Mauritania (USD 0.8 billion). Countries
such as Liberia, Senegal, Sierra Leone, and Togo received less than USD 500 million each
in 2015.

In East Africa, Tanzania (USD 2.3 billion) and Uganda (USD 1.3 billion) received
stable investments in 2015. Uganda’s oil sector is expected to be the country’s main
investment magnet in future. Kenya’s investment has risen from USD 500 million in
2013 to USD 1.9 billion in 2015. Ethiopia’s has gone up from USD 1.2 billion in 2013 to
USD 2.1 billion in 2015. Ethiopia’s FDI is mainly in labour-intensive areas. Although the
32 projects launched there in 2015 accounted for only 4.4% of total investment in Africa,
these made up 18.5% of the jobs from the FDI in Africa. Ethiopia has slowly been opening
up to foreign investment in the manufacturing and retail sectors (fDi Markets, 2016).

The Democratic Republic of the Congo received USD 2.5 billion in 2015 and the
Republic of the Congo USD 1.5 billion, in each case half of the 2014 levels. South Africa
remains a key foreign investment destination in Southern Africa but its USD 3.6 billion
was down from USD 8.2 billion in 2013 and USD 4 billion in 2014. Mozambique - the biggest
recipient of foreign investment to Southern Africa in 2015 - attracted USD 4.7 billion.

Consumer-oriented sectors in Africa attract growing foreign investment

Resource-rich countries still get the most foreign investment, but countries with
no major commodities to rely on are taking a larger share of FDI. Countries that are not
resource-rich received an estimated 37% of Africa’s FDI in 2015, compared to 30% in
2010 (Figure 2.3). In 2015, the FDI-to-GDP ratio for non-resource-rich countries stood at
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4.4%, up from 3.8% in 2010. The ratio for resource-rich countries increased from 2.0 %
to 2.5% from 2010 to 2015. Several countries without significant resources are attracting
investors, including Kenya, Tanzania and Uganda, reflecting the shift towards consumer
goods. Kenya is becoming an East African business hub for manufacturing, transport,
services and information and communications technology (ICT) (McKinsey, 2015a

and 2015b).
Figure 2.3. Foreign direct investment to Africa:
Resource-rich vs. non-resource-rich countries, 2000-16
[ Resource-rich countries (left axis) [ Non-resource-rich countries (left axis)
Resource-rich countries (right axis) Non-resource-rich countries (right axis)
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Source: Authors’ calculations based on IMF (2014b, 2015c).
StatLink sa=m http://dx.doi.org/10.1787/888933350114

The Herfindahl-Hirschman index, a concentration ratio, indicates a shift to ICT,
services, and manufacturing across Africa. The index went down from 0.43 in 2003
to 0.18 in 2014 and 0.14 in 2015. This trend is also confirmed by data on announced
greenfield projects in 2015 which showed that services and manufacturing accounted
for about 54% of the total value of projects in Africa (fDi Markets, 2016). Investment
is starting to diversify into consumer-market oriented industries, including ICT, retail,
food and financial services.

African cities are future hubs of investment

With urbanisation, African cities are growing consumer markets increasingly
targeted by foreign investors. Disposable income and spending power in Africa’s major
cities will grow (Oxford Economics, 2015). Forecasts show that the GDP of major cities
is increasing. The most important ones will be Cairo, Cape Town, Johannesburg, Lagos
and Luanda. This ranking reflects the quality of the business climate, infrastructure and
logistics, and availability of skilled workers.

A recent surge in infrastructure investment indicates that states are investing in
transport corridors to connect urban agglomerations and transform them into urban
clusters. Examples include the Greater Ibadan-Lagos-Accra urban corridor, the Maputo
Development Corridor, and the Northern Corridor between East and Central Africa. These
investments will surge with deeper market integration through reduced transport and
trade costs. They will also foster competition and productivity, which will make African
hubs more attractive for foreign investors.
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China, India and other emerging economies are important FDI providers

While the European Union countries and the United States remain the largest
investors in Africa, the emerging economies are a vital source too. India’s share of
announced greenfield investment projects grew from 3.3% in 2003-08 to 6.1% in 2009-
2015. China’s share, however, fell from 4.9% to 3.3%. In 2015 the United States had a 9.7%
share of all greenfield investment, while the EU accounted for 37.4% (fDi Markets, 2016).
The most important emerging investors are Bahrain, China, India, Qatar, South Africa,
and United Arab Emirates (Figure 2.4). Middle East investors, who have injected more
than USD 100 billion over the past decade, lead the way.

Figure 2.4. Total FDI inflows into Africa from emerging economies,
2003-15, USD billion
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Greenfield investment in Africa fosters services and manufacturing

Although greenfield investment declined in 2015, there is a trend toward services,
manufacturing and special economic zones, which can nurture structural change in
Africa. In 2015, the leading investors in terms of announced greenfield investment were
Italy (USD 7.4 billion), the United States (USD 6.9 billion), France (USD 5.8 billion), the
United Kingdom (USD 4.9 billion) and the United Arab Emirates (USD 4.3 billion). The
United States had 96 greenfield projects in 2015 and the United Kingdom 77 projects. The
United Arab Emirates had 50 projects and India 45 projects (fDi Markets 2016).

Services and manufacturing remain key investment areas. Some 39.7% of announced
greenfield FDI projects in Africa and 24.6% of related capital expenditure were in
manufacturing in 2015. The services sector took 51% of projects and 28.4% of capital
expenditure. There were large investments in manufacturing, mainly in electronic
equipment, motor vehicles and food. Africa’s services-related FDI stock increased
considerably (fDi Markets, 2016).

The relocation of manufacturing and services from emerging and advanced countries
to Africa due to wages and efficient special economic zones may gain momentum if
support programmes are effectively managed. East African countries are an example of
how the continent can exploit comparative advantages:
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» East African countries are economically more diverse than resource-rich countries
and relatively well-integrated as a region. Kenya, Tanzania, Uganda, Burundi and
Rwanda form the East African Community (EAC) which has established a common
market.

o The EAC countries plus the wider East Africa, including Ethiopia, Madagascar,
Mauritius and Seychelles, together have 300 million people with a combined GDP
of USD 530 billion.

Portfolio equity flows are down, but new bonds remain resilient

Portfolio inflows to Africa in 2015 were half the size of the period from 2012 to 2014.
While bond issuances have remained resilient, portfolio equity inflows were reversed
in the second half of 2015. Over the last decade, portfolio equity inflows to Africa have
increased their share of total investment, with peaksin 2006 and 2012. A key development
during the 2000s has been the increasing reliance of African governments on markets
for foreign and domestic debt financing.

Compared to the emerging economies, portfolio flows to Africa’s leading markets
have been relatively resilient. According to the World Bank (2016a), global investors
withdrew about USD 52 billion from emerging market equity and bond funds in the
third quarter of 2015.

During the 2008-09 global financial crisis, portfolio inflows fell sharply. Since 2010,
by contrast, gross portfolio inflows to Africa have stayed positive. They peaked in 2010
and 2012, adding up to more than USD 32 billion each year. The ending of quantitative
easing in the United States, oil market uncertainty and political risks have weighed on
investor sentiment towards Africa recently, however. In 2015, gross portfolio inflows to
Africa fell by USD 10 billion compared to 2013 and 2014, to USD 13.4 billion. For 2016, they
are expected to stay flat.

Gross portfolio outflows from Africa stayed at roughly USD 5 billion each year from
2013 to 2015. Consequently, Africa’s net portfolio flows (inflows minus outflows) have
remained positive since 2010. On balance, they have contributed net foreign savings to
Africa worth USD 82 billion during 2010-15, or USD 13.7 billion annually on average.

Figure 2.5. Africa’s inward and outward portfolio flows, 2004-16, USD billion
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Equity portfolio flows have been volatile over the past two decades. From a net equity
outflow for 2009 they jumped to a net inflow in 2010 of almost USD 20 billion. Since then,
they have levelled off, to a mere USD 1.2 billion for 2015. While equity flows can be an
important form of participatory finance, they are not a reliable source of foreign finance.
International public offerings (IPOs), by contrast, matter more for corporate finance in
Africa. From 2010 to 2014, Africa has successfully raised corporate capital through IPOs
and further offers that exploited booming African stock markets. Box 2.1 provides detail.

Volatile portfolio equity flows were reflected in most African equity markets that
produced negative returns in the second half of 2015. Many observers see the US Federal
Reserve’s policy tightening as the culprit for the recent retrenchment. Domestic factors
have also contributed to reduced investor demand for assets from emerging economies.
Slower world growth added to investor concerns, particularly against the backdrop of
the commodity price slump.

Box 2.1. Raising capital through initial public offerings

The ease with which firms list on stock markets through international public offerings (IPOs)
matters for Africa’s corporate finance. IPO Watch Africa 2014 found that USD 37.4 billion was raised
through 90 IPOs and further offers from 2010 to 2014 in African capital markets. The IPOs brought
in USD 6.3 billion. Twenty-four African companies were listed on equity markets in 2014, raising
USD 1.7 billion through 24 IPOs and some further listings. Listings on the Johannesburg Stock
Exchange accounted for 32% of Africa’s total IPO capital in 2013 and 44% in 2014.

Reflecting improved investor sentiment across the continent during 2010-14, recent IPO trends
indicate a greater share of capital raised on markets outside of South Africa. Further offers, in
contrast to IPOs, remained dominated by capital raised in South Africa, which accounted for 87%
of proceeds in 2014.

Several top IPOs in 2013 and 2014 had a notable international component, either foreign
companies raising capital directly on African exchanges, or African companies marketing
shares to international investors through dual listings or sales to institutional buyers abroad.
In addition to the USD 31.1 billion raised through further offers on African exchanges from 2010
to 2014, USD 1.2 billion of further offer capital was raised by African companies on international
exchanges.

Johannesburg (South Africa) has the most companies listed and the biggest capitalisation in
Africa, followed by Cairo (Egypt), Lagos (Nigeria) and Casablanca (Morocco).
Source: PWC (2014).

Bond issues rose substantially in sub-Saharan countries from 2011 to 2014. In 2011,
there were USD 1 billion in bond issues. By the end of 2014 the figure was USD 6.2 billion
(Vellos, 2015). Some countries had benefited from debt relief programmes such as the
Heavily Indebted Poor Countries initiative and the Multilateral Debt Relief Initiative. Up
to mid-2014, steady global market conditions and the potential for higher returns for
investors had paved the way for more access to international markets, where the average
return for these bond issues is about 6.6%, with an average maturity of 10 years. In 2015,
in the face of declining bank credit flows and net portfolio outflows, some countries
continued to tap the international bond market to finance investment programmes. Cote
d’'Ivoire’s sovereign bond issue in 2015 was followed by Gabon, Zambia, Ghana, Angola,
and Cameroon. Angola and Cameroon issued maiden 10-year bonds (World Bank, 2016c).
The six countries issued bonds worth USD 6 billion by the end of 2015. Eurobond issues
by sub-Saharan countries with stronger economies (excluding South Africa) held up well
in 2015 (Masetti, 2015). Bond issues in 2015 compare to annual volume at record levels
in 2013 and 2014 when 12 countries, many of them debut issuers, placed bonds worth
USD 12 billion in international capital markets.
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Bond spreads reflected the tough economy, the change in investor sentiment and
rating changes, especially in the second half of 2015. While new issues went ahead,
Africa’s borrowers had to offer significantly higher yields, and yields on secondary
markets jumped to multi-year highs. For Zambia and Céte d’Ivoire, primary market
yields increased by 70 and 100 basis points respectively, and for Ghana, by 260 basis
points to 10.8% in relation to the last issues in 2014. Angola, a new bond debt issuer, had
to offer a yield of 9.5%.

As all outstanding sovereign Eurobonds in Africa are denominated in US dollars,
any depreciation will affect the local currency value of debt service payments. This
is potentially more harmful for interest burdens than rising spreads. Currency falls
against the US dollar since mid-2014 have been most severe for the Zambian kwacha, the
Angolan kwanza, the Namibian dollar, the Ugandan shilling and the Tanzanian shilling
which lost between 20% and 51% year-on-year against the US dollar. Zambia has been
hit hardest. Its debt service costs rose in 2015 by 18 percentage points of GDP (left-hand
scale in Figure 2.6) and by 106% in local currency terms (right-hand scale).

Figure 2.6. Change in debt service cost, sub-Saharan Africa, 2015
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Bank credit flows slow as repayments grow

Official bank credit flows to Africa from multilateral sources rose again in 2015,
while bilateral official bank credit was sharply curtailed. Commercial bank credit to
the continent has turned negative in net flow terms as shrinking disbursements fell
short of rising amortisation payments. Some countries are increasingly vulnerable to
deteriorating debt financing profiles and sensitive to macro-fiscal shocks.

Net bank credit flows to Africa concentrated overwhelmingly on official bank credit
in 2015. Figure 2.7 reveals that, by contrast, private commercial banks sharply reduced
their new lending. Commercial bank lending was particularly cut for North African
borrowers. Gross commercial bank credit flows to Africa fell from USD 9.5 billion in
2014 to USD 3.8 billion in 2015. Allowing for amortisation, net commercial bank lending
to the continent shrank from USD 3.8 billion in 2014 to just USD 500 million in 2015.
Future commercial bank lending is projected to fall further in 2016 and 2017. Despite
scheduled repayments contained at roughly USD 3 billion for 2016 and 2017, respectively,
net commercial bank credit flows will likely subtract from rather than add to Africa’s
domestic savings. Net private bank credit flow is projected at a negative USD 1.16 billion
in 2016 and USD 2.96 billion in 2017.
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Figure 2.7. Net commercial bank credit flows to Africa, 2004-17, USD billion
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Data on sources for bank credit to Africa is hard to find. The People’s Bank of China,
the China Development Bank, and the Export-Import Bank of China have supported large-
scale investment in African infrastructure but do not publish up-to-date information
(Pigato and Tang, 2015). For other bilateral and multilateral lenders, Economist Corporate
Network (ECN) (2015) lists the World Bank, African Development Bank, Development
Bank of Southern Africa, Export-Import Bank of the United States, African Export-Import
Bank, European Investment Bank, Agence Francaise de Développement (AFD), Japan
Bank for International Cooperation (JBIC), Islamic Development Bank and Kreditanstalt
fiir Wiederaufbau (KfW) as the largest creditors.

Despite steady growth in private sector funding over the past decade, official
development finance backs 80% of infrastructure funding with China heading the list of
investors, according to a 2015 report by ECN. An important source of foreign finance for
Africa stems from official creditors, including export credit agencies (Box 2.2). According
to the Infrastructure Consortium for Africa Report 2013, grants compose around 30% of
funding extended, while 67% comes from bank credit and export credit flows.

Box 2.2. Who is funding Africa’s infrastructure?

The Infrastructure Consortium for Africa (ICA) acts as a platform to increase infrastructure financing,
help remove policy and technical barriers, facilitate co-operation, and increase knowledge
through monitoring, reporting and sharing best practices. Its annual reports provide some
evidence on funding commitments for Africa’s infrastructure in four sectors — energy, transport,
water, and information and communication technology. Table 2.2 provides data for the biggest
creditors with annual commitments above USD 1 billion reported.

Table 2.2. Funding commitments by origin, USD billion

Origin 2013 2014
China 13.4 3.1
Europe 74 6.4
United States 7.0 na.
World Bank 45 6.5
AfDB 3.6 3.6
Arab Coordination Group 3.3 3.5
Japan 15 2.1
South Africa 1.2 1.0
Total 99.6 74.5

Source: ICA (2014, 2015).
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Official bank credit disbursements to Africa, from bilateral and multilateral
sources, have almost doubled since 2008 (Figure 2.8). Then, these sources provided
USD 18.6 billion. By 2015, they had reached USD 34.7 billion and are projected to rise in
2016 to USD 39.5 billion. Allowing for amortisation in each corresponding year, Figure 2.11
also provides evidence on net official bank credit flows.

Net official credit flows (disbursements minus amortisation) have declined in
2015, mainly due to a heavy amortisation schedule on bilateral liabilities. Payments to
bilateral official creditors jumped to USD 13 billion in 2015 and are projected at that level
for 2016, too. This compares to much lower payments for 2009-14 when amortisation to
bilateral official creditors averaged USD 5.4 billion. Northern Africa has seen net official
bank credit flows curtailed, as bilateral credit to the region turned negative from 2014,
mostly as a result of Egypt’s heavy amortisation schedule. The main bilateral borrowers
in sub-Saharan Africa were Republic of the Congo and Cote d’Ivoire, mainly through
agreements with China. While bilateral official lending accounted for 53.7% of total to
Africa in 2013, it fell below multilateral lending in 2014.

Figure 2.8. Multilateral and bilateral official bank credit flows to Africa,
2004-17, USD billion
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Multilateral development banks currently provide the most significant volume of
bank credit resources to Africa (Figure 2.8). While net bilateral bank credit flows have
dropped since 2014, the rise of net multilateral bank disbursements to sub-Saharan Africa
has continued unabated. New gross multilateral disbursements for African borrowers
have risen to record levels, USD 17.3 billion in 2015. Disbursements are projected to rise
in 2016 to more than USD 21 billion, but the World Bank predicts they could drop sharply
after.

There is a striking divergence in the percentage share of short-term debt (with a
maturity of less than one year) in total external debt between sub-Saharan and North
Africa (Figure 2.9). In sub-Saharan Africa, the prevalence of official over private flows
and the dominance of multilateral development bank credit has helped to keep the
share of short-term debt in total external debt contained below 10% in recent years. As a
result, the external debt is less volatile and reversible. By contrast, the percentage share
of short-term debt in total external debt has been rising in North Africa. In 2014, the
share reached 22.5%.
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Figure 2.9. Africa’s short-term debt, % of total external debt, 2004-14
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Lower oil and base metal prices since 2014 will make commodity exporting countries
more vulnerable to debt. The latest list of debt sustainability analyses for low-income
countries (for the Poverty Reduction and Growth Trust Fund) shows that during 2015 the
debt sustainability outlook had worsened for Cameroon, Central African Republic, the
Republic of the Congo, Ethiopia, Ghana, and Zambia. Debt vulnerability had already been
high in Burundi and Chad, while Sudan and Zimbabwe were listed as in debt distress.
Among trust fund eligible countries, the debt sustainability outlook improved during
2015 only in Senegal, thanks to the incorporation of heavy remittances in the country’s
debt analysis.

Remittances are a major, stable resource for African development

Remittances represent a key source of capital for African countries. They can be
leveraged to spur investment and growth, but efforts to maximise their development
impact face major obstacles. And recent developments in the resource-rich countries
of the Middle East and Russia and the relative stagnation of European Union growth
suggest that remittances will slow.

Of an estimated 23.2 million migrants from sub-Saharan Africa, 26% live in
OECD countries and 65.6% in Africa (World Bank, 2016b). The largest home countries
of migrants were Burkina Faso, the Democratic Republic of the Congo, Cote d'Ivoire,
Nigeria, Somalia, and Sudan. Africa hosted 18 million migrants, with the majority going
to Cote d’Ivoire, Ethiopia, Kenya, Nigeria, and South Africa.

Developed countries dominate remittances to Africa, but African countries like
Cameroon (USD 2.4 billion in 2015), Cote d'Ivoire (USD 1.3 billion), and South Africa
(USD 1.1 billion) transferred large remittances to other African countries. Four countries
account for nearly half of remittances sent to Africa: the United States (USD 8.4 billion),
Saudi Arabia (USD 8.3 billion), France (USD 6.9 billion), and the United Kingdom
(USD 5.2 billion) (World Bank, 2015a). Bilateral remittances to Africa amounted to
USD 63.8 billion in 2015. Low-income countries such as Liberia, Gambia, Comoros and
Lesotho received the largest amount of remittances as a share of GDP (Table 2.3).
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Table 2.3. The 15 largest recipients of remittances in Africa, 2015
ranked by % of GDP

% GDP USD per capita Current USD, billion
Liberia 28.18 132.17 0.57
Gambia 23.74 91.24 0.18
Comoros 22.76 167.74 0.13
Lesotho 19.87 21117 0.40
Cabo Verde 11.81 369.47 0.19
Senegal 11.54 107.84 1.61
Sao Tome and Principe 8.93 143.33 0.03
Togo 8.30 48.00 0.34
Mali 8.17 54.90 0.89
Morocco 6.48 199.37 6.68
Tunisia 517 206.17 2.29
Madagascar 4.49 17.64 0.43
Guinea-Bissau 4.41 25.68 0.05
Nigeria 423 116.75 20.86
Uganda 4.22 26.39 1.05
Benin 2.70 19.13 0.21

Source: Authors’ calculations based on World Bank (2015b).

The regional distribution of remittances will remain uneven

Official remittances to African countries are unevenly distributed, with North
African (49.5%) and West African (40.8%) countries receiving the bulk of flows in 2014
(Figure 2.10). Remittances to North Africa were expected to remain stable in 2015, rising
to USD 31.7 billion. They are expected to increase to USD 32.1 billion in 2016 (World
Bank, 2015b). Egypt has seen steadily increasing remittances (USD 7.1 billion in 2009 but
USD 20.4 billion in 2015) and is now the largest recipient of remittances in North Africa.
Large amounts also went to Morocco (USD 6.7 billion in 2015, USD 6.9 billion in 2014), and
Tunisia with USD 2.3 billion (2014 and 2015).

Remittances to sub-Saharan Africa are projected to rise 1.6% to USD 32.3 billion in
2015 and are expected to grow again to USD 33.6 billion in 2016. Nigeria alone accounts
for about two-thirds of total remittances to sub-Saharan Africa, but these are estimated
to have remained flat in 2014 and 2015 at roughly USD 21 billion. There was however
strong growth in Kenya (10.7%), South Africa (7.1%) and Uganda (6.8%).

Remittance dependency varies.In Gambia, Lesotho, Liberia and Comoros remittances
equalled about 20% of GDP in 2015.

Growth in African remittances is expected to slow due to the weak economic growth
in Europe, the impact of lower oil prices in the Middle East, the depreciation of the euro
and the tightening of migration controls in many remittance source countries.

Countries with a large population of migrants could harness the potential of
remittances to develop their financial sector and spur investment and growth. But more
transparency is needed.

Several African countries are tapping into the pool of remittances’ funds by issuing
bonds for investments in their homelands. Money raised through diaspora issues could
be used to finance projects of interest to overseas migrants, such as housing, schools,
hospitals and infrastructure. According to the African Development Bank, Africa could
potentially raise USD 17 billion a year by using future remittances as collateral. A number
of obstacles prevent African countries from deriving the full benefit of remittances.

Low international oil prices could reduce remittances from the Gulf states in the
medium-to-long term. In the short term, however, significant foreign exchange reserves
and strong fiscal positions could support current spending, delaying the impact of
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low oil revenues on migrant jobs. Remittances to all of Africa are expected to grow
to USD 65.7 billion in 2016 (World Bank, 2016b). Conflict in the Middle East is causing
international displacement and remains a major risk factor for remittances.

Figure 2.10. Remittances per African subregion, 2004-15
current USD billion
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Official development assistance remains stable but falls short of official pledges

Therehasbeenariseinnetofficial developmentassistance from alow of USD 21 billion
(at constant 2012 values) to a 2013 peak of USD 50 billion (Figure 2.11). According to the
OECD, in 2014, total net ODA to Africa dropped by USD 3 billion. With Africa’s strong
GDP growth, the value of the assistance has fallen from a 2009 peak of 2.63% of African
recipients’ GDP to below 2% by 2014. Country programmable aid (CPA), the amount of
aid which donors can allot to an individual country and which is considered a good
predictor of ODA, had been programmed to increase from 2015. The projection of net
ODA disbursements for 2015 and 2016 is based on CPA projections, adjusted to total ODA.

Figure 2.11. Net official development assistance disbursements to Africa, 1997-2016
constant 2012 USD billion
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In the Addis Ababa Action Agenda (UNDESA, 2015a) adopted at the Third International
Conference on Financing for Development, and endorsed by the UN General Assembly in
2015, ODA providers reaffirmed past commitments. Many developed countries promised
to reach the target of devoting 0.7% of gross national income (GNI) to ODA and 0.15%
to 0.20% of GNI to least developed countries. Members of the OECD’s Development
Assistance Committee (DAC) have also committed to reverse the decline of ODA to Africa
by adhering to the 0.7% target. In the Addis Ababa Action Agenda, donors are specifically
asked to maintain 2013 ODA levels as a minimum.

Multilateral aid and ODA from DAC donors remain stable

Multilateral aid to Africa remained stable in 2014 and reached USD 20.6 billion.
A similar figure was reached in 2013. The most important contributors in 2014 were
European Union institutions (USD 6.7 billion), the International Development Association
(IDA) (USD 6.4 billion), the Global Fund (USD 2 billion) and the African Development Fund
(USD 1.9 billion). While EU institutions increased ODA to Africa by 13.6% between 2013
and 2014, the Global Fund decreased disbursements by 22%.

Multilateral aid to Africa may be replaced by non-concessionary multilateral lending
and thus fall over the next decade. When countries’ per capita income grows above
thresholds for IDA eligibility, they lose their entitlement to multilateral aid, despite
the fact that they may have a great number of people in extreme poverty. Reisen and
Garroway (2014) project that Cameroon, Guinea, Kenya, Mauritania and Senegal will by
2025 move out of IDA eligibility (per capita GNI below USD 1 215 in 2016). They also
project Cote d’Ivoire, Ghana, Lesotho and Nigeria to graduate from the higher, historical
IDA eligibility of USD 1 965.

Bilateral ODA from DAC donors also remained almost stable in 2014 at USD 29 billion.
The major donors have been the United States (USD 9.3 billion), the United Kingdom
(USD 4.3 billion), Germany (USD 3 billion) and France (USD 2.9 billion). ODA from
non-DAC members listed in OECD statistics decreased in 2014, mainly because of aid
cuts by the United Arab Emirates, Turkey and Kuwait. Non-DAC aid fell about 25% to
USD 4.4 billion, mainly because of a 31% reduction in aid from the United Arab Emirates
and Saudi Arabia to Egypt.

Just over half of ODA to Africa reaches low-income countries

Just over half of ODA to Africa goes to low-income countries (LICs) (Figure 2.12).
The LIC share of Africa-bound development assistance declined from a peak of 58.9% in
2010 to 52.1% in 2013. There was a slight rebound in 2014. In USD terms, ODA to African
LICs has remained stable at roughly USD 27 billion from 2011 to 2014. It is estimated to
have risen to USD 27.5 billion in 2015. According to CPA projections, the distribution of
ODA to low-income, lower-middle income and upper-middle income African countries is
expected to remain almost stable in 2016.
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Figure 2.12. Net official development assistance disbursements to African
countries by income group, 2004-16
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East Africa and West Africa are the main recipients of ODA

East and West Africa are the continent’s leading recipients of official development
assistance from all recorded donors (Figure 2.13). Ethiopia (USD 3.6 billion), Kenya
(USD 2.7 billion) and Tanzania (USD 2.6 billion) topped the list in East Africa. Nigeria
(USD 2.5 billion) was the leader in the West. Other major recipients in 2014 were Egypt
(USD 3.5 billion), Morocco (USD 2.2 billion) and Mozambique (USD 2.1 billion). These
seven countries accounted for 36% of total official assistance to Africa.

Several Southern African countries, notably Lesotho, Swaziland, Angola and South
Africa, saw less aid in 2014 against 2013. North African countries received 13.5% less,
largely due to declining ODA to Egypt and Sudan.

Figure 2.13. Net official development assistance disbursements to African
countries by region, 2004-16
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Survey predicts increased country programmable aid to Africa

The 2015 Global Outlook on Aid (OECD, 2015) survey indicates that country-specific
aid to the poorest countries should recover, in line with recent donor pledges, after
several years of decline.

The survey provides an overview of global aid allocations up to 2018 based on the
2015 DAC Survey on Donors’ Forward Spending Plans, tracing CPA flows. The survey
highlights programmed increases starting in 2015 (Table 2.4).

Table 2.4. Africa’s country programmable aid estimates and projections,

USD billion
2014 2015 2016 2017 2018
Sub-Saharan Africa 351 371 38.6 38.9 39.4
North Africa 8.8 8.7 9.0 9.3 94
Africa, Total 455 47.4 49.3 49.9 50.6

Source: Authors’ calculations based on OECD data (2016).

According to the 2015 survey on forward spending plans, CPA was to increase by
USD 2.7 billion in 2015. Multilateral agencies are stepping up their efforts with larger
disbursements after receiving cash injections. Least developed and low-income countries
will benefit most from this increase, with aid expected to grow by 5.7% in real terms in
2015. Overall CPA to low- and middle- income countries (LMICs) was projected to remain
stable in 2015, signalling that donor finance to this group of countries is safeguarded. For
upper middle-income countries, overall CPA levels are expected to fall by 4.4%, mostly
to the higher income countries.

On a geographical basis, CPA to sub-Saharan Africa was projected to grow more than
for other zones, with a predicted rise of 5.7% because of more concessional lending.
Global CPA is projected to remain stable up to 2018 with more help to least developed
countries after DAC members decided in December 2014 to allocate more ODA to the
countries mostin need. Two thirds of the least developed countries will see a rise in CPA,
with Ebola-affected countries such as Guinea getting significant help.

China’s aid to Africa is increasing

China’s aid to Africa is believed to be increasing even though estimates of the total
vary widely. China’s aid to Africa is not reported by the OECD and therefore not included
in the above data. The Chinese government also does not provide detailed information
about its overseas aid. The China Africa Research Initiative provides information
based on the China Statistical Yearbook and other Chinese sources. Figure 2.14 shows
a clear upward trend of Chinese aid to Africa from about USD 600 million in 2000 to
USD 3.2 billion in 2013.
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Figure 2.14. China’s external assistance expenditures, USD billion
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Source: China Africa Research Initiative (2016).
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Domestic revenues fall as resource revenues tumble

After a decade-longimprovement in domestic resource mobilisation, falling resource
prices have brought down African domestic public revenues, according to data collected
by the African Development Bank through country missions for the African Economic
Outlook. Countries without resources have increased tax revenues and tax-GDP ratios,
however.

The 2015 Addis Ababa Action Agenda (UN, 2015a) made domestic public revenues the
top action area. Mobilising public revenues is central to achieving the United Nations
Sustainable Development Goals on increasing productivity levels and making growth
more inclusive. Domestic resource mobilisation reinforces a country’s ownership of
public policy and allows it to move towards financial autonomy. African countries still
face formidable challenges raising more and better taxes, mostly as a result of economic
structure and the prevalence of the informal sector.

A big fall in resource revenues has lowered Africa’s total revenues since 2013

Africa increased public domestic revenues up to 2013, collecting a total of
USD 468 billion in that year. Since then, however, the amount has declined because of
falling resource revenues. In 2014, Africa’s tax authorities collected USD 461 billion, an
annual decrease of 1.5%. As public revenues tumbled in large resource-rich countries
in 2015, Africa’s total public revenues decreased. Public revenues in Africa’s resource-
rich countries (USD 373 billion) far outweighed those in non-resource-rich countries
(USD 88 billion) in 2014.

Resource revenues — from oil or mineral extraction but also some crops such as
cocoa exports — are the main contributor to Africa’s revenue. However, after peaking
at USD 171 billion in 2012, resource revenues have fallen. They shrank by 8.3% in 2014,
compared to 2013, to USD 155 billion. In 2015, resource revenues fell markedly in Algeria,
Angola, Ghana, Libya, Nigeria and South Africa, mostly as a result of plunging oil and
metals prices. In some countries there was a 20% fall from 2013 resource revenues. Cote
d’'Ivoire, Sudan and Zambia, however, escaped the trend despite lower oil and copper
prices. The revenue-GDP ratio in resource-rich African countries has fallen from 26.3%
in the peak year 2012 to 23.3% in 2014.
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Figure 2.15. The revenue mix in resource-rich vs. non-resource-rich Africa
revenue-GDP ratios, 2004-14
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Source: Authors’ calculation based on African Economic Outlook data.
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Non-resource-rich countries have increased tax revenues and tax ratios

Non-resource-rich countries have steadily increased public revenues by diversifying
from trade sources to direct income and profit taxes, as well as indirect consumption-
based taxes. Public revenues rose from USD 62 billion to USD 88 billion between 2010
and 2014. As revenues rose faster than GDP, the average tax ratio in non-resource-rich
countries has gradually climbed from 8.2 % of GDP in 2010 to 10.2% of in 2014.

The tax ratios are still very low by international standards. Tax revenues are 34.4% of
GDP on average in OECD countries. Correcting tax-GDP ratios for structural differences
(mainly GDP per capita, sectoral composition of output, degree of urbanisation and trade
openness) produces a measure of tax efforts — how much a country collects against its
potential tax revenues. Africa displays a large heterogeneity in tax efforts. Daude et al.
(2012) find that many African countries topped an international tax effort index in 2008.
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Box 2.3. A new database of comparable revenue statistics in Africa

To enhance the comparability, quality and accessibility of public revenue data in Africa,
the African Union Commission, the African Tax Administration Forum and the OECD
launched the first edition of Revenue Statistics in Africa in March 2016, with the support
of the AfDB, the World Customs Organisation and the Centre de rencontres et d’études des
dirigeants des administrations fiscales (CREDAF) (see Box 2.4 in AfDB et al., 2015).

Tax officials from Cameroon, Céte d'Ivoire, Mauritius, Morocco, Rwanda, Senegal, South
Africa and Tunisia worked with the partner institutions to organise their revenue data
for 1997-2014 according to a tax classification system already used by 57 other countries
in the world. It made their statistics effectively comparable between themselves and
with other countries for the first time.

This new database will facilitate policy analysis, help measure or forecast the impact of
reforms, devise common policies within regional economic communities, identify best
practices, engage in international dialogue and peer learning, and report to citizens and
elected representatives.

The work contributes to the financial chapter of the African Charter on Statistics in
rolling out the Strategy for the Harmonisation of Statistics in Africa. It also supports the
first 10-year implementation plan (2014-2023) of the African Union’s Agenda 2063, which
aims to “develop and implement frameworks for policies on revenue statistics and
fiscal inclusiveness for Africa.” At a global level, the work will support the Sustainable
Development Goals’ target 17.1 to “improve domestic capacity for tax and other revenue
collection” and target 17.19 to “support statistical capacity building in developing
countries.”

Source: OECD/ATAF/AUC (2016).

Revenue-to-GDP ratios in African resource-rich countries fall across all categories

There are two diverging country groups in terms of revenue-GDP ratios. Ratios
fell across all broad tax categories in resource-rich countries after a steep decline in
international prices cut their revenues. Since 2011, resource revenues as a proportion of
GDP have dropped by 3.7 percentage points from 2011 to 2014, down from 13.4% to 9.7%.
Resource revenues had accounted for more than 80% of total revenue collection and 20%
of GDP in oil-rich Algeria, Angola, Congo, Equatorial Guinea and Libya still in 2013 (AfDB/
OECD/UNDP, 2015).

Resource-rich countries also suffered a pro-cyclical drop in the tax-GDP ratio of
direct income and profit taxes as well as indirect taxes, as shown in Figure 2.15. As
long as resource-based income permeates the economies of resource-rich countries,
it is a formidable policy challenge to diversify revenues toward income, profits and
consumption. These tax bases are also affected by the slump in commodity prices in
resource-rich countries unless the entire economy is moved away from resource sectors.
Progressive income taxes could really attenuate the pro-cyclical features of income
taxation.

Direct and indirect taxes rise gradually in non-resource-rich Africa

Countries that are not resource-rich have, conversely, broadened their tax base and
raised revenues through higher direct and indirect taxes. Figure 2.15 shows a continuous
rise in the GDP ratios of direct and indirect taxes. This helped non-resource-rich
countries to increase their total (unweighted) tax ratio from 8.5% in 2011 to 10.2% in 2014.
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Good growth performance and improved tax collection have enabled domestic resource
mobilisation, although the tax ratios in Africa’s non-resource-rich countries remain
comparatively low.

Several countries in East Africa were noted in 2015 for increasing revenues from
indirect (mostly consumption-based) taxes and direct taxes on incomes and corporate
profits. Ethiopia doubled indirect and direct tax revenues between 2012 and 2015; Kenya
and Rwanda displayed a dynamic upward trend in tax revenues as well into 2015. Overall,
non-resource-rich countries in East Africa have a well-balanced mix of indirect, direct
and trade taxes, which should help them to maintain a more stable and predictable flow
of resources to finance public action.

Sustainable benefit is needed from financial flows and public revenues

Mobilising domestic and foreign resources in the face of lower commodity prices and
a rebalancing Chinese economy throws up policy challenges — and opportunities. Policy
questions arise about how governments of commodity exporting countries absorb the
earnings shortfall in the short term. It is also important for Africa’s governments to
move in the longer term to diversify their economies to ensure sustainable benefit from
financial flows and public revenues.

A wide range of policies are possible for a great diversity of different countries. The
main structural distinction runs between countries that are net exporters or importers
of fossil fuels and industrial metals. The main financial distinction applies to the level of
domestic savings, whether external debt is sustainable and the level of foreign-reserve
buffers. A further distinction relates to the degree of exchange rate flexibility. Finally,
the quality of domestic governance and institutions play a key role in how successful
financial resources will be in helping to make growth inclusive and sustainable.

Stabilising finance for development is a major short-term challenge. Reduced
financial foreign flows require higher domestic tax revenues, more stimulus for foreign
inflows and better use of foreign reserves, if austerity measures are to be contained:

» Savings needed. Africa is the developing region with the world’s lowest saving rate.
This is holding back investment and future output. Africa’s saving rate has been
declining since 2009 and the IMF (2015a) projects that the 2015 domestic savings
rate will drop further to just 15.4 % of GDP. This compares to an estimated average
rate of 31.9% for all the emerging and developing countries in 2015. Recent IMF
(2015c) analysis suggests that the median country in sub-Saharan Africa has
a potential for a three to 6.5 percentage point increase in tax revenue. With oil
prices down, countries may consider removing oil subsidies and increasing non-
oil fiscal revenues. They can raise the value-added tax (VAT). However, economic
diversification is needed to support non-oil fiscal revenues.

« Fiscal reforms. As resource revenues recede, governments need to broaden
the tax base away from the resource sector towards consumption-based taxes.
Resource-based revenues can give unexpected answers to challenges, as the case of
Democratic Republic of the Congo (DRC) shows. The government received a record
USD 2 billion in 2014, despite falling commodity prices. The Extractive Industries
Transparency Initiative (EITI, 2016) has reported on DRC’s efforts to increase
financial transparency. Resource-rich countries tend to be energy and carbon
intensive. Carbon taxes, as planned in South Africa, help to reduce greenhouse
emissions and diversify the tax base.

 Higher tax-GDP ratio. African countries without resource wealth need to augment
their tax-GDP ratios to the minimum benchmark of 20% proposed by the
Sustainable Development Solutions Network (SDSN, 2013). Countries must invest
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in strengthening systems to assess and collect taxes, as well as enforce compliance,
improve spending efficiency and curb illicit financial flows.

 Risky bonds. Stimulus for foreign inflows must go hand in hand with financial
discipline. Issuing short-term foreign-currency bonds to bridge financing gaps is
risky. Certain financial flows can create credit boom distortions and exchange rate
appreciation due to the implicit credit guarantee and ill-regulated financial sectors.
Sudden withdrawals can cause a slump. The ensuing bail-out cost and the slump
in turn cause lower savings. Debt-creating financial flows are inferior to foreign
direct investment, which in turn is associated with higher GDP growth (Reisen and
Soto, 2001).

» Stronger reserves. The use of official foreign reserves (or buffer stocks as in Chile)
may help some prepare for periods of trouble. However, depleting reserves below
certain levels (such as the level of short-term domestic and foreign debt) will trigger
currency attacks as seen in Zambia in 2015. The difference between the rising local
currency cost of Eurobonds - an average 20% in Africa — and a fall in growth rates
to low single digits creates unpleasant debt dynamics, which are unlikely to be
compensated by a surplus in the non-interest current or fiscal accounts.

Apart from dealing with the short-term effects of the external shocks, Africa’s
governments need to determinedly implement medium- to long-term structural
policies. The African Union’s Agenda 2063 (AU, 2015) specifies seven aims, including
economic and social transformation. With almost 200 million people aged between 15
and 24, Africa has the world’s youngest population and it is growing rapidly. Half of the
increase in the global labour force over the next 25 years will originate in Africa.

Africa must create productive jobs for its 500 million potential new labour force.
The commodity sector is too capital intensive to offer hope to Africa’s young population.
While commodity exporters, like Nigeria, Angola and Zambia, have been hit hard by
China’s slowdown, others like Ghana, Kenya, Uganda, Mozambique and Ethiopia are
showing greater resilience. They have been forced to diversify their economies, in part
because of their dearth of raw materials. Whether African economies come through the
challenges generated by lower commodity prices will depend on comparative advantages,
the quality of economic policy and the fast implementation of measures. As spelled out
in the AEO 2015 (AfDB/OECD/UNDP, 2015), no single sector holds the solution. Labour-
intensive manufacturing, commodities processing, higher productivity agricultural and
rural employment, all need to absorb the labour force. Regional economic integration
is essential for Africa to realise its full growth potential, to participate in the global
economy and to share the benefits of an increasingly connected global marketplace.
Regional trade is still hampered by Africa’s deficient infrastructure. Among the Agenda
2063 aims, building infrastructure, lowering barriers to business investment and
fostering education merit special attention to help Africa’s structural transformation
aims:

e Cut volatility. Foreign direct investment, bank credits and portfolio equity
flows reflect the global economic environment, but domestic factors also have
contributed to turbulence. There is a need for regulatory reforms and stability,
including stronger action against militant threats, which have had a cut growth in
affected countries.

» Boost aid. Africa’s aid outlook should observe the Addis Ababa Action Agenda. Donors
are asked to maintain 2013 official development assistance levels as a minimum.
ODA should be prioritised for low-income and lower middle income Africa.

» Remittances. Money from overseas workers represent a key source of finance for
Africa. This finance could spur growth and can be used as a catalyst to develop the
financial sector.
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Integration. Some countries benefit from stronger intra-regional co-operation,
proximity to Western Europe and deeper co-operation with emerging markets.
These countries can assist the growth of others. Further international support
of intra-regional investment in corridor roads, electricity, Internet networks and
railways will boost growth and regional exchange.

Infrastructure gap. There has been significant investment in infrastructure in
recent years, much of it from China, but African countries are still chasing other
developing countries in almost all measures of infrastructure coverage. Access to
water, road transport and electricity are particularly limited. Quickly closing the
infrastructural gaps would boost growth. A 2014 analysis by Ernst and Young and
the Infrastructure Consortium for Africa (ICA) showed that with funds available
and projects started, the gap is being closed. But it found that work had yet to begin
on two-thirds of identified projects. Africa does not need to identify new sources of
funding but rather ensure that planned projects are completed within a reasonable
timeframe. This will ensure projects deliver returns to investors and help to attract
new investment. Africa needs to remove barriers to finishing projects by lowering
the cost of doing business.

Business costs. The benefit from infrastructure investment is greatly reduced
if there are no accompanying improvements to institutions and regulations.
According to the World Bank’s (2015c) Doing Business indicators, median African
countries rank 151st out of 189, compared with a median 48th for all emerging
market countries. Reducing the cost of doing business attracts local and foreign
investment. The region undertook the largest number of regulatory reforms making
it easier to do business, accounting for about one third of worldwide reforms in 2015
(see Chapter 5).

Human capital. Though progress has been made in the past decade, Africa still
trails other world regions for health, education and training - human capital.
More investment is needed in these areas to support industrial development. High
vacancy rates while there is also large scale unemployment confirms Africa’s skills
mismatches.

line with IMF (2015b), we consider Algeria, Angola, Botswana, Cameroon, Chad, Democratic

Republic of the Congo, Republic of the Congo, Cote d’Ivoire, Egypt, Equatorial Guinea, Gabon,
Ghana, Guinea, Liberia, Libya, Mauritania, Namibia, Nigeria, Sierra Leone, South Africa, South
Sudan, Sudan, and Zambia as resource-rich countries.
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Chapter 3

Trade policies and regional integration
in Africa

Accelerated growth in Africa since 2000 has increased the opportunities
for enhanced trade while the continent is also looking to step up
integration between its regions to further boost growth and job
creation. This chapter looks at developments in trade, investment flows,
integration and income convergence between regions and countries.
It suggests ways for policy makers to spur growth and seize trade
opportunities so that the income gap can narrow more speedily. The
financial sector, infrastructure and new, bigger free trade areas are all
analysed to see how they can help the effort.
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In brief

Africa must embrace structural and regulatory reforms and enhance financial integration
to accelerate efforts that have led to increased exchanges with emerging countries in the
rest of the world and between its own countries and regions. Intra-African trade remains
below levels seen in other parts of the world but there are ways to change this. While the
European Union should remain Africa’s main trade partner for the foreseeable future, an
accord between three regional blocs, the Tripartite Free Trade Area, could change Africa’s
commercial landscape by increasing market size and creating economies of scale. The
gains could also help narrow income gaps between African countries and enhance regional
financial integration. African countries must foster macroeconomic stability and improve
the investment environment to strengthen the role of pan-African banks in facilitating trade
finance and boosting capital markets. Success in stimulating trade and growth depends on
the policy and investment climate, depth of financial integration and commitment to reform.

Africa looks to turn strong growth into economic transformation

Africa has key factors for success

Growth has accelerated in Africa since 2000 at an average annual rate of 5%. Several
factors explain this performance:

1. Greater political stability: The number of violent conflicts has decreased since the
turn of the century, boosting political stability.

2. Improved macroeconomic conditions: Prudent fiscal and monetary policies and
debt relief have helped contain fiscal deficits and lower inflation. Government
reforms have also improved the business environment.

3. Greater public investment in infrastructure. This has helped some countries without
natural resources, such as Ethiopia and Rwanda, to attain growth of 8% or more.

4. High commodity prices. During the 2000s, Africa’s resource-rich countries have
benefited from greater demand for commodities, especially from China and other
emerging economies. The recent decline in prices has scaled back growth however.

5. Foreign direct investment and other financial flows and domestic demand. These
factors have responded strongly to a good policy environment and together they
have played a key role in Africa’s growth. Yet, the potential of intra-African trade
has not been fully exploited.

Trade increases despite a fall in US exchanges

Africa’s trade with the rest of the world has remained high, except with the United
States. From 2000 to 2008, Africa’s trade increased by an annual average of 16%. Because
of the 2008-09 global financial crisis, trade fell sharply by 24% from 2008 to 2009. Since
2010, Africa’s exports have recovered, growing by an annual average of 8.5%. Trade with
the United States has persistently declined however. In 2015, trade with the United
States fell to USD 70.5 billion from a peak of USD 124.6 billion in 2011, an 11% decline
(Figure 3.1). Historically, oil, gas and petroleum products have dominated US imports
from sub-Saharan Africa. In 2007, these accounted for 93% of US imports. By 2013 the
figure had declined to 67% as the United States stepped up its campaign for energy
self-sufficiency and increased production of domestically produced oil to avoid imports.
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Figure 3.1. Africa’s total trade flows, trade with selected partners
and intra-African trade (USD billion), 2000-14
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The European Union remains the key export market for Africa’s products. However,
since the financial crisis, euro area demand (72.5% of European Union gross domestic
product [GDP]) has been weak, hurting demand for Africa’s products. As a result, Africa’s
exports to Europe have increased by a modest 0.2% per year since the 2008-09 financial
crisis. Africa has been helped by its diversified trade. Declining exports to the United
States and the weak growth in Europe have given an increasing importance to Brazil,
Russia, India and China (the BRICs countries), and other emerging economies (Figure 3.2).
In 2009, only 24% of Africa’s exports went to emerging countries. In 2014, the BRICs,
Korea, Turkey and others accounted for nearly half of Africa’s total exports to the world.

Figure 3.2. Distribution of Africa’s trade:
Traditional versus emerging partners, 2000-14
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Africa’s exports to emerging economies are dominated by China and mainly
comprise oil, metals and other primary products. This exposes the continent to China’s
shifting economic model from investment and export to an economy based on domestic
consumption and services. This could slow demand for Africa’s products and affect
long-term growth. Currently, China accounts for 27% of sub-Saharan Africa’s global
exports with primary commodities representing about 83% of exports to China (Pigato
and Tang, 2015).

Trade between African regions is also growing, though it remains low compared to
other parts of the world. In 2000, intra-regional trade accounted for 10% of Africa’s total
trade. In 2014, it was 16%. This trade is mainly in manufactured goods, which are less
susceptible to price shocks. Manufactured products account for 60% of total regional
trade (AfDB, 2015). Moreover, trade to other regions increased for all of Africa’s regional
economic communities except the six-nation Central African Economic and Monetary
Community (CEMAC) (Figure 3.3).

Figure 3.3. Intra-African trade by regional economic communities (USD million)
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Mega trade blocs gain ground

In recent years, moves towards “mega” regional trade agreements, such as the
proposed Transatlantic Trade and Investment Partnership (TTIP) between the United
States and European Union, have gained momentum. The aim is to remove tariff and
non-tariff trade barriers and restrictions on investment, in a wide range of sectors.
The US-EU agreement, when completed, would combine the world’s two largest economic
entities. The TTIP could also jump-start discussions on the Doha Development Agenda
and renew interest in trade liberalisation.

In Africa, the Tripartite Free Trade Area (TFTA) and the proposed Continental Free
Trade Area (CFTA) are designed to spur intra-regional trade and investment. The TFTA
takes in the 19-nation Common Market for Eastern and Southern Africa (COMESA),
the five-country East African Community (EAC) and 15-member Southern African
Development Community (SADC). This makes it the largest free trade zone in Africa’s
history, accounting for over 58% of continental output, 48% of its countries and 57% of
Africa’s population. The TFTA also accounts for 25% of intra-regional trade, where other
blocs account for an average of 15%.

To boost regional trade, the TFTA focuses on i) harmonising existing regional
trade agreements; ii) facilitating the flow of goods between countries and along
transport corridors; iii) improving links between members by developing cross-border
infrastructure; and iv) allowing free movement of business persons.
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Reflecting the African Union’s vision of enhanced regional co-operation, the
main objective of the CFTA is to take the whole continent into an African Economic
Community with a free market of more than 1 billion people that uses the growing
middle class and associated demographic dividend. This initiative dates back to the 1991
Abuja Treaty that provided a roadmap for African regional integration. Negotiations for
the establishment of the CFTA were officially launched in June 2015 during an African
Union summit in Johannesburg, South Africa. The aim is to establish the CFTA by 2017.
Given the fragmentation and small size of African markets, a continent-wide common
market offers a unique opportunity to invest in cross-border infrastructure, to spur
regional integration and to boost growth and employment creation. Once created, the
African Economic Community’s proposed continent-wide free trade area would reduce
overlaps between Africa’s regional communities.

It is difficult to assess the real impact of the CFTA. However from past experience,
it brings benefits to members through “trade creation” rather than “trade diversion”
(Freund and Ornelas, 2010).

Regional integration is an aid to income convergence

Regional integration aims to promote political and economic co-operation. Most
Africans live in countries where domestic markets are too small and fragmented to
achieve the economies of scale necessary to compete internationally. Closer integration
is therefore crucial for the continent. Growth is a key aim for each country and so is
the desire to narrow divergences in income, unemployment and other social outcomes.
Despite compelling evidence that regional integration leads to income convergence
(Camarero, Flores, Jr. and Tamarit, 2006; Jones, 2002), some studies have indicated there is
no systematic relationship between trade integration and convergence (Milanovic, 2006;
Sohn and Lee, 2006).

Convergence indicators across Africa show mixed patterns

Regional integration helps convergence between poor and rich economies through
three key factors. First, integration encourages capital and labour mobility, which can
increase output and productivity. Agreements, whether free trade areas or customs
unions, offer potential benefits to all countries involved through increased trade volume.
Finally, regional integration promotes the spread of technology through the exchange of
goods, ideas and knowledge.

Forming regional economic communities has had a mixed impact on income
convergence in Africa. The eight countries in the West African Economic and Monetary
Union (WAEMU) show the highest income convergence rate. Incomes have narrowed at
an average rate of 19.6% between WAEMU'’s richest and poorest countries over 15 years.
As illustrated in Figure 3.4A, in almost all WAEMU countries, the per capita GDP has
risen compared to Cote d’Ivoire, the region’s leading economy. Benin and Senegal have
caught up with Cote d’'Ivoire, while Niger and Togo are still behind. This could mean that
poorer countries grew faster than richer ones to narrow the gap. The convergence may
also be explained by the slowdown of the Cote d’Ivoire economy during the country’s
political crisis of the early 2000s.

Incomes in the Economic Community of West African States (ECOWAS), which has
15 members, have also narrowed, though the convergence rate is lower at an estimated
11.4%. Countries like Ghana or Nigeria have been slowly catching up with Cabo Verde,
the region’s richest country. Over the past 15 years, per capita GDP in Nigeria and Ghana,
relative to Cabo Verde, has increased by 21.6% and 5%, respectively. However, Cote
d’'Ivoire has lagged behind the leading countries. Since 2000, when its political crisis
began, GDP per capita has declined 37% relative to that of Cabo Verde. In the CEMAC
region, income convergence has been estimated at just 5.5%. Over the past five years,
Congo has slowly been catching up with Equatorial Guinea while Chad has remained
behind (Figure 3.4B).
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The EAC had a convergence rate of 8.5%. This reflects rapid and sustained economic
growth, although there are significant cross-country variations. Against Kenya, the
richest country in the region, the GDP per capita of Rwanda and Tanzania grew by 50%
and 24%, respectively, between 2000 and 2014. But the GDP per capita of Burundi, the
poorest country, decreased by 26% compared to Kenya.

In the five-nation Southern African Customs Union (SACU), incomes have converged
by 13.3%. While countries are globally falling behind Botswana, the richest economy in
the group, Namibia is slowly reducing its gap with South Africa, the second richest. Still
in Southern Africa, SADC countries show a slightly lower convergence rate, estimated at
11.2%.In COMESA, which includes countriesin East and Southern Africa, the convergence

rate is estimated at 14.8%.

Figure 3.4. Gross domestic product per capita of selected African countries
relative to the regional leading economy (USD), 2011
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Income convergence in Africa remains low

African countries have made progress in removing some national obstacles
to narrowing the income gap. However, income convergence is always going to be a
long-term task and one carried out at different speeds. Table 3.1illustrates the disparities
within each regional economic community: with few exceptions, the richer economy is
often smaller in size and a poor growth performer.

Table 3.1. Comparison of the richest country in a regional economic
community (REC) with regional figures

Total GDP, PPP

Real GDP per GDP, PPP 2011 2011 USD of Total population
capita growth USD (2014), the REC (2014), Population  of the REC (2014),
(2005-14) billion billion (2014), million million
Equatorial Guinea (CEMAC) 0.81 27.2 181 0.82 48.20
Cote d’Ivoire (WAEMU) 1.44 68.9 204 22.00 110.00
Cabo Verde (ECOWAS) 3.63 3.2 1340 00.51 340.00
Kenya (EAC) 2.54 126.0 342 45.00 157.00
Botswana (SACU) 3.32 34.1 744 20.20 62.00
Seychelles (SADC) 4.48 2.3 1050 0.09 297.00

Source: Authors’ calculations based on World Bank (2015).

Policy makers need to quickly address three key issues to bolster income convergence
in Africa’s regional communities. First, there are huge differences within and between
Africa’s regions. Intra-African trade remains the lowest among all the continents. In
2014, trade between regions accounted for approximately 16% of Africa’s total (Table 3.2).
For Asia, Europe and the Americas, intra-regional trade represented, on average, about
61%, 69% and 56%, respectively, of their total trade in 2014.

There are also differences between Africa’s regions. CEMAC has the lowest
proportion of intra-regional trade, a commonly used measure of regional integration, at
just 2.1% in 2014. This is mainly because of the limited trade integration in this economic
zone. The EAC and SADC are Africa’s most integrated regional communities. In 2014,
the SADC had the highest proportion of intra-regional trade at 19.3% of its total trade
followed by the EAC at 18.4%. WAEMU and SACU had intra-regional trade proportions of
15.3% and 15.7%, respectively.

Table 3.2. Intra-regional trade in Africa’s regional economic communities
as a percentage of total trade

2000 2010 2014
CEMAC (Economic and Monetary Community of Central Africa) 1.19 2.74 2.08
COMESA (Common Market for Eastern and Southern Africa) 4.82 7.36 11.00
EAC (East African Community) 17.73 18.65 18.37
ECOWAS (Economic Community of West African States) 8.91 8.27 8.92
SACU (Southern African Customs Union) 2.56 14.47 15.67
SADC (Southern African Development Community) 11.73 18.18 19.34
WAEMU (West African Economic and Monetary Union) 15.24 12.70 15.30
North Africa 2.52 3.69 5.32
Africa 9.18 13.80 15.71

Note: WAEMU includes Benin, Burkina Faso, Cote d’Ivoire, Guinea Bissau, Mali, Niger, Senegal and Togo; CEMAC
includes Cameroon, Central African Republic, Chad, Equatorial Guinea, Gabon and Republic of the Congo;
COMESA includes Burundi, Comoros, Democratic Republic of the Congo, Djibouti, Egypt, Eritrea, Ethiopia, Libya,
Madagascar, Malawi, Kenya, Mauritius, Rwanda, Seychelles, Sudan, Swaziland, Uganda, Zambia and Zimbabwe;
SADC includes Angola, Botswana, Democratic Republic of the Congo, Lesotho, Madagascar, Malawi, Mauritius,
Mozambique, Namibia, Seychelles, South Africa, Swaziland, Tanzania, Zambia, Zimbabwe; and ECOWAS
includes Benin, Burkina Faso, Cabo Verde, Cote d'Ivoire, Gambia, Ghana, Guinea, Guinea-Bissau, Liberia, Mali,
Niger, Nigeria, Senegal, Sierra Leone and Togo.

Source: Authors’ calculations based on WTO(2015).
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Second, lack of economic diversification has limited trade between African countries
and regions. For a majority of countries, production and exports are concentrated in
oil and gas, minerals and agriculture raw materials. As a result, there is no scope to
capitalise on the comparative advantage associated with those products. The most
diversified economies are in East and Southern Africa, while West Africa and Central
Africa are among the least diversified. The CEMAC countries are the least diversified.
SACU is the second most diversified economic community.

In terms of export diversification strategy, differences also exist. Some countries
are trying horizontal diversification by producing new products. Kenya, Ethiopia and
Uganda have, for example, moved into cut flowers. This supplements or partially
replaces traditional exports such as coffee and tea (Yokoyama and Alemu, 2009) and the
new products help counter the volatility of global commodity prices. Other countries
are trying vertical diversification, moving up the manufactured products value chain.
Madagascar, for example, is capturing vertical value chains in clothing and apparel. This
strategy requires more sophisticated processing and marketing.

Africa’s regional communities can lay the foundation for diversification by creating
common markets, pooling resources and providing a framework for the regional
management of infrastructure such as transportation corridors. They can also
strengthen human resources capacity, health, security, the environment and services
across the regions. In addition, harmonising technological standards and regulations,
and reforming customs and border controls will improve Africa’s business climate.

Africa’s improved investment climate has provided opportunities for increased
investment from inside and outside Africa. Benin, Kenya, Mauritania, Senegal and
Uganda were among the top 10 most improved economies in 2014-15 in areas tracked by
the World Bank’s Doing Business 2016 survey. Together, they implemented 39 regulatory
reforms making it easier to do business. Sub-Saharan Africa accounted for about 30% of
the regulatory reforms making it easier to do business in 2014-15, followed by Europe
and Central Asia.

Figure 3.5. Economic diversification in selected African regional economic
communities
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Economic transformation can help create sustained growth and other benefits.
However, structural change isneeded to bringlastingresults. Countries need toreallocate
labour from low to high productivity activities and to use their relative demographic
advantage.
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Third, sufficient and efficient infrastructure is critical for the promotion of
inclusive and sustainable growth and income convergence in regional communities.
African economies can set a course for deep integration if infrastructure networks
are designed to link production centres with distribution hubs across the continent.
Such infrastructure will enable Africa to compete effectively, tap into regional markets,
benefit from globalisation through investment and trade and therefore achieve income
convergence (AfDB et al, 2013). The Programme for Infrastructure Development in
Africa estimates that Africa will need to spend up to USD 68 billion annually until 2020
on capital investment and maintenance.

Countries have made notable progress at a regional level developing cross
frontier infrastructure. The Ethiopia-Kenya Power Interconnector and the Zambia-
Tanzania-Kenya Power Interconnector will link the Southern Africa Power Pool and
the East Africa Power Pool and create a large regional electricity market. The Grand
Inga Hydro Power Plant on the banks of the River Congo in the Democratic Republic of
the Congo, when fully developed, could have a power generation capacity exceeding
44 000 megawatts — half of Africa’s current installed electricity capacity.

Other major projects include the multinational Mali-Céte d’Ivoire Road Development
and Transport Facilitation Project on the Bamako-Zantiebougou-Boundiali-San-Pedro
Corridor. This will help open up production areas in the two countries, improving
competitiveness, economic diversification and poverty reduction in the participating
countries. The network will turn the port of San Pedro in Cote d’Ivoire into a key transit
point for neighbouring landlocked countries such as Mali and Burkina Faso.

Integrated financial markets open a path to accelerated income convergence

Deeper financial integration should speed up income convergence. Africa has already
seen 15 years of high economic growth. Better integration of financial markets could
spur more growth and speed up income convergence by setting favourable conditions for
better risk sharing and the phasing out of constraints, such as low competition and high
transaction costs. Regional financial integration could enlarge domestic market size,
broaden and deepen financial systems, achieve economies of scale, and make resources
more available and more efficiently allocated. Countries and regions with lower growth
rates would have a better chance to add growth and reach higher living standards.

Figure 3.6. Financial integration in different regional economic communities,
1970-2011
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Africa’s financial integration has progressed rapidly over the past 15 years. The
stock of assets and liabilities, a good indicator of financial integration, has increased
uniformly across Africa’s sub-regional communities (Figure 3.6). One reason could be the
increase in Africa’s international trade. From the mid-1990s up to the 2008-09 financial
crisis, the sum of merchandise trade (exports plus imports), a sign of trade openness,
has increased sustainably and since 2009 has grown at an annual average rate of 2.6%.

Also, since the early 2000s, African countries have implemented macroeconomic,
financial and structural policies to remove impediments on external financial activities.
From the mid-1990s, the financial account became more open (Figure 3.7) to cross-border
transactions, except in the CEMAC area.

Figure 3.7. Financial account openness in Africa’s regional economic
communities, 1970-2013
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Banking systems in Africa have boomed, as reflected in the expansion of pan-African
banks. Many African countries traditionally depend on bank financing (Sy, 2015) and in
thelastdecade, some large African banking groups have widened their regional footprint.
Thisreflects progressing economic and financial integration in Africa. Ecobank, aleading
pan-African bank which has its headquarters in Lomé, Togo, increased its affiliates from
11 to 36 countries while Bank of Africa, based in Nigeria, increased from 1 to 19 countries
and Attijariwafa Bank of Morocco from 1 to 12 (Beck et al., 2014). However the expansion
of these banks raises regulation and supervision issues given that cross-border banking
may increase the likelihood of financial contagion. Consequently, harmonised regulation
and supervision frameworks are crucial. Furthermore, since most African countries still
use the Basel I international banking regulations, regulatory and supervisory rules will
have to be brought in line with Basel III guidelines.

Mobile banking and other financial innovations have become a challenge to
conventional ATM cash machines and electronic bank payments. Expanding mobile
communication networks and access to mobile phones in Africa has led banks to work
with telecommunication companies to pioneer mobile banking systems that bring
financial services closer to clients. For example, from its home market in Senegal, the
WARI money transfer payment service has expanded to 24 African countries.
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Thus, beyond the traditional GDP indicators of financial development such as
domestic credit to the private sector or bank deposits, electronic payments are of
growing importance and need to be taken into account to show the growing size and
sophistication of Africa’s financial systems.

International and domestic sovereign bond issues are on the rise. Although banks
remain the main financial sector players in Africa, bond markets have developed over
the last decade. Many countries have issued bonds on international markets in recent
years, reflecting the desire to diversify sources of financing. In 2006, African countries
raised USD 200 million from global capital markets through bonds. In 2015, this figure
rose to USD 6.25 billion. However the move by the United States to end its quantitative
easing monetary policy, which has stoked a rise in interest rates and appreciation of
the US dollar, could push up borrowing costs and the size of external debt in domestic
currency terms.

Local bond markets could be an alternative but this must accompanied by
macroeconomic stability and rationalisation of government borrowing to reduce interest
rates. This would in turn crowd in private sector bond issuance which is essential in
deepening the domestic capital markets and hence expand financing sources. The
corporate bond market in Africa is underdeveloped. Few countries have an outstanding
bond to GDP ratio higher than 5%. In 2014, the total outstanding African debt securities
in local currency amounted to USD 486 billion.

To help develop local bond markets, the African Development Bank Group launched
the African Financial Markets Initiative (AFMI) in 2008. The AFMI seeks to enhance the
medium-to-long term development of African bond markets so governments canimprove
the terms at which they borrow in domestic financial markets, reducing dependence on
foreign currency denominated debt.

Local bond markets would also increase corporate financing options, act as a catalyst
for the development and stability of financial markets, boost regional financial market
integration and improve the availability and transparency of African fixed income data.

The size of an economy and the development of stock markets are strongly linked.
But lack of stock market integration is holding back Africa’s financial integration. Africa
has more than 25 stock markets. However, many are fragmented, illiquid and little
active. A major exception is the Johannesburg Stock Exchange (JSE) which accounts for
nearly 65% of Africa’s total market capitalisation. There have been initiatives to merge
some to benefit from economies of scale. The CEMAC group is a monetary union with
two stock markets, yet with only four listed companies. The total market capitalisation
is less than 0.5% of CEMAC’s total GDP.

However, some economic zones like ECOWAS are actively encouraging securities
listings. Rules on some individual and cross-border stock exchanges - notably the Bourse
Régionale des Valeurs Mobilieres (BRVM), which covers eight West African countries,
the Nigerian Stock Exchange and the Ghana Stock Exchange — allow foreign companies
to have multiple and cross-border listings.

Stock markets could learn from the model of the new generation of pan-African
banks helping financial integration and investment within regions and across the
continent. The number of stock markets will have to be rationalised to allow the right
regulatory and supervisory framework for pan-African stock markets.
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Intra-African investment is rising, driven by increased regional integration

Investment between Africa’s regions could be a crucial driver of financial integration,
but so far it is limited. Foreign direct investment into Africa has risen from about
USD 10 billion in 2000 to about USD 55 billion in 2015. Investment within Africa has
played a key role in this expansion.

In terms of project finance, intra-African investment accounts for 19% of total
investment in Africa (EY, 2015).

Intra-African investment is less targeted at the extractive sector, helping recipient
countries to diversify away from the volatile resources industries.

Investment within Africa has been led by South Africa, Nigeria and Kenya, mainly
in banking, retail and telecommunications. Morocco, through banking and insurance
companies such as Attijariwafa and Saham Insurance, has become a major investor but
mainly in French-speaking countries. South Africa is the top investor in its region. About
80% of foreign investment into Botswana, Lesotho, Namibia and Swaziland comes from
South Africa (World Bank, 2016). For some small countries such as Benin and Guinea-
Bissau, finance from other African countries accounts for more than 30 % of their foreign
inflow.

The African investment flow is growing but is not yet the torrent that many countries
want. The potential is much higher and other regions of the world generate a lot more of
their own investment. Intra-African investment accounts for only 12% of Africa’s total
foreign investment. In Asia, intra-regional investment makes up 33% of the continent’s
total.

Two reasons may explain why Africa is not investing in itself. Despite recent trade
liberalisation, Africa still has high tariff and non-tariff barriers that hinder foreign
investment. Africa also has regulatory and structural impediments. Goods and financial
markets are fragmented. This prevents the leveraging of cross-border investment
opportunities. Africa’s financial integration needs co-operation between financial
regulators in different countries to harmonise their rules.

There are signs of change. The growth of pan-African banks in recent years has
revolutionised Africa’s financial sector. They now account for a large share of investment
between African regions. The resilience of Africa’s growth performance, supported by
strong consumer demand, could also be a launchpad for intra-African investment in
consumer-focused areas such as financial services and telecommunications. Current
initiatives to rationalise and bring together Africa’s regional communities could
dismantle obstacles to bigger markets. The creation of the TFTA, in particular, could
boost intra-African trade and investment.

Increased trade finance can help integration and job creation

Despite the increase in Africa’s internal trade in recent years, it remains confined.
Limited finance is devoted to intra-African trade. Banks operating in Africa account
for about one-third of Africa’s total value of trade finance, estimated at USD 320 billion
(AfDB, 2014). However only 19% of bank trade finance is devoted to intra-African trade
and this is not uniformly distributed across Africa. With 6%, North Africa has the lowest
proportion of bank intermediated trade finance. In East and Southern Africa, around
27% each of bank intermediated trade finance is devoted to intra-regional trade, the
highest in Africa.

The expansion of Africa’s trade finance could strengthen regional integration and
foster job creation. Africa’s total exports comprise 80% raw commodities and 20%
manufacturing. In contrast, 60% of intra-Africa trade is manufactured products, against
40% for primary commodities. Manufacturing is a good driver of productive employment
and would push Africa further up the global value chain.
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Chapter 4
Human development in Africa

This chapter reviews Africa’s progress from a human development
perspective and provides projections building on current trends.
A sub-regional approach is employed to examine the expansion of
people’s capabilities in relation to living standards, healthy lives and
increasing knowledge. The chapter also explores the negative impact
of inequality - including gender inequality - on all levels of human
development. Human progress in expanding cities and settlements
is considered in the context of the global 2030 Agenda and Africa’s
Agenda 2063. The chapter concludes with a range of best practices
from country experiences in promoting human progress through
more equitable and sustainable human settlements.
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In brief

African countries have made steady progress with gains in education, health and living
standards. However, the pace of progress in human development varies by country and
sub-region and is insufficient to reach the 2030 Agenda targets for sustainable development.
Progress is hampered by several factors: inequality weakens the impact of growth on poverty
reduction, weak structural transformation limits work opportunities, and limited advances
in gender equality hamper skills and entrepreneurial development. Ensuring human progress
for youthful, rapidly expanding and increasingly mobile populations remains a considerable
challengein all African countries. Work is central to ensuring that Africa’s current urbanisation
pathways contribute to gains for all. Policy responses to rising exclusion, urban poverty and
inequality are essential to achieve the 2030 Agenda and Agenda 2063 goals for inclusive human
development in sustainable cities and settlements. These must address existing tensions
between social groups, as a result of economic, political and social exclusion, through the
provision of secure livelihoods, quality social services, enhanced security, private sector
investment, improved human rights and affordable social protection.

Human development in Africa has made strong gains, but remains uneven

Human development in Africa must be sustained and accelerated

Progress on the core dimensions of human development is improving in Africa at the
same rate as all developing countries combined. The African region currently ranks third
behind East Asia and South Asia in terms of the annual percentage change in human
development index (HDI) values (Figure 4.1). UNDP’s Human Development Index is an
aggregate indicator of achievement in three key dimensions of human development:
health, education and income. Concretely, the HDI measures the capacity to lead a long
and healthy life, to be knowledgeable and to have access to resources necessary for a
decent standard of living.

Figure 4.1. Average annual change in human development, 1990-2014
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Human development goesbeyond the accumulation of wealth. Itembodies the process
of enlarging people’s choices to live their lives in a way that is equitable, participatory,
productive and sustainable. These choices are created by expanding human capabilities
and functioning (UNDP, 1999). Human development therefore encompasses a number
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of additional dimensions including self-respect, human rights, a sense of community,
opportunities for creativity and productivity, and political, social, economic and cultural
freedom. To achieve sustainable human development, governments and citizens must
build an enabling environment that includes participation in political and community
life, environmental sustainability, human security and rights, and more equal outcomes
and opportunities for women and men (Figure 4.2).

Figure 4.2. Human development dimensions
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The gap between low and high human development in African countries is closing
over time. The rate of progress in African countries with poorer conditions in relation
to income, health and education! is faster than the average of all developing countries
combined (Figure 4.3). However, the rate of human progress for all African countries has
declined in recent years from the high growth rates achieved between 2000 and 2010.
This decline is a reflection of the slowdown in increases in income per capita relative to
improvements in education and health outcomes. This slowdown is of concern as most
African countries still remain in the low human development category.

Figure 4.3. Change in human development in Africa by category, 1990-2014
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In terms of regional variation, North Africa has the highest proportion of medium
and high human development countries (Table 4.1). Southern Africa and Central Africa
also have mix of low and medium human development countries. However, in East
and West Africa, the majority of countries are in the low human development category
with a few exceptions. The focus must therefore remain on accelerating and sustaining
progress especially for low human development countries.

Table 4.1. African countries by level of human development

Low human Medium human High human

development development development
Region  (lessthan 0.550) (0.550-0.699) (0.700-0.799)
Central  Cameroon Congo (Democratic  Congo

Central African Republic of the) Equatorial Guinea

Republic Madagascar Gabon

Chad
East Burundi Rwanda Seychelles

Comoros South Sudan

Djibouti Sudan

Eritrea Tanzania

Ethiopia Uganda

Kenya
North Mauritania Egypt Algeria

Morocco Libya Tunisia

Southern Angola Mozambique Botswana South Mauritius

Lesotho Swaziland Namibia Africa

Malawi Zimbabwe Sao Tome and Zambia

Principe

West Benin Mali Cabo Verde

Burkina Faso Niger Ghana

Cote d’lvoire Nigeria

Gambia Senegal

Guinea Sierra Leone

Guinea-Bissau Togo

Liberia

Source: UNDP (2015a).

Africa’s youth is at risk from slow human progress

Africa still faces a significant deficit in terms of people’s capabilities and choices,
with implications for Africa’s youthful population. Three out of every four Africans live
in a country with poor foundations for human development, while globally one in every
five individuals lives in a low human development country (UNDP, 2015a). Africa is a
youthful continent, with over 50% of the population under the age of 18.5 and 19% of the
population aged between 15 and 24 years old (UN DESA, 2015). This deficit therefore has
tremendous short and long-term implications for inclusive growth and development.

Over time, the number of Africans living in low human development conditions is
likely to fall. In 2015, 36 African countries were in the low human development category,
while 17 were in the medium to high human development categories. If African
countries continue on the same trajectory, the number of countries experiencing low
human development is projected to fall to 22 in 2030 and to five countries by 2063 (UNDP,
forthcoming).

However, if the current rate of human progress remains steady, global and
continental poverty targets will not be met in all countries. In 2015, approximately
879 million Africans lived in countries with low human development, while 295 million
lived in medium and high human development countries (Figure 4.4). Recent population
projections for individual African countries estimate a fall in the number of Africans
living in low human development countries to 456 million by 2030 (UNDP, forthcoming).
However, these projections imply that the ambitious goals set by 2030 Agenda and
Agenda 2063 to eliminate poverty by 2030 and 2063, respectively, will not be met.
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Figure 4.4. Share of Africa’s population by level of human development,
2015 and 2030

= Low human development [ Medium human development ~ [_1 High human development

100
%

o
NN
o
oS
o
(=23
o
[
o

Source: Authors’ calculations based on UNDP (2015a) and UN DESA (2015).
StatLink = http://dx.doi.org/10.1787/888933350348

Expanding people’s capabilities and choices in low human development countries
would have a positive impact on Africa’s youth. At present, the majority of young
Africans live in poverty and work at an early age rather than furthering their education.
It is estimated that up to 17% of Africa’s 15-17 year olds are working and out of school
compared to 15% in Asia Pacific, and only 2.2% in Eastern Europe and Central Asia (ILO,
2015). Youth aged between 15 and 24 who are working, including those in urban areas,
are more likely to live in poverty. While, globally, two thirds of youth can be categorised
as working poor, in sub-Saharan Africa nine out of ten working youth are poor or near
poor (ILO, 2015). The highest proportion of working poor youth are found in South Asia
(94%) followed by sub-Saharan Africa (93%) and South East Asia and the Pacific (67%).
North Africa has a lower proportion with 59% of youth defined as poor or near poor,
while the Middle East and East Asia have 40% and 35%, respectively.

The lowest youth poverty rates are found in Latin America and the Caribbean, and
Central and South Eastern Europe at 22% and 21%, respectively. These rates are likely
a reflection of the higher proportion of youth still in education in these regions, rather
than in the workforce. Ongoing efforts by African governments and regional institutions
to promote faster industrialisation and regional integration, through investment in
infrastructure, skills and food security, are expected to improve Africa’s trajectory.

Regional variation in human development is driven by weak enabling conditions

Raising living standards across Africa is key to accelerating human development.
Significant strides have been made to extend life expectancy through concerted efforts
to reduce child and maternal mortality, improve food security and nutrition, halt
deaths from HIV/AIDS and provide access to anti-retroviral drugs, and reduce conflicts.
Significant progress has also been made in schooling as demonstrated by a rise in the
expected years of education. However, there remain challenges to providing quality
education for all that will supply the skills required by the rapidly changing marketplace.

Progress in human development varies substantially by region with higher levels
achieved in North Africa and Southern Africa. This is the result of more years of schooling
and higher incomes, as well as social programmes that support human development
efforts in medium and high human development countries in these regions. For example,

© AfDB, OECD, UNDP 2016 African Economic Outlook 95


http://dx.doi.org/10.1787/888933350348

4. HUMAN DEVELOPMENT IN AFRICA

the average expected duration of schooling in North and Southern Africa is 12 years.
This is higher than the African average of 10 years, but lower than the maximum of 18
years, which is equivalent to a Master’s degree. In addition, North Africa has achieved an
average life expectancy of 72 years, which is equal to the average life expectancy for all
developing countries globally. The average life expectancy in East Africa is only 62 years,
while life expectancy in Central, Southern and West Africa ranges from 58 to 60 years.

However, in all regions the standard of living, as measured by the gross national
income (GNI) per capita, remains inadequate. An average global inhabitant receives
USD 14 301 annually in 2011 purchasing power parity prices, while an average North
African receives only USD 9 900, a Southern African receives USD 6 800 and a Central
African receives USD 6 400. Inhabitants of East and West Africa lag behind with an
average GNI per capita of only USD 3 800 and USD 2 300, respectively (UNDP, 2015a). The
aggregate HDI and other sub-components (life expectancy and expected schooling) also
differ by region (Figure 4.5).

Figure 4.5. Human development index and components by region of Africa

[ Human developmentindex [ Life expectancy =~ [ Expected schooling GNI per capita

North Africa
przzzzz2777

|
A
|

——|

/77777777
]

Central Africa T
b

East Africa T '

Southern Africa

West Africa

Notes: Average life expectancy, schooling and GNI per capita values, as compared to benchmarks (85 years life
expectancy, 18 years expected schooling and USD 75 000 GNI per capita).

Source: Authors’ calculations based on UNDP (2015a).

StatLink =iz http://dx.doi.org/10.1787/888933350356

Persistent low human development is strongly correlated with the relatively high
population growth rate in low human development countries. High population growth
mitigates the positive impact of economic growth and social progress on human
development. Low human development countries have the highest fertility rates and
twice the average annual population growth of medium and high human development
countries. The average annual population growth rate for low human development
countries is 2.6%, compared to 1% and 1.9% for high and medium development countries,
respectively (UNDP, 2015a). Nine of the ten countries in the world with the highest total
fertility rates are African (UN DESA, 2015).

High population growth leads to high dependency and a delayed demographic
dividend. High fertility implies that the burden on the working population to support
the aged and the young is unlikely to decline rapidly. In Africa, children under the age
of 15 account for 41% of the population (UN DESA, 2015). High dependency reduces
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the potential demographic dividend from the growing number of youth entering the
workforce, usually characterised by rising levels of national productivity and diversified
economies. This is because high dependency diverts time, resources and investments
away from productive activities towards care-related activities and household
consumption, which slows the pace of economic diversification and human development.
Policy responses and determined action are required to tackle population growth and
create productive employment opportunities to harness the youth bulge and use this
demographic dividend for Africa’s development.

Africa faces critical hurdles to creating the enabling conditions for human
development in terms of effective public participation in governance and non-realisation
of rights. The annual Ibrahim Index of African Governance (IIAG, 2015a) shows that
participation remains one of the lowest scoring areas for most African countries. This
is particularly true for the indicator on “political rights”, which measures the extent
to which citizens are free to “participate in the political process including the right to
vote freely for distinct alternatives in legitimate elections, compete for public office, join
political parties and organisations and elect accountable representatives” (IIAG, 2015b).

Another key enabling condition for human development is environmental
sustainability. However, significant environmental threats to human development
persist in the region including the unsustainable utilisation of Africa’s rich natural
resources, which constitute the cornerstone of Africa’s economic growth. African
experts have prioritised sustainable land, biodiversity and waste management, and an
effective response to natural disasters and climate change, as key areas of intervention
for Africa’s sustainable development (UNEP, 2015).

The persistent gender gap in economic opportunities, human development, and law
and institutions poses an additional threat. The weakening of legislation on violence
against women overrides the positive impact of improvements in gender equality that
have taken place in education, the labour force, politics and the judiciary. These effects
are demonstrated in the Africa Gender Equality Index (AfDB, 2015) and the Mo Ibrahim
Index of African Governance Gender sub-index (IIAG, 2015b). Progress and gaps in
relation to gender equality are covered in Table 26 in the Statistical annex of this report,
with data from the African Development Bank, OECD and UNDP.

Inequality threatens long-term development

Africa’s human development progress is hampered by inequality in the distribution
of opportunities and outcomes within countries. This reduces the impact of interventions
aimed at promoting human development. When inequality in the distribution of health,
education and income across the population in each country is taken into account,
every region in the world registers a drop in the value of human development. This gap
between the human development value and the adjusted human development value can
be expressed as an overall loss in human development due to inequality.

African countries display the highestinequality gap in human development followed
by South Asia, the Arab States and Latin America (Figure 4.6). East Asia and the Pacific
and Eastern Europe and Central Asia present the smallest gap in human development
due to inequality. These regions have low levels of inequality in health and education
outcomes. As such, reducing inequality remains a critical focus for African countries
in the implementation of the Sustainable Development Goals (SDGs), including the two
dedicated goals on inequality: Goal 5 (gender equality) and Goal 10 (reducing inequality
within and among countries).

© AfDB, OECD, UNDP 2016 African Economic Outlook 97



4. HUMAN DEVELOPMENT IN AFRICA

Figure 4.6. Overall loss in human development from inequality by region
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African countries with high human development have the lowest overall inequality
gap. For example, Cabo Verde and Mauritius — countries with medium and high human
development, respectively — have the lowest levels of overall human development
inequality. Central African Republic, Chad, Comoros, Guinea Bissau and Sierra Leone
- all countries with low human development — have high levels of overall human
development inequality.

However, the relative importance of inequality for each dimension of human
development varies across high, medium and low development countries (Figure 4.7).
In low human development countries, inequality across the population is highest in
education and health compared to inequality in income. In medium development
countries, however, the disparity is highest in income compared to education and
health. For high human development countries, the disparities are highest in education
compared to income and are lowest in health.

Figure 4.7. Inequality in the dimensions of human development by group in Africa
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Income inequality has immediate and long-term implications for human
development. It has a decisive impact on economic growth, human capabilities and
opportunities, and the transfer of poverty and poor human development outcomes
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across generations. Melamed and Samman (2013) provide a comprehensive review of
the relationship between income inequality and growth. In particular, they highlight the
emerging consensus that income inequality has a negative impact on poverty reduction
at all levels of growth. For example, between 1981 and 2005, economic growth enabled
millions of people to escape poverty. However, growth in income inequality ensured
approximately 600 million people remain trapped in poverty (Hillebrand, 2009: 7).

Income inequality in the absence of effective distributional mechanisms contributes
to unequal education and health attainment. There is evidence that higher income
inequality contributes to lower growth, as lower income households are less able to lead
healthy lives and access education (Dabla-Norris et al., 2015). This variation in health
and education outcomes could be a result of disparity in individual access to economic
resources, as well as inequality in the allocation of resources by geographic location,
gender and economic or social group.

This inequality in education and health outcomes becomes a long-term barrier to
human progress. The negative impact extends to inequitable access to employment,
decent wages, entrepreneurship and opportunities to participate in decision making.
These all contribute to the inter-generational transfer of low human development,
which dampens the poverty-reducing impact of economic growth and transformation
and promotes an ongoing cycle of social exclusion and poverty.

Gender inequality slows human progress and hinders structural transformation

Gender inequality remains a barrier to human development in most countries in
Africa. According to the Gender Inequality Index, which examines gender inequality in
health, education, political representation and the labour market, low human development
countries have the highest aggregate levels of gender inequality? (Figure 4.8). Analysis of
this aggregate score reveals that the majority of African countries at all levels of human
development still face low levels of political representation for women, and there are
significant variations in labour force participation, health and education.

Figure 4.8. Gender Inequality Index and components by group in Africa
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Many African countries exhibit low levels of female representation in leadership,
albeit with large variations. Female representation accounts for over 60% of the lower
house of parliament in Rwanda (dropping to 39% in the upper house) but only 3% in
Comoros. Overall, female representation accounts for over 30% of parliament in only
14 African countries (IPU, 2015). Reducing this gender gap has the potential to make
African societies more vibrant and its institutions more resilient and responsive. In
particular, countries with higher female representation in parliament show increased
attention to reform in areas such as family land law and land rights, and greater public
acceptance of women as political leaders (AfDB, 2015).

Gender inequality in the labour market results in lost benefits to individuals,
households and society. Female labour force participation in high human development
countries in North Africa and beyond is low, with only 15% to 44% of working age females
in the labour force compared to 65.4% in sub-Saharan Africa. This has significant
economic implications, as annual economic losses due to gender gaps in the labour force
have been estimated at USD 60 billion for the Africa region (Bandara, 2015).

For women in the workplace, low levels of education, poor conditions of work and
low remuneration pose an additional challenge to obtaining a fair return on their labour.
Recent statistics for 2007-11 show that the female to male literacy ratio for sub-Saharan
Africa is only 76 compared to the world average of 90 (UNSD, 2016). Estimates also
indicate that 74% of working women in Africa are in low productive agriculture and
informal employment, compared with 61% of men (ILO, 2013). Women employed in
vulnerable work or the informal economy tend to experience poor working conditions,
have limited access to social security and representation, and receive lower earnings
than other workers (Vanek et al., 2014).

Inequalities in care and domestic work prevent many women from spending time on
education and paid work. Time-use surveys show that women are typically responsible
for the majority of unpaid care work such as household chores and caring for children
and elderly relatives. Women report doing more than four times as much unpaid care
and domestic work than men in Ethiopia, Madagascar and Mauritius, and three times as
much in Benin, Ghana, Rwanda, South Africa and the United Republic of Tanzania (UN
Women, 2015).

Poor maternal health as a result of early marriage, high adolescent births and low
access to reproductive health robs women of the capability to lead long, healthy and
productive lives. In 42 out of 53 African countries for which data are available, more
women die in childbirth than the average number for all developing countries. Between
240 and 1 100 Africa women die in childbirth per 100 000 live births every year compared
to the average of 225 for all developing countries (UNSD, 2016). Seven out of the ten
countries with the highest rate of early marriage for girls are in Africa (UNICEF, 2014). In
addition, Africa has twice the number of adolescent births as all developing countries
combined (UN DESA, 2015).

Low health expenditures limit access to reproductive health services. Low human
development countries in Africa spend only USD 134 per capita on health, compared to
an average of USD 561 for medium human development countries and USD 827 for high
human development countries (World Bank, 2016). This leads to a significant unmet
need for family planning in African countries of 23.2% against a global average of 12.8%
for all developing countries, due to supply and demand constraints (Alkema et al., 2013).

Gender inequality persists due to discriminatory social institutions, power
structures, traditions and socio-cultural norms. Discriminatory social institutions
include formal and informal laws, social norms and practices that restrict or exclude
women and consequently curtail their access to rights, justice, land ownership, and
access to resources and empowerment opportunities. These discriminatory institutions
contribute to inequity and unequal development outcomes for women and men
(OECD, 2014).
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Research confirms the benefits of enhancing women’s rights and expanding women'’s
capabilities through empowering women and providing equal access to productive
assets, markets and justice. The benefits impact all individuals, communities and
society, and include enhanced food security (UNDP, 2012). Countries with higher values
for discriminatory social institutions also perform poorly on the Human Development
Index (OECD, 2014). Efforts to map gender gaps in social institutions by human
development group show that low human development countries fare poorly in all areas
of social discriminatory institutions (Figure 4.9).

Figure 4.9. Gender gaps in social institutions
by human development group in Africa
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Women in low, medium and high human development countries continue to face
discriminatory social and institutional practices that interfere with their fundamental
rights and human progress. Women in low and medium human development countries
typically face discrimination in terms of restricted access to resources and assets, which
affects their capacity to make decisions over natural and economic resources. Women in
low human development countries face the highest levels of discrimination in relation
to family code and physical integrity. Discriminatory practices including early marriage,
parental authority and inheritance rights limit decision-making power and status in
the household and family, restrict women’s and girl’s control over their own bodies and
promote violence against women.

Womeninmediumhuman development countries face higherlevels of discrimination
in terms of civil liberties. Discriminatory laws and practices restrict women'’s access to
public spaces, their political voice and their participation in all aspects of public life.
Women in high human development countries face obstacles in relation to son bias.
Family preference for sons over daughters translates into bias with regard to caring,
nurturing and allocating resources.
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Sustainable cities and structural transformation are a priority for human
development in Africa

The 2030 Agenda and Africa’s Agenda 2063 aim to accelerate human development
through sustainable settlements

The Millennium Development Goals (MDGs) highlighted the potential of growing
urbanisation to increase living standards. They also recognised the threats to groups
excluded from growing prosperity, especially those located in slums. The MDGs aimed
to achieve by “2020, a significant improvement in the lives of at least 100 million slum
dwellers”. Many African countries have since made significant progress in improving
access to social services such as water and sanitation in cities. However, human
progress for those living in slums is still constrained by lack of basic services such as
improved drinking water and adequate sanitation and poor energy supply, combined
with insecure tenure, non-durable housing and overcrowding. According to UN-Habitat,
61.7% of urban Africans in sub-Saharan Africa live in slums (UN-Habitat, 2013b). This
figure is significantly higher than that of South Asia, which at 45% has the second-
highest incidence of slum prevalence (UNECA et al., 2015).

The Sustainable Development Goals (SDGs) and the 2030 Agenda deepen the focus
on equity and rights in human settlements. The 2030 Agenda states that inclusive,
safe, resilient and sustainable cities and settlements are critical to advancing human
development and structural transformation. Goal 11 affirms the need to ensure
the human rights of those in vulnerable situations, women, children, persons with
disabilities and older persons. It also identifies a range of human capabilities critical
for human progress, including education, health, environmental sustainability,
participation in community and political life and gender equality.

These global commitments to promoting the resilience of cities and human
settlements aim to safeguard social gains from capital investment in urban
infrastructure. It is of critical importance for their implementation in Africa to ensure
balanced investment in urban and rural settlements, promote linkages and eliminate
urban or rural biases.

Africa’s Agenda 2063 aims to accelerate economic and social transformation from
natural resource-based economies with most of the population employed in agriculture
to more diversified economies. Labour will move from low productive sectors, such
as agriculture and the informal sector, towards more productive sectors, such as
industry and services. This economic transformation will be accompanied by a social
transformation with migration from rural to urban areas expected to result in a decline
in birth and dependency rates (Timmer et al., 2012).

Cities and other settlements play a central role in the objectives of Agenda 2063.
These include goals related to inclusive and sustainable development, and continental
integration, unity and renaissance. The vision for Agenda 2063 is to develop cities
and other settlements as hubs that enhance access to social services and improved
living standards, while also creating a network of interconnected cities. Agenda
2063 therefore prioritises critical investments in economic and social infrastructure
required to accelerate structural transformation.

Key stakeholders engaged in the implementation of Agenda 2063 objectives
for human settlements should therefore take into consideration key elements from
the 2030 Agenda regarding the distribution of benefits across populations and their
participation in the planning and governance of cities.
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Sustainable settlements will prioritise decent work for youth and women

Expanding cities are hubs for present and future work, however the nature of work
is becoming more technology intensive. Work provides incomes and livelihoods and is
therefore anintegral part of human development. Work can enhance human development
through its contribution to reducing inequality, securing livelihoods and empowering
individuals. However, globalisation and technical progress are changing the world of
work. The digital revolution has influenced productivity and work opportunities in
Africa, which increasingly require access to mobile phones and Internet services (UNDP,
2015). This is the case for emerging high-tech industries and the service sector, as well
as informal activities facilitated by mobile phones and services.

More equitable access to economic opportunities arising from the changing world
of work could create greater opportunities for Africa’s young and growing population.
Unequal access to digital services, especially for women, youth and informal
settlements, is generating barriers to work that have an impact on present and future
human development. Estimates show that only 19.3% of the population in sub-Saharan
Africa uses the Internet, with imbalances found between women and men and rural
and urban areas. Provision of Internet access in Africa equivalent to developed countries
could generate 44 million new jobs, representing a boost to the young and unemployed
(Deloitte, 2014). As African countries continue to prioritise infrastructure development,
distributional imperatives must be addressed up front to prevent uneven access from
perpetuating existing inequalities.

Barriers to work are compounded by low skills, particularly for youth, creating a
challenge for the generation of present and future work opportunities in the region. A
healthy and educated workforce is critical to productivity and economic growth. Yet,
youth in sub-Saharan Africa have the lowest literacy rates of any region: only 62.7%
for women and 74.7% for men (UNSD, 2016). As the population shifts to cities and work
becomes more technical, this skills deficit is likely to impede access to emerging well-
paying jobs and lock many into low-paying informal work. This situation underscores
the link between the underlying gap in capabilities for many Africans and the inability
to benefit from emerging work opportunities in cities. Priority actions must focus not
only on service delivery and infrastructure improvements, but also on empowerment
and eliminating barriers for disadvantaged workers, including young women and men.

Efficient and equitable cities require the engagement of all citizens

Policy imperatives for enhancing access to decent work and livelihoods in cities
include effective and inclusive service delivery, accountable governance processes and
a human rights-based approach to infrastructure expansion. Pro-poor and gender-
sensitive policies that aim to narrow disparities and achieve human developmentrequire
a stronger commitment to the principles of good governance. Important elements of
inclusive governance in cities include upholding the rule of law, promoting human rights,
and transparent, participatory and accountable decision-making processes (Leete, 2008).
Inclusive governance also requires active engagement on the part of the poor, women,
men and youth to ensure pro-poor and gender-sensitive policies that narrow rich-poor
disparities.

Greater citizen engagement especially among women contributes to sustainable
cities. Such engagement is key to determining resource allocations for the provision
of quality and affordable energy services, water, sanitation and shelter in a more
equitable manner. Governance programmes and tools designed to improve women’s
participation and empowerment have targeted diverse groups of women. These have led
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to greater citizen empowerment, improved gender equality and accountability, and the
development of vibrant and sustainable living environments with equitable economic
and social benefits in sustainable towns and cities (WomenWatch, 2012). In Peru,
decentralisation and new laws that encompass citizen protection and participation led
to a higher level of engagement among women in local co-ordinating councils (LCCs)
and monitoring committees, resulting in a more equitable allocation of resources
(UN-Habitat, 2013a).

The rapid growth of urban areas in Africa with low levels of development has
constrained the ability of most governments to make the requisite investments in
physical infrastructure and human capital necessary for productivity rises and to
manage the unintended negative impact of urban growth. A focus on effective resource
mobilisation and management of financial, human and technical resources is therefore
key. For human development in cities to be sustainable, the government and citizens
mustimprove urban planning and design to promote resource efficiency, increase access
to sustainable transport and energy, and improve access to water, sanitation and waste
management (Mutizwa Mangisa, 2012). Implementing these reforms while fostering
participation and inclusion would decrease the number of slums dwellers and reduce
the ecological footprint of cities.

Africa can also draw lessons from other regions regarding human progress in
sustainable cities. Asia and Latin America (Mahbub ul Haq, 2014) show that a higher
level of urbanisation does not necessarily yield better human development outcomes.
Sustainable cities can advance human development through increased economic
activities, enhanced employment opportunities and improved access to basic services
(see Chapter 7). However, lack of proper management can result in increased deprivation,
rising inequality and growing exclusion, which constrain human development.

Sustainable urbanisation must address inequality and exclusion

Current urbanisation pathways reduce the pace of human development

Africa’s current urbanisation pathways and growing internal mobility create human
development gains, but not for all. Broad-based gains in human development from
urbanisation depend on the availability of employment and livelihood opportunities for
incoming residents, and an equitable distribution of infrastructure and basic services.
If urbanisation occurs without a corresponding increase in economic opportunities
and services, the resulting cities will be characterised by concentrations of relatively
richer people purchasing low-level services from those migrating to cities, slums and
concentrations of basic infrastructure services catering to the higher income parts of the
city (Freire, Lall and Leipziger, 2014). There is a danger that the current growth of African
cities could result in a poverty transfer from rural to urban areas, thereby creating wider
disparities.

The impact of urbanisation on development is a double-edged sword. Population
concentration contributes to human development progress, while potentially leading
to increases in inequality that fuel underlying tensions between social groups. A
strong correlation has been observed between national urbanisation rates and national
levels of human development. For example, urban population as a share of total
national population in African countries with high human development is close to 60%
(Table 4.2). However, urbanisation falls to less than 40% in low HDI countries (UNSD,
2016). This finding is broadly similar to the global finding for high-income and high HDI
countries compared to low HDI countries. Rates of urbanisation are much higher in high
human development countries (62%), but are also rising in low human development
countries (35%).
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Table 4.2. Urbanisation by level of human development in Africa

African countries by level of human Share of population residing in urban areas (%) Urban growth (%)
development 2015 2030

Low human development 36.1 431 3.8
Medium human development 575 63.7 2.6

High human development 58.4 62.6 9.7

Source: UNSD (2016).

While a direct causality cannot be implied, economic and social channels lead
from growing urbanisation to human development. These channels include more
economic and livelihood opportunities, and better provision of urban services and
infrastructure to more citizens, leading to better indicators of health, education and
income compared to rural areas. Historically, urbanisation is associated with economic
and social transformation, greater geographic mobility, lower fertility, longer life
expectancy and population ageing. Cities become important drivers of development and
poverty reduction in both urban and rural areas when they enhance economic activity,
productivity and trade, strengthen links between rural and urban areas, and provide
greater opportunities for political participation.

Urban transition often contributes to widening gaps between social groups within
cities, leading to conflicts and insecurity, mainly as a result of political and social
exclusion. There are limited data to determine the extent to which relative poverty in
cities rises as a result of differentials in income between the rich and the poor. However,
there is evidence that some of the most urbanised countries, such as Botswana, Central
African Republic, Seychelles and South Africa, also have high-income inequality
(Table 4.3). In many cases, only limited attention has been paid to the problem of urban
poverty with fewer interventions focusing on reducing relative poverty, exclusion and
inequality in cities. UN-Habitat refers to this overwhelming focus on rural poverty at
the expense of urban poverty as the “urban penalty”. There is an assumption that “all”
urban dwellers are healthier, more literate and more prosperous than rural population
(UN-Habitat, 2007).

Table 4.3. Inequality and urbanisation by level of human development in Africa

Urban residents in

African countries Countries Countries High income inequality
by level of slums with highly urban with over 60%
human populations of urban population Palma ratio and Gini
development % ‘000s (over 50% urban) in slums coefficient
Low human 63% 173 555 Cameroon, Cote d’lvoire, Burkina Faso, Central African Central African Republic,
development Gambia, Guinea Bissau, Republic, Chad, Comoros, Comoros, Lesotho
Liberia, Mauritania Democratic Republic of the
Congo, Liberia, Madagascar,
Mauritania, Mozambique,
Niger, Sierra Leone, Somalia,
South Sudan
Medium human 1% 25527 Botswana, Cabo Verde, Congo, Equatorial Guinea, Sao Tome Botswana, Namibia, South
development Gabon, Ghana, Morocco, Sao  and Principe Africa, Zambia
Tome and Principe, South Africa
High human 8% 593 Algeria, Libya, Tunisia, Seychelles
development Seychelles

Notes: The Palma ratio is the ratio of the richest 10% of the population’s share of gross national income (GNI)
divided by the share of the poorest 40% based on the work of Palma (2011). The Gini coefficient is the measure
of deviation of the distribution of income among individuals or households within a country from a perfectly
equal distribution. A value of 0 represents absolute equality and a value of 100 represents absolute inequality.
Source: UNSD (2016).

Many urban slum dwellers have to cope with poor health, lack of education, poor-
quality housing, limited and more expensive access to public services such as piped
water, sanitation facilities and garbage collection, and insecure land tenure. In low human
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development countries, three out every five urban dwellers live in a slum compared to
two out of five in medium development countries and less than one in ten in high human
development countries (UNSD, 2016). Studies show that pneumonia, diarrhoea, malaria,
measles and HIV/AIDS - the five diseases that cause more than half of deaths among
children - are prevalent in urban slums as a result of poor living conditions (UN-Habitat,
2007). Poor service delivery and insecurity in slums has a twofold impact on women and
girls who bear the burden of care work in the household. Women and girls are typically
responsible for fetching water when supply is poor. This can take hours out of their day,
reducing time for education, employment, childcare and rest (Women Watch, 2012)

The largest share of slum dwellers is found in low human development countries,
which encounter greater challenges in catering for new urban entrants, as they have the
largest share of urban residents living in slums without adequate access to economic and
social services (Table 4.3). At the same time, large income disparities are found in African
countries at all stages of human development. The richest 10% of the population have
over five times the income of the poorest 40% in high and medium human development
countries (Botswana, Namibia, Seychelles and South Africa). Wide income disparities
are also found in low human development countries (Comoros, Central African Republic
and Lesotho).

Young women and men in urban areas face particular challenges in relation to social
exclusion and poverty. African youth represent a wide spectrum in terms of level of
education and skills, with urban youth having access to opportunities that may not be
accessible for rural youth. However, some evidence indicates that the majority of Africa’s
urban youth are underprivileged and live in informal settlements (UN-Habitat, 2008).
Youth residing in informal urban settlements in sub-Saharan Africa are more likely to
have a child, be married or lead a household than their counterparts in non-slum areas
(Gupte, Lintelo and Barnett, 2014).

Recent evidence shows that new cities in Africa increasingly cater for higher income
groups, creating a periphery of low-income neighbourhoods. UN-Habitat notes that this
is mainly due to inappropriate urban development strategies and a lack of governance
capacities in secondary cities, which are absorbing the bulk of the urban population.
This leads to a bias towards providing services for the urban elite (UN-Habitat, 2014).

Effective strategies are needed to overcome exclusion and inequality

Lessons from selected countries highlight best practices to enhance inclusive and
equitable human development in the face of rising mobility. The practices are drawn
from countries with high mobility and good human development outcomes, as well
as countries with high mobility but low human development. Underlying factors
contributing to high human development or low human development in the context of
rapid urbanisation are mapped against opportunities to promote human development in
an urbanising environment. While progress has been made in both instances, tackling
income and social inequality in the context of growing cities remains imperative in both
low human development and high human development countries.

Algeria, Seychelles and Tunisia are highly urbanised countries with high human
development outcomes (Box 4.1). In Algeria, 71% of the population lives in urban areas
with good coverage of social services and a well-educated workforce. However, there is a
relatively high degree of gender inequality with few working-age women in the workforce
and a higher than average maternal mortality rate for high human development African
countries. While almost one third of parliamentarians are female, access to secondary
education is especially low for girls.

Seychelles and Tunisia are on opposite ends of the spectrum in terms of inequality.
Tunisia has a low level of income inequality, while Seychelles has a much higher level of
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income inequality. In Tunisia, 67% of the population lives in urban areas with only 7% of
the population living on less than USD 1 dollar a day, while only 8% of urban residents
live in slums (UN DESA, 2014).

Income inequality in Tunisia is moderate with the income of the richest 10% of the
population 1.5 times higher than the poorest 40%. In general, gender inequality is low
with low maternal mortality and a high share of women in parliament. However, labour
force participation for women is extremely low and girls have less access to secondary
education than boys.

In Seychelles, 54% of the population lives in urban areas. Income inequality is
relatively high with the income of the richest 10% six times higher than the poorest
40%. Gender parity in secondary education has been achieved and two out of every
five parliamentarians are female compared to the average for high human development
countries of one in five.

There are broad similarities among these high human development countries
regarding pathways to inclusive human development for settlements. In Algeria,
Seychelles and Tunisia, similarities include enhanced access to work, the wide coverage
and effectiveness of social protection systems, good health and education systems,
safety and the rule of law.

However, to harness opportunities from urbanisation these countries must address
rising social exclusion. Existing gaps need to be addressed in social protection, youth
employment and gender inequality, especially in the area of work. These countries also
need to create a suitable climate for domestic and external investments in order to
create more jobs and generate public and private income in cities. Attention to reducing
vulnerability and promoting environmental sustainability is also critical in fragile
contexts.

Box 4.1. Highly urbanised countries with high human development outcomes:
Algeria, Seychelles and Tunisia

Algeria

Provision of quality social services has led to good health indicators in child nutrition, maternal
mortality and child mortality. There is also broad access to water and sanitation, good national
security and personal safety.

In education, the availability of skilled education workers, as a result of investment in high pupil
to teacher ratios, has resulted in high literacy rates, and primary and secondary completion for
both girls and boys.

However, the region’s high youth employment and low youth participation in the labour force,
especially for women, must be addressed to unlock growth and improvements in living standards,
and reduce social exclusion from poverty and inequality.

Improving the current weak business environment could also unlock sustainable economic and
employment opportunities. Areas of focus include flow of investment capital, the soundness
of banks and more efficient customs procedure. The quality of electricity supply, road and air
transport have also deteriorated.

Effective participation and the realisation of rights enhance economic and social opportunities for
all. Building on the country’s ratification of human rights conventions and recent improvement
in the representation of women in politics, there is a need for more progress on political rights
and the removal of barriers to effective governance by political representatives. The country
should aim to increase women’s participation in the labour force, enhance gender equality in the
workplace and strengthen legislation on violence against women.
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Box 4.1. Highly urbanised countries with high human development outcomes:
Algeria, Seychelles and Tunisia (cont.)

Seychelles

A comprehensive welfare system and policies to supportlow-income families and the unemployed
have reduced vulnerability and poverty. A good investment climate and living conditions are tied
to a high level of safety, including personal safety and national security. Economic activity is
spurred by well-developed infrastructure including rail, air, electricity, water and sanitation, IT
and strong digital connectivity.

Despite low unemployment rates (3%), youth unemployment is significantly higher (20%).
Attention to the existing skills mismatch between education outcomes and private sector needs,
and differences in youth expectations and available work, could result in more employment
opportunities for youth. In addition, deteriorating gender equality in the workplace, especially in
the private sector, is overshadowing improvements in gender equality in education and the high
level of participation among women in politics.

Increased investment would provide more economic opportunities to close the income gap.
In addition, attention should focus on the business regulatory environment, the efficiency of
customs procedures, the removal of constraints on investment flows and the soundness of banks.
The biggest challenge noted by the private sector is access to finance. High carbon dependence
and vulnerability to the effects of climate change constitute a significant barrier to sustainable
urbanisation. More innovation and institutional co-ordination can speed up efforts to address
vulnerabilities linked to rising sea levels, marine degradation (coral bleaching), increasing
urbanisation and extreme weather phenomena, including floods and droughts.

Tunisia

The government supports active labour market programmes (ALMPs) that include wage subsidies
targeting high-skilled youth and provide a stipend, training and social security contributions. On
average, 6.4% of GDP is spent on social protection and labour programmes, such as pensions,
maternity and disability benefits, and emergency household loans. The provision of health and
education services and public expenditure on social sectors account for 19% of GDP.

Ahigh proportion of youth are unemployed, and youth with higher levels of education and women
are more likely to be unemployed. A large proportion of unemployed in Tunis are low skilled.
Expanding labour market programmes and ensuring equity and gender parity in employment
could therefore enhance human progress and counter rising social and economic exclusion
among lower and middle-income households.

Up to 45% of workers in the private sector are employed in the informal sector with reduced
access to social benefits. Addressing barriers to investment, such as the deteriorating investment
climate, high taxes and rising labour costs, could provide a boost to employment and growth.
Gaps in social protection include inefficiency, fragmentation and inequity, and low private
social security contributions. The system could be enhanced by reducing reliance on inequitable
universal subsidies, improvingidentification and targeting, and building graduation mechanisms.

Sources: IIAG (2015a), ILO (2015), UNDP (2015a), World Bank (2015) and UNSD (2016).

The second set of countries are urbanising yet have low levels of human development,
such as Benin, Gambia and Nigeria (Box 4.2). In Benin, 44% of the population lives in urban
areas, higher than the average of 36% for low human development countries. Income
inequality is moderately high, as the richest 10% have twice the income of the poorest 40%.
About 40% of rural residents live below the national poverty line, but only 31% of urban
residents are considered poor. Gender inequality is relatively high with low representation
of women in parliament and low access among girls to secondary education.
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In Nigeria, 48% of the population lives in urban areas. Income inequality is moderate
with the richest 10% of the population accounting for twice as much income as the
poorest 40%. About 50% of urban dwellers live in slum conditions. 53% of the rural
population lives below the poverty line, but only 34% of urban residents are considered
poor. Gender inequality is relatively high due to a high rate of maternal mortality, a very
low share of women in parliament and low labour force participation rates for women.

Gambia is a low human development country with six out of ten people living in
urban areas. Income inequality is moderate: the richest 10% have almost three times
the income of the poorest 40%. One out of three urban residents (34%) live in slum
conditions. While 74% of the rural residents live below the national poverty line, only
33% of urban residents are considered poor. There is high gender inequality due to the
low share of women in parliament, high maternal mortality and low access for girls to
secondary education.

These countries display similarities as well as differences in terms of enablers of
inclusive human development in cities. In all countries, progress has resulted from
economic opportunities found in cities, as well as the presence of a healthy and educated
workforce. There is, however, variation in the level of participation in governance, safety
and rights, which act as barriers to broader inclusion.

Several development areas that require attention are broadly similar across
countries. To enhance human development in cities and elsewhere, these countries need
to focus on improving availability and access to physical and digital infrastructure. They
also need to reduce social exclusion and gender inequality in the workplace, undertake
efforts to engage youth and build resilience to natural disasters.

Box 4.2. Countries that are urbanising but have low levels of human
development: Benin, Gambia and Nigeria

Benin

Participation in politics and elections is high with democratically elected political
representatives able to govern effectively. A competitive business regulatory
environment and good investment climate are overshadowed by challenges related
to bureaucracy and red tape, customs procedures and the soundness of banks. Good
personal safety and national security create an environment conducive for economic
and social progress. In addition, effective and independent judicial processes support
the realisation of rights including political, property and human rights.

Improving infrastructure could boost investment and economic opportunities in
urban areas. The road and rail network and electricity supply, IT infrastructure and
digital connectivity need particular attention. Better digital infrastructure could have a
positive impact on accountability, if the current low levels of access to information and
online services are improved.

Education outcomes are relatively poor with low literacy levels, gender imbalances
and a falling education system quality in terms of the extent to which the education
system meets the needs of a competitive economy. Access to water and sanitation is
low with a negative impact on health outcomes. Efforts to increase the accountability
of public officials and reduce the diversion of public funds could help to increase the
effectiveness of public investments.

Youth unemployment is high for educated youth: 39.3% of youth with tertiary education are
out of work compared with 22.7% for secondary education and 4.7% for primary education.
A significant proportion of the population is fundamentally excluded from society due to
poverty and inequality. Efforts to improve social safety nets to address poverty, old age,
illness, unemployment and disability would provide a much-needed boost.
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Box 4.2. Countries that are urbanising but have low levels of human
development: Benin, Gambia and Nigeria (cont.)

Gambia

The country enjoys high health and education outcomes, especially in cities, which
have higher literacy and enrolment rates creating a pool of skilled labour. Youth
in cities are highly literate: between 69% and 75% of youth in Banjul, Brikama and
Kanifing are literate. More economic opportunities in cities reduce poverty. Only 7.6%
of the population are considered poor in Banjul, compared to 38% in Kanifing, 57% in
Brikama and 56% nationally. However, 63% are employed in the informal sector, with a
higher share of women (74%) than men (55%). Mechanisms to promote equal access to
opportunities for women and men have resulted in a high gender balance in education
and female participation in the labour force. However, there are gaps related to gender
equality in the workplace, low rates of women in politics, and the status of legislation
on violence against women is deteriorating.

Deteriorating road networks and poor rail transport, electricity supply, IT infrastructure
and digital connectivity hamper the expansion of economic opportunities in cities.
Beyondinfrastructure, thereis a critical need to provide housing for the poor. The current
poor state of public transport and the high cost of taxis force many commuters to walk
to work. Improving the efficiency of public transport through the implementation of
low-cost, modern systems could improve competitiveness and economic opportunities.

Youth account for almost 37% of the population, the majority of which live in cities.
Banjul, Brikama and Kanifing all have a higher youthful population than the national
average. Many youth work in agriculture, low-value services and the informal sector. A
large proportion of Gambia’s youth is unemployed (38%), with unemployment higher
among young women (45%) than young men (30%). Providing more opportunities for
economic engagement is critical.

The main city Banjul is a low-lying island threatened by coastal erosion. A one-meter
rise in sea level could submerge the city. Challenges affecting drainage and sewage
systems also need to be addressed.

Although Gambia has ratified a number of international human rights conventions,
the country faces challenges related to political rights and participation, elections and
freedom of expression.

Nigeria

Significant investments in infrastructure estimated at USD 95 billion are beginning to
bear fruit, particularly in the logistics and power sectors. For example, the Lagos Rail
Mass Transit is a modern rail-based public transport system based on a public-private
partnership model that generates its own electricity. Existing strong labour policies and
national poverty reduction policies, expenditure and revenue-sharing frameworks can
be used to drive equitable and inclusive growth in cities. Good health outcomes are
the result of improvements in immunisation, child and maternal mortality and child
nourishment. However, access to water and sanitation is constrained, which has an
impact on health outcomes.

Overcoming constraints in the business environment could unlock domestic and
international investment. Key constraints relate to starting a business, contract
enforcement, registration, paying taxes, trading across borders and electricity supply.
Thereisroom to further develop infrastructure to expand economic opportunities. Road,
air, rail, water, electricity supply and IT infrastructure require particular attention.
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Box 4.2. Countries that are urbanising but have low levels of human
development: Benin, Gambia and Nigeria (cont.)

Efforts to improve current low levels of education provision and quality could reverse
low literacy rates and poor outcomes at secondary and tertiary levels, which is critical
for growing a competitive economy.

A significant proportion of the population is excluded due to poverty and inequality,
including gender inequality. There is need to address poor gender equality in the
workplace, women’s participation in the labour force and politics, and legislation on
violence against women.

Improvements are needed in terms of safety, the rule of law, national security, political
violence and human trafficking. Positive developments have taken place in online
services, and in terms of accountability, transparency and corruption in the public
sector, but diversion of public funds is increasing.

Sources: Ernst and Young (2013), IIAG (2015a), ILO (2015), UNDP (2015a), World Bank (2015) and UNSD
(2016).

Policy imperatives are crucial for inclusive human development in sustainable cities

These examples showcase specific models of equitable and sustainable settlements
in Africa and point to key policy reforms and development actions to create equitable and
sustainable cities. The analysis presented in the previous section highlights three key
policy areas for attention: i) addressing social exclusion through work and effective social
protection; ii) creating an enabling environment for private investment; and iii) enhancing
environmental sustainability and reducing vulnerability to environmental shocks and
climate change. These policy areas mirror the rights-based framework proposed by
UN-Habitat, which encompasses cities that have an inclusive vision, flexible plans and
implementation mechanisms, and institutions that are accountable and efficient (UN-
Habitat, 2010). In particular, the following areas merit greater attention by policy makers
(see also Chapter 8):

- Enhanced public capacity for innovative urban planning and management strategies
that eliminate urban bias and provide effective social services and infrastructure
for urban residents. This involves strengthening government accountability and
the ability for public and private providers to provide quality public services to
higher population densities, including security, that promote job growth and private
sector investment. Sustainable cities must deal with the additional complexity
of changing dynamics in urban governance, and provide an active role for local
government in service provision.

« Appropriate skills, educational content and job matching. Fostering more equitable
human development in the cities of the future requires greater diffusion of
appropriate skills and technology and education systems. These should be tailored
for a competitive workforce through more effective partnerships between educators
and employers.

 Social protection policies and programmes. Effective implementation of regulation
that protects the rights of workers and residents is essential, alongside programmes
that provide comprehensive and affordable social protection for the most vulnerable.

 Effective participation and equitable resource allocation. Successful cities
promote equity and sustainability in government finances, taxation and planning
processes. Taxation policies have a significant impact on improving equity and
reducing existing disparities (Freire, Lall and Leipziger, 2014). In addition, full civic
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engagement for both women and men must ensure that urban institutions respond
adequately to localised needs (Leete, 2008).

 Building resilience and environmental sustainability through technology. In
natural resource-constrained environments, efforts to foster more equitable
human development in cities must integrate environmentally resilient technology
into the provision of services and infrastructure. Adequate disaster risk reduction
and resilience building must also form part of long-term strategies for equitable
and sustainable human development.

Notes

1. Healthis assessed by life expectancy at birth (United Nations Statistics Division), and education
is measured by mean years of schooling for adults over 25 years, and expected years of schooling
for children of school-entering age (UNESCO). The standard of living is measured by gross
national income per capita (World Bank). The HDI only captures part of human development
and does not reflect aspects related to inequalities, poverty, human security, empowerment,
governance or environmental sustainability.

2. Other important dimensions of gender equality missing from the GII, including economic
empowerment, human development, laws and institutions, are captured in the Africa Gender
Equality Index (AfDB, 2015) and the Social Institutions and Gender Index (OECD, 2014).
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Chapter 5

Political and economic governance
in Africa

This chapter assesses the governance trends affecting Africa’s
economic outlook by examining the most recent metrics on the
functioning of African public institutions. It looks at how the quality
of public service delivery and the performance of institutions meet
citizens’ expectations. It also lays out the improvements citizens
are asking for and how governments are responding. Finally, the
chapter outlines the prospects for 2016. Key findings are presented
first, and details of how these findings were arrived at are provided
in subsequent sections.
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In brief

While employment has been the main concern for Africans over the last decade, demands
for better services and infrastructure have been on the rise since 2008, and worries about
terrorism and violence are less and less confined to conflict zones. Not only are African
countries reforming their publicinstitutions, they are also taking their business environments
seriously, which can yield economic dividends over the long term but typically has limited
impact in the short term. Some indicators and expert reports hint at improvements in rules
and regulations affecting businesses.

The severity and geographic scope of politically motivated violence in the form of terrorism
or communitarian conflict has been increasing in Africa over the past few years. This has
spurred African countries to work together to find regional solutions, but international
co-operation is difficult.

African citizenries are increasingly becoming effective at demanding and obtaining
improvements in governance. Success stories include the Nobel-prize winning institutions of
Tunisia that managed to create a freer and more democratic society as well as new forms of
civil oversight in some countries to give citizens other ways to influence policy beyond voting
and protesting.

Key governance challenges in Africa are a growing demand for public
services, the threats of terrorism and internal conflicts

This chapter defines governance as the way different state and non-state actors
make public decisions and manage economic and social resources for development.
State entities, political parties, civil society organisations and private sector actors all
play a role in the process. The chapter provides an overview of what the latest data
available tells us about governance in Africa, current trends and how this relates to
overall development outcomes.

As governance is multi-dimensional, a variety of measures and indicators are
considered. These can be divided into four main areas:

» the provision of public goods and services through good management and
optimisation of financial resources

« the regulation of economic institutions and the state’s effectiveness in fostering
economic activity

« the interaction of political institutions with citizens
« the construction of trusted institutions capable of strengthening social cohesion.

Citizens’ expectations towards governments and key areas of tensions are the
starting point of this chapter. This section presents the main results of opinion polls
and surveys, as well as findings from updates of the African Economic Outlook (AEO) civil
tension indicators.

Opinion surveys show that citizens demand better economic opportunities, as well as
better governance of public institutions

The main issues stressed by African respondents to polls are better public services,
better institutions and better job opportunities. The MyWorld 2015 survey by the UN
highlights good education, better healthcare and an “honest and responsive government”
as the top three priorities for Africans (Figure 5.1). These are followed by the desire for
better job opportunities and better access to public infrastructure such as clean water,
sanitation and roads.
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Figure 5.1. Top priorities for African citizens

Agood education 26 608
Better healthcare 23849
An honest and responsive government 19 241
Better job opportunities 18707
Access to clean water and sanitation 17 090
Protection against crime and violence 16 575
Affordable and nutritious food 16 059
Better transport and roads 11 057
Freedom from discrimination and persecution 9711
Equality between men and women 8720
Political freedoms 8630
Support for people who cannot work 8285
Reliable energy at home 7287
Protecting forests, rivers and oceans 7264
Action taken on climate change 6848
Phone and Internet access 5919 ! ! ! i
0 5000 10 000 15000 20000 25000 30000

Note: This graph represents the answers to the question: “What are the six most important issues for you and
your family?” (35 310 respondents in all 54 African countries).

Source: UN/ODI/Ipsos MORI (2016).

StatLink =a=m http://dx.doi.org/10.1787/888933350406

Other opinion surveys show similar results. The Afrobarometer survey conducted
in 2014/15 found that the three most important problems that Africans in general want
their government to address are unemployment (32.4%), health (29.8%) and education
(24%), while rural Africans see better electricity and roads as a first priority. The 2015 Pew
global survey, which includes nine African countries, also found that top concerns were
employment, healthcare and education (Pew Research Center, 2015).

Employment has been the most pressing issue for African citizens throughout
the 2000s, according to Afrobarometer surveys, but demand for better services and
infrastructure has been on the rise since 2008. For instance, results from this survey
over the years show that demand for better education, health, electricity, transportation,
water supply and sanitation is rising. In the survey round of 2002/03, nearly 65%
of respondents cited concerns about jobs and income as one of their three biggest
concerns. The same poll conducted in 2014/15 showed this number had declined to 54%
as respondents increasingly cited services and infrastructure issues. Respondents in
13 countries now cite infrastructure as their most pressing problem (Leo et al., 2015).

Major concerns diverge in some countries. Outliers include Nigeria, which is facing the
Boko Haram insurgency, and South Africa, which has a high urban crime rate. Nearly one
third of respondents cited insecurity as a major national problem. In Egypt and Tunisia -
two countries that underwent regime change during the Arab Spring — and Burundi and
Mali - two post-conflict states — concerns about security and crime were cited as the second
most frequent issue after jobs and income. Problems related to food security appeared
among the top three issues in only two countries of the Sahel region, Niger and Mali.
Affordable access to housing was at the top of the list of concerns in the Afrobarometer
survey in three of the wealthier African countries: Algeria, Egypt and South Africa.

Regarding political institutions, citizens are demanding fairer and more competitive
elections. Elections are common practice in most African countries, and citizens want
them to be more competitive and inclusive. A large proportion of African citizens
believe that elections are a good principle for good governance, but a much lower
proportion feel that electoral processes in their countries are honest (Gallup, 2012-13).
Africans increasingly demand good governance outcomes: In 32 African countries
out of 34 countries, the majority of citizens preferred democracy to “other kinds of
government” in the 2011-13 Afrobarometer survey (Bratton and Houessou, 2014). On
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average, this index of demand for democracy was at 71% in 2012. In 16 countries, the
scores ranged between 74% in Burundi and 90% in Zambia (many West African countries
appear in this list of 16 countries). And citizens surveyed see elections as the best sign
of a democratic regime.

Afrobarometer data shows that higher levels of freedom of speech and information
are associated with a higher rating of government performance and trust, notably in the
fight against corruption. A solid majority of 69% of citizens support the role of media in
oversight of governments (Mitullah and Kamau, 2013).

Public protests are mainly related to jobs, public services and political disagreements

Looking at a variety of metrics is necessary to improve our understanding of citizens’
expectations of governments and other publicinstitutions. Opinion surveys, as described
above, and the results of elections are among the best indicators available. However,
tracking various forms of public protest and the reaction to them provides an additional
indication of the extent to which these opinions and motivations are strong enough to
inspire action. Interpreting the variations in civil tension indices requires great care:
while they may have economic costs, more frequent demonstrations and strikes may
also reflect the maturation of increasingly open governance systems. Following the 2011
regime change in Egypt, constitutional changes were accompanied by riots and protests,
undermining the Egyptian economy (Masry, 2015). In South Africa, a five-month-long
strike in the mining sector cost about ZAR 12 million in 2014 and is estimated to have
knocked off about two percentage points from GDP growth in the first quarter of 2015
(OECD, 2015a). The strike — the most costly in South African history — did not result in
substantially higher wages (SARB, 2014). The AEO governance indicators presented in
this section help gauge the trends in public protests and their motivations (Box 5.1).

Box 5.1. Assessing the quality of governance

A key to understanding Africa’s growth story over the last decade is assessing the quality of
governance. Both economic theory and some cross-country comparisons suggest governance is a
key factor in economic development, and it correlates with faster growth, higher investment and
increased poverty reduction (ADB, 2013).

Synthesising measures of different aspects of governance into a single evaluation is challenging
because the concept of governance is broad (Rhodes, 2012). It is difficult to capture with existing
data and often without uniform benchmarks to guide policy (Lin and Monga, 2012; Whaites et
al., 2015). Academic debates and empirical work has led to many competing indicators of good
governance being proposed. These indicators can be divided into two main types: perception-
based measures and fact-based measures. Where information seems to be lacking the mostis in
fact-based measures (ADB, 2013; The Effective Institutions Platform, 2015).

The AEO governance indicators are a fact-based measure of governance evaluating the quality
of the interactions between governments, other political institutions and citizens. They track
when African citizens are unsatisfied enough with institutions to take public action and how
African institutions respond to this discontent. Public protests, which are defined as strikes or
any type of demonstration with political, economic or social motives, are tracked on a daily basis
via news reports by journalists and press agencies across Africa and verified by AFP and Reuters.
By contrast with other forms of civil tensions - including violence, inter-community conflicts
and terrorist acts against populations — which are also monitored, public protests represent a
democratic way of voicing demands. Each relevant event is counted and then weighted based on
such factors as intensity, duration, number of casualties, etc. The methodology is presented in
the Statistical Annex of this report.

Public protests took a sharp downturn in 2015, following a steady rise since 2010
(Figure 5.2). Ebola in West Africa and terrorist attacks in several countries led to reduced
tolerance for public demonstrations by authorities. Temporary bans or restrictions were
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imposed on rallies in Guinea, Liberia and Sierra Leone and in the context of officially
declared states of emergency* in Chad, Egypt, Mali, Niger and Tunisia. Protests in South
Africa and Gabon declined in duration and intensity compared with 2014. Finally, North
African countries witnessed a decrease overallin the level of protests compared with 2014.

Figure 5.2. Index of public protests in Africa, 1996-2015
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Note: Public protests refer to strikes and any demonstration with political, economic or social motives. Each
event is weighted by its intensity (number of protesters) and duration (number of weeks). See more details in
the methodological annex of the report.

Source: Authors’ calculations based on news reports by journalists and press agencies across Africa, verified by
AFP and Reuters.
StatLink iz http://dx.doi.org/10.1787/888933350412

The top motivations for public protests in Africa from 2013-15, as reported by
newswires, tend to be poor economic conditions and public services. Although there
are slight differences between the results of opinion polls and the motivations behind
various protests across Africa, some convergence appears on economic issues and
on issues of political fairness. The top motivations for public protests continue to be
demands for wage increases, followed by demands for a change of government and
better working conditions (Figure 5.3).

Figure 5.3. Top drivers of public protests in Africa, 2013-15

Demand for salary increase (from private entities)

Demand for salary increase (from government)

Better working conditions (from government)

Demand for dissolution of government or stepping down of the head of state
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Reaction to executive overreach (arrests of journalists, protesters, opposition, etc.)
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Note: Public protests refers to strikes and any demonstration with political, economic or social motives. Each
event is weighted by its intensity (number of protesters) and duration (number of weeks). See more details in
the methodological annex of the report.

Source: Authors’ calculations based on news reports by journalists and press agencies across Africa, verified by
AFP and Reuters.

StatLink iz http://dx.doi.org/10.1787/888933350421
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There were significant differences between major cities and the rest of the country
in terms of the types of protests. Protests and civil unrest may be localised or affect the
entire country. In general, there seemed to be more economic protests in rural areas
and more political protests in urban areas (Map 5.1). These results should nevertheless
be interpreted with care since the lines between rural/urban and political/economic
motives may sometimes be blurred.

Map 5.1. Intensity of protests in Africa by location, 2015

¢ o
o
. °
o

° y o

e, 00 ® 4 \
Y ‘ °* o
 anad ® o0 ..

° . ¢

Note: The size of the bubbles represents the intensity of public protests in 2015 (e.g. the number of protests
weighted by the number of protesters and duration). See more details in the methodological annex of the report.
Source: Authors’ calculations based on news reports by journalists and press agencies across Africa, verified by
AFP and Reuters.

Terrorism represents a growing share of violence by non-state actors

Like in other parts of the world, terrorism has been a growing factor of violence in
Africa in recent years, causing long-term social and economic damage in addition to
immediate injury, death and destruction. The full negative impact of terrorist attacks
and cross-border violence on social progress is not easily assessed. Nevertheless, reports
by international organisations in West Africa, for example, provide some evidence of the
extent to which the Boko Haram insurgency has been degrading the security situation
in Nigeria and the areas neighbouring Lake Chad. Attacks resulted in more than
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15 000 dead and have displaced more than 2.1 million people across Cameroon, Chad,
Nigeria and Niger since 2009, according to the International Organization for Migration.
Within the first three months of 2015, more than 1 000 civilians were killed. In Nigeria
alone, approximately 600 teachers have been killed since the start of the Boko Haram
insurgency to December 2015. Over 2 000 schools remain closed - some of them for
more than a year. In addition, hundreds of schools have been attacked, looted or set
on fire. More than 1 million children aged 7 to 15 in the region are out of school, of
which 380 000 left school within four years, putting them at high risk of dropping out
altogether (UNICEEF, 2015a).

Looking at the broad trends, the extent and intensity of tracked acts of violence
by non-state actors slightly increased in 2015 in Africa (Figure 5.4). The Global Peace
Index (GPI) 2015 shows that on average the world became slightly less peaceful, with
scores deteriorating in 86 countries, 21 of which were in Africa. Libya experienced the
largest decline in peacefulness scores worldwide, as activities by criminal networks
and jihadist groups increased (IEP, 2015). The Horn of Africa is also under the threat of
terrorism, notably Kenya and Somalia, with multiple attacks by Al-Shabaab terrorists
not only against government forces and symbols of power but also against civilians. The
attack on the University of Garissa in Kenya in April 2015 left 147 dead.

Inter-community tensions have also been contributing to this increase. For example,
in Kenya, acts of terror committed by Al-Shabaab led to inter-community mistrust in
2015. Tensions directed towards Kenyan Somalis have risen as a result. In South Africa,
a wave of unrest targeting foreign-owned shops, mainly in Durban and Johannesburg,
resulted in seven dead in April 2015 before government forces took control of the
situation.

Figure 5.4. Political hardening and civil violence, 1996-2015
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Note: Each violent act has been weighted by its intensity (number of deaths and/or injured people) according to
a scaling methodology detailed in the annex of this report.

Source: Authors’ calculations based on news reports by journalists and press agencies across Africa, verified by
AFP and Reuters.
StatLink = http://dx.doi.org/10.1787/888933350431

Over 2013-15, the three major drivers of violence by non-state actors were:
i) terrorism; ii) inter-community conflicts, often fuelled by clashes over scarce resources
and ethnic resentments; and iii) complaints about electoral processes whereby political
parties have ignited or aggravated civil strife through violence (Figure 5.5).
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Figure 5.5. Violence by non-state actors in Africa, by type, 2013-15
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Source: Authors’ calculations based on news reports by journalists and press agencies across Africa and verified
by AFP and Reuters.
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Several African countries are innovating to meet the growing demand for public
services

What are the challenges and opportunities in governments’ ability to deliver public
services for its citizens effectively? With growing populations and increasing democratic
assertiveness, public service delivery is faced with capacity constraints. Where this
happens, institutions have no choice but toinnovate and change. Indicators of governance
quality suggest that demands by African citizens on their institutions are leading not
only to improved services but also to reforms to improve institutional capacity. Finally,
there are examples of international initiatives reinforcing the effectiveness of service
delivery.

The performance of African governments in delivering public services varies greatly
across the continent

In the 46 African countries surveyed in the Gallup World Polls in 2013 and 2014,
wide variations can be observed in the net satisfaction rate of service delivery in
health, education, transport and housing, reflecting highly heterogeneous citizens’
appreciation of state performance. The wording of the questions was: “In the city or
area where you live, are you satisfied or dissatisfied with...?”. With regards to public
transportation systems, while there was a net dissatisfaction rate of 15.2% on average,
the results ranged from a net dissatisfaction rate of 62% in Central African Republic to a
net satisfaction rate of 42% in Mauritius. In health service delivery, Africans are mostly
dissatisfied with its provision by their governments, with a net dissatisfaction rate
of 22% on average. However, a positive rating of governments’ performance in health
delivery was recorded in nine countries, ranging from 5% in Botswana to 59% in Rwanda.
As for states’ performance in delivering good and affordable housing, 17% of people were
dissatisfied on average across the 46 countries, with again wide disparities, ranging
from 65% net dissatisfaction in Libya to 32% net satisfaction in Rwanda. Education is the
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service delivery showing the highest net satisfaction rating, with a net balance of 5.1%
of African citizens satisfied on average. Twenty states showed a positive satisfaction
rate, while 24 had a negative satisfaction rate (data were missing for two countries). A
similar survey by Afrobarometer confirms the relatively more positive perception in
governments’ performance in delivering education, with an average 20% satisfaction
rate in the 33 countries surveyed.

Government expenses in Africa are lower in absolute terms in relation to GDP than
in other regions. The average expense-to-GDP ratio is 29.7% in Africa, compared to 40.9%
in OECD countries on average. In 2014, African governments spent under USD 2 000
per capita, with Libya (LBY) and Seychelles (SYC) as the two exceptions (Figure 5.6).
In comparison, Brazil (BRA) spent about USD 4 300 per capita, China (CHN) roughly
USD 2 500 but India (IND) only USD 360.

Figure 5.6. Government expense per capita vs. government expense
as % of GDP, 2014
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Source: Authors’ calculations based on IMF (2015a).
StatLink sizm™ http://dx.doi.org/10.1787/888933350454

Even at low levels of tax collection, several countries in Africa display high levels
of efficient public sector management by global standards. Figure 5.7 plots countries
in Africa and the rest of the world according to their tax-to-GDP ratios and the quality
of public sector management as measured by their ratings in the Country Policy and
Institutional Assessment (CPIA) of the World Bank. It helps identify some of the public
sector management success stories. For example, despite tax-to-GDP ratios under 20%,
Cabo Verde (CPV), Ethiopia (ETH), Rwanda (RWA) and Senegal (SEN) achieve above-
middling CPIA scores. By contrast, other countries with higher tax-to-GDP ratios have
low scores. The majority of African countries have both low tax-to-GDP ratios and low
public sector management scores.

Similar disparities are observed in terms of the readiness of administrations to
promote staff on the basis of merit and professional skills. Figure 5.8 compares spending
efficiency with an estimate of the degree to which merit is prioritised in hiring (World
Economic Forum [WEF]| Executive Opinion Survey, 2014). Like in comparator groups,
however, the more hiring is based on qualifications, the more efficiently public revenue
is allocated. Rwanda scores among the best performing countries on both accounts.
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Figure 5.7. Public sector management vs. tax-GDP ratio
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Note: The public sector management and institutions cluster includes property rights and rule-based
governance, quality of budgetary and financial management, efficiency of revenue mobilisation, quality of
public administration, and transparency, accountability and corruption in the public sector.

Source: Authors’ illustration based on World Bank (2016a) and IMF (2015a).
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Figure 5.8. Hiring based on merit and qualifications
vs. efficiency in public revenue spending
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Source: Authors’ illustration based on WEF (2014).
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According to Africans, corruption - the exercise of public power for private gain -
remains a primary obstacle to the state providing public services and protecting public
interest. In 2015, 58% of the African respondents of Transparency International’s survey
for its Global Corruption Barometer thought corruption had increased (Transparency
International, 2015). In the 12 months preceding the survey 22% of public services users
had paid a bribe across sub-Saharan Africa (SSA), equivalent to nearly 75 million people.
African anti-corruption bodies tend to lack resources, and very often a high proportion
of citizens think their governments are still performing poorly in fighting corruption.
On average 64.4 % of Africans declared their government is handling the fight against
corruption badly or fairly badly, while 30.6% think government actions against corruption
are handled well or fairly well (Afrobarometer, 2015). Formal oversight institutions
frequently face limitations in performing their function of holding governments to
account (IBP, 2015).

Accountability and the existence of checks and balances on public administrations
and public policies are key for effectively providing public goods, delivering services and
funding infrastructure. Accountability is a cornerstone of citizens’ perception of good
governance and crucial for the quality of public policies and the provision of public goods
(World Bank, 2002). A lack of checks and balances enables corruption, which results in
large financial costs and losses of quality in service delivery. For example, the office of
the auditor general in Kenya, an independent public body promoting good governance
and accountability in the management of public resources, revealed that less than 1.2 %
of public spending was incurred lawfully and corresponded to accountancy rules (Kenya
National Audit Office, 2015). This seriously undermines the capacity of states to respond
to citizens’ needs.

Policy initiatives are leading to more efficient, effective and inclusive services

African countries can improve their service delivery despite the great diversity of
policy contexts. Both academic literature and some recent policy reforms across the
continent suggest that some general principles of policy improvement can apply to many
countries. For instance, better priority setting, improved consistency of responsibility
assignment across levels of government or agencies, better user information and better-
balanced provider payment schemes are worth pursuing in many African countries
(OECD, 2010a). If these general principles apply to many countries, however, individual
policies do not. A one-size-fits-all approach to reform is not advisable.

Decentralisation can help improve service delivery when most of the regions
are economically and fiscally sustainable. In several African countries, regions or
municipalities rely primarily on government transfers (AEO, 2015). Administrative
performance can be improved through local elections and civil society mobilisation
when local government finances do not rely only on central transfers (Cabral, 2011).
O’Neil and Cammack et al. (2014) find that in the case of local governments in Malawi,
devolution is more likely to succeed in cities than in rural districts, as the former
have better infrastructure, can generate more revenue and have more potential for
performance monitoring, including by citizens.

Better management and optimisation of financial resources can significantly
improve public service delivery. For example, the private not-for-profit (PNFP) contracting
experiments in Uganda have shown positive results in terms of resource allocation and
service delivery. Since 1997 and under the process of decentralisation and devolution
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of power to local governance, the Ministry of Health has granted public subsidies to
PNFP providers with the aim of expanding access to healthcare through public-private
partnerships (PPPs), especially in underserved parts of the country. PNFP facilities now
play a significant part in Uganda’s healthcare system, as about one third of all health
facilities in the country are operated by them (Lundberg, 2008).

The spread of information and communication technology (ICT) in Africa can also
improve policy making and make a difference for people. Mobile phones are the most
widely available type of infrastructure across Africa, with availability ranging from 70%
to 100% in 2015 (Leo et al., 2015). Telemedicine (i.e. e-health) is one of many examples of
ICT providing cost-effective solutions to some of the health challenges facing developing
countries. Government policies can help establishing reliable and coherent privacy and
security frameworks and accountability mechanisms that both encourage inclusiveness
and respond to innovation.

« In Ghana, since 2012, the Novartis Foundation has been leading a PPP initiative
providing teleconsultation services across 21 communities, in co-operation
with sectoral ministries, the national health insurance agency and medical
associations. The 24-hour teleconsultation centre pilot model helped reduce 31%
of referrals, improved emergency transport facilitation, and the road map for scale
up throughout the whole country is expected to be complete by December 2017
(Novartis Foundation, 2016).

 In Kenya, which already leads globally in mobile money payment facilities through
its m-PESA service, an upsurge in telemedicine is enabling rural patients and health
practitioners to interact through video conferencing with staff in Kenya’s main
hospitals. This has improved quality of care at little cost (Arrow and Sanghi, 2015).

» Tanzania has launched a programme to help parents register their children’s births
by mobile phone, as 80% of Tanzanians do not have birth certificates according to
a 2012 census (Reuters, 2015a). This has a direct impact on access to public services
in education and health and deprives the government of crucial demographic data
to plan service provision for children and match decision-making with population
needs (UNHCR, 2014).

In terms of reform efforts, Ghana, Mauritius and South Africa are among the wealthier
African countries having implemented successful healthcare systems (KPMG, 2012). In
Ghana the National Health Insurance Scheme (NHIS) initiated in 2003 has successfully
reduced the proportion of out-of-pocket spending in total private healthcare spending,
with salutary consequences for the poorest Ghanaians. In Mauritius, basic healthcare
is provided even if the share of out-of-pocket expenditure is still high. In South Africa,
NGOs and government are collaborating in sometimes innovative ways to improve
healthcare outcomes for poorer areas.

Improved effectiveness is first and foremost achieved through sound policies. Despite
very low levels of health spending (16 USD per capita in 2010) - the second lowest figure
in Africa - Ethiopia has made progress in improving healthcare, mostly by reforming
health administration services (KPMG, 2012). In Rwanda (Box 5.2), government has
overcome very low per capita health expenditure (57 USD per capita in 2010, although
the health budget as a proportion of the total budget is the highest in Africa) to deliver
acceptable outcomes by combining different modes of financing, successfully lobbying
for external funding and by making improvements to government health bureaucracy a
priority (WHO, 2014).
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Box 5.2. Overview of the major improvements in Rwanda’s health system

Under its Health Sector Strategic Plan 2009-2012 (HSSP II), Rwanda recorded outstanding
socioeconomic progress following tremendous improvements and innovations in national
healthcare policies. Since 2005, the country has developed a comprehensive financing framework
for health systems based on best practices in global healthcare financing:

On the supply side, the central government increased transfers to local governments though fiscal
decentralisation and offered peripheral health facilities on the basis of needs and performance.
Policy actions included a health insurance system, with cross-subsidies from richer to poorer
categories and medicine supply facilities (procurement and distribution). Currently, the Rwanda
minister of health is conducting a series of reforms in its health management information
systems, including automation.

On the demand side, Rwanda made exceptional progress in protecting households against
catastrophic health expenditures by strengthening pre-payment mechanisms such as community-
based health insurance and other health insurance schemes. There are also direct payments to the
population through in-kind incentives. Those efforts have dramatically reduced the burden of out-
of-pocket payments. General out-of-pocket expenditures dropped from USD 9.5 in 2006 to USD 4.09
in 2010 (WHO, 2014). Life expectancy at birth increased from 51 in 2002 to 64.5 in 2013 (NISR, 2013).

Figure 5.9. Out-of-pocket expenditures on healthcare and total health spending in
Rwanda, 1995-2013
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Source: WHO (2014) and authors’ calculations based on World Bank (2015).
StatLink iz http://dx.doi.org/10.1787/888933350480

A better allocation of international aid can help improve service delivery in low-income
countries and fragile states

The effectiveness of international aid in helping improve public service delivery has
been challenged in the last decade. An OECD analysis in 2015 found six SSA states are both
fragile states and potentially under-aided: Chad, Madagascar, Malawi, Gambia, Guinea,
Niger, Sierra Leone and Togo (OECD, 2013a). Such geographical gaps in aid distribution
are a consequence of a lack of co-ordination. This is partly due to each donor having
its own political priorities and incentives, leading to individual allocation decisions
that vary greatly and do not depend on country needs or institutional performance.
However, the Ebola virus outbreak of 2014/15 showed that fragile states are vulnerable
to catastrophe and should not be neglected. Additional aid channelled as budget support
can indeed help such countries when it is accompanied by targeted technical assistance
that supports capacity-building and public financial management (Box 5.3).

© AfDB, OECD, UNDP 2016 African Economic Outlook 127


http://dx.doi.org/10.1787/888933350480

5. POLITICAL AND ECONOMIC GOVERNANCE IN AFRICA

Box 5.3. Enhancing aid effectiveness in fragile states

The OECD defines fragile states as “having weak capacity to carry out basic functions
of governing populations, and lacking the ability to develop mutually constructive and
reinforcing relations within society” (OECD, 2011).

The dramatic consequences of the Ebola virus outbreak show that epidemics can
become humanitarian disasters in countries with weak services. Significant problems
were raised not only because of the insufficient resources for the health sector but also
because of the fragmentation of the care delivery process and information failures. The
under-resourced healthcare systems in Guinea, Liberia and Sierra Leone, where 99% of
the victims of Ebola were concentrated, struggled to contain the impact of virus.
Targeting aid to assist governments in the provision of basic services can greatly
improve the health environment and increase resilience to epidemics. Even after they
were declared free of Ebola in December 2015, the social and economic challenges in
these countries remains critical. The World Bank estimates that the tragic outbreak cost
USD 2.2 billion in foregone economic growth in 2015 in Guinea, Liberia and Sierra Leone
(World Bank, 2016b). Economic activity and investment have still not recovered. About
70 000 births were not registered during the epidemic, putting children at risk (UNICEEF,
2015b). The World Bank warned in a report that mortality may increase in Liberia by
111% due to the deaths of healthcare workers in the country. Meanwhile, new health
risks continue to arise and the healthcare system remains badly damaged. More than
500 people already died of meningitis in Niger in 2015, where schools have been shut
down. The WHO warns of a high risk this disease becomes an epidemic in 2016 in the
African meningitis belt from Mali to Ethiopia. This demonstrates that the structural
deficiencies in health delivery still need to be addressed. Without improving the quality
of healthcare infrastructure and services, these diseases will continue to inflict a vastly
disproportional impact on these countries.

The contracting out of government functions and services to external providers is an
established practice in many developed and developing countries. In fragile situations,
the use of external providers has allowed developing and developed countries alike to
provide essential services, such as clean water, and core functions, ranging from customs
services to domestic resource mobilisation. When not done properly, contracting out
risks bypassing or substituting the state and can undermine the development of its
capacity to manage and deliver these services or functions.

Sources: OECD(2010b), OECD (2011), UNICEF (2015b), World Bank (2016b).

Aligning aid modalities with state-building processes can reinforce effective
service delivery in the long term. For example, asymmetry in aid allocations has been
on the development agenda since the adoption of the Accra Agenda for Action (AAA)
in 2008. Strengthening strategic partnerships with national stakeholders is needed, in
particular in the case of fragile countries. Some other international initiatives are also
bearing fruit in health sector. The Roll Back Malaria (RBM) Partnership, launched in 1998
as a partnership between the World Health Organisation (WHO), the United Nations
Children’s Emergency Fund (UNICEF), the United Nations Development Programme
(UNDP) and the World Bank, has obtained encouraging results against malaria: in ten
years the number of deaths dropped by 50% in 11 African countries (WHO, 2015). The
second Global Malaria Action Plan for the period 2016-25 aims to maximise performance
through a multi-sectoral framework engaging action for households beyond healthcare
provision (RBM/UNDP, 2013). Another example is the polio eradication initiative, a PPP
led by national governments and financed by a wide range of donors and foundations.
About USD 11 billion invested since its launch in 1988 has reduced the incidence of polio
by 99%, with only 75 cases worldwide in 2015, none of which is in Africa (International
Monitoring Board Polio, 2015).
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Improvements in the business environment require time and must
complement structural reforms to bear fruit

The quality of governance by public institutions affects economic growth through
its impact on the business environment. The ability of the private sector to contribute
to economic growth depends not only on economic factors such as supply, demand
and inputs but also on the set of regulatory, legal and social constraints to its decision-
making (Hausmann, Rodrik and Velasco [2005]; OECD [2007]; Xu [2010]; Monga and Lin
[2015]). African countries, for their part, have been improving their business regulatory
environments.

African countries are making it easier to do business, and several appear among the
world’s top reformers

Many African countries have made efforts in recent years to improve their business
environments. The World Bank keeps track of the number of reforms to administrative
procedures undertaken each year by each country in its annual Doing Business report.
The most common types of reforms have been in the categories for starting a business
and getting credit. Between 2014 and 2015, 15 countries undertook reforms in the first
category and 13 in the second. Since 2010, African countries have regularly been among
the 10 best reformers (Table 5.2). Uganda, Kenya and Mauritania are the top three African
reformers in the 2016 report.

Table 5.1. Top ten countries in the world since 2011 according to Doing Business, by year

Order 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15
1 Kazakhstan Morocco Poland Ukraine Tajikistan Costa Rica
2 Rwanda Moldova Sri Lanka Rwanda Benin Uganda
3 Peru Macedonia, FYR Ukraine Russian Federation  Togo Kenya
Sao Tome and
4 Viet Nam Principe Uzbekistan Philippines Cote d’lvoire Cyprus
5 Cabo Verde Latvia Burundi Kosovo Senegal Mauritania
6 Tajikistan Cabo Verde Costa Rica Djibouti Trinidad and Tobago Uzbekistan
7 Zambia Sierra Leone Mongolia Cote d’lvoire Congo, Dem. Rep. Kazakhstan
8 Hungary Burundi Greece Burundi Azerbaijan Jamaica
9 Grenada Solomon Islands Serbia Macedonia, FYR Ireland Senegal
10 Brunei Darussalam  Korea Kazakhstan Guatemala United Arab Emirates Benin
Total
African 3 2 1 4 5 5
Note by Turkey:

The information in this document with reference to “Cyprus” relates to the southern part of the Island. There is no single
authority representing both Turkish and Greek Cypriot people on the Island. Turkey recognises the Turkish Republic of
Northern Cyprus (TRNC). Until a lasting and equitable solution is found within the context of the United Nations, Turkey
shall preserve its position concerning the “Cyprus issue”.

Note by all the European Union Member States of the OECD and the European Union:

The Republic of Cyprus is recognised by all members of the United Nations with the exception of Turkey. The information
in this document relates to the area under the effective control of the Government of the Republic of Cyprus.

Source: World Bank (2016c).

African countries are improving their Doing Business scores, although from a low basis
when compared to the rest of the world. In 2015, six countries out of 54 in Africa were
above the global median value for this score, while 26 out of 37 of the countries in the
bottom quintile were African (Figure 5.10). However, some of the low-income countries
such as Rwanda have scores close to the level of OECD countries. Mauritius ranked 32
in the world, ahead of 12 OECD countries. By contrast, despite high per capita incomes,
several resource-rich countries — whose wealth is less dependent on the quality of their
business environment — displayed lower scores.
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Figure 5.10. Doing Business scores and GDP per capita, 2015
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Reforms may yield improvements over the long term, but short-term benefits are hard

to come by

In general, the relationship between economic growth and improvement in the
Doing Business scores is weak in the short-tem. Haidar (2011) estimated that GDP growth
increases 0.15 percentage points of GDP on average with every positive reform. However,
in practice, benefits are masked by the effects of more powerful constraints, such as
unreliable electricity supply, low confidence in political institutions, standards and
trade relations and informal practices or opacity in delivering trade licences. Figure 5.11
shows how the change in Doing Business scores over 2010-14 has been weakly correlated
with the change in GDP per capita over the same period.

Figure 5.11. Change in Doing Business score and GDP per capita between 2010 and 2014
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Indicators of competitiveness show Africa still lags behind other regions. The WEF’s
Global Competitiveness Index (GCI) measures what drives an economy’s productivity
and prosperity. It is a mix of economic indicators and the results of a survey of business
leaders to measure how attractive a country is for investment. Although it does not cover
every country in Africa, there is general convergence between it and the World Bank’s
Ease of Doing Business index. Africa lags behind other regions of the world not just in
the regulatory environment but also in general attractiveness to investment (Kessides,
2015). Rwanda, Botswana, Mauritius and South Africa are the top-performing African
countries in both the Doing Business Index and the GCI. On the other hand, Cameroon,
Gambia and Senegal have good GCI scores but poor Doing Business scores. Tunisia had a
high score in the Doing Business Index but a low one in the GCI.

To create new economic opportunities obstacles such as infrastructure bottlenecks
must be lifted

One difficulty in establishing a link between good governance and good economic
performance is that changes in laws, regulations and policies will have less effect when
substantial corruption or informal practices continue to prevail. Hallward-Driemeier
and Pritchett (2015) point out that the World Bank’s Doing Business scores represent de
jure regulations and do not correspond to what is reported by businesses in the World
Bank Enterprise Surveys. For example, the average number of days required to start
a business in Egypt was reported as 138.9 in 2013 in the Entreprise Survey, while the
number of days recorded while compiling the Doing Business data set was eight. On the
other hand, the data used in the Doing Business scores included 86 days required to start
a business in Zimbabwe in 2011, while according to the Enterprise Survey it was only
six days on average. Very often, small and medium-sized entrepreneurs suffer more
from informal administrative practices and red tape. In countries with high levels of
corruption, businesses may even contribute to worsening this problem by using bribery
to speed up administrative procedures. In other words, seemingly bold reforms do not
necessarily have a meaningful economic effect.

Figure 5.12. Net perception rating for policies regarding reliable electric supply by
country, 2014-15
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Source: Leo et al. (2015), based on Afrobarometer 2014/15 (http://afrobarometer.org/online-data-analysis/
analyse-online).
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Key economic infrastructure needs better maintenance policies and good
managementsystems. In most African countriesin 2014/15, a majority of citizens believed
governments performed poorly on handling the provision of reliable electricity and road
maintenance (Figure 5.12, Afrobarometer, 2015). Inadequate public infrastructure is a key
obstacle to growth, particularly in SSA. For example, Patat (2015) points out that due to
poor infrastructure, major hydro-electric projects face losses on their lines of up to 50%,
often causing power outages in major African cities. Unreliable electricity production in
turn seriously affects economic activities in countries such as Ghana, Nigeria, Senegal
and South Africa. In Ghana, long electricity cuts came on top of a sharp slowdown in
the economy, sparking anger among voters (Reuters, 2015b). Severe electricity shortages
in South Africa have become the greatest obstacle to economic activity and growth.
This is a problem that may only be solved through structural reforms in infrastructure
management (IMF, 2015b).

Fighting terrorism requires better regional co-ordination and information
sharing

African co-operation mechanisms have been set up against terrorism. The African
Peace and Security Architecture (APSA), led by the African Union and created in 2002,
offers a multidimensional framework directed at handling the prevention, management
and resolution of conflicts in Africa. To make the APSA operational and to enhance
security co-operation in the Sahelo-Saharan region, 11 neighbouring countries launched
the Nouakchott process in 2013 (OECD, 2014). The Sahel G5, which includes Burkina Faso,
Chad, Mali, Mauritania and Niger and was institutionalised in December 2014, is another
initiative aiming to better co-ordinate its members’ development and security policies.
In addition, the Multi-National Joint Task Force was formed in May 2014 by Nigeria, Niger,
Chad, Cameroon and Benin to fight Boko Haram (Box 5.4).

International efforts have been made to help African countries deal with security
issues. In the context of the EU-Africa partnership, the European Union Training Mission
in Mali (EUTM Mali) has deployed around 200 EU instructors in Koulikoro to provide
training to official Malian armed forces, with a budget of EUR 27.7 million and a 24-month
mandate from February 2013. The EUCAP Sahel mission offers another example of EU
co-operation with Africa on security matters. It provides advice to the Nigerien and
Malian authorities in setting up an integrated approach against terrorism and organised
crime. France has been engaged militarily fighting jihadists in Northern Mali since 2012
in accordance with the United Nations Resolution 2100. Operation Barkhane replaced
Operation Serval in August 2014, with a broader mandate to counter terrorism across
the Sahel region. At the 2015 US-Africa summit, the US administration announced two
initiatives to strengthen security and peace in Africa: The African Peacekeeping Rapid
Response Partnership (APRRP, or A-Prep) and the Security Governance Initiative (SGI).
A-Prep is a new investment of USD 110 million per year for five years to build the capacity
of African militaries to rapidly deploy peacekeepers in response to emerging conflicts.

Legal mechanisms to combat terrorism face implementation issues. There are
already 19 international conventions dealing with terrorism (UNODC, 2016). In West
Africa, the Economic Community Of West African States (ECOWAS) adopted several
legal instruments to foster judicial co-operation between West African countries (OECD,
2013b) though implementation has been slow due to differences in legal systems, weak
operational capacity and divergent priorities between countries (Yabi, 2010). New anti-
terrorism laws passed in 2015 have been criticised as exposing civil organisations and
political activists to abuses, raising concerns over possible infringements on the rule of
law and civil and political rights (AFP, 2015a).
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Box 5.4. Regional efforts against Boko Haram

The fight against transnational terrorism requires extensive cross-border co-ordination
and co-operation. After the kidnapping of more than 200 schoolchildren in Chibok,
Nigeria, a Multi-National Joint Task Force (MNJTF) was established in May 2014 by
Nigeria, Niger, Chad, Cameroon and Benin. It was set up outside ECOWAS regional
conventions through the Lake Chad Basin Commission and formalised through the
UN Security Council. Its 8 700-strong force has been deploying slowly, in part due to
diplomatic difficulties between Anglophone Nigeria and its Francophone neighbours
(AFP, 2015b). After taking office on 29 May 2015, Nigerian President Muhammadu Buhari
re-launched the regional co-operation effort, holding many face-to-face meetings with
his counterparts. However, although the MNJTF was meant to have been in effect since
30 July 2015, as of February 2016 it was still pending.

In addition to tackling terrorism and cross-border risks, policies addressing the
root causes of conflicts and sources of vulnerability can improve the effectiveness of
the peacebuilding processes within the countries. For instance, insecurity driven by
inter-community conflicts and land disputes is a threat to political stability. Informal
mining is one of the factors spurring illicit financial flows (Box 5.5).

Box 5.5. The need for better regulation of mining activities

Estimates of illicit flows of money in West Africa amount to over USD 15 billion, of
which USD 3.5 billion originates from artisanal and small-scale gold mining (OECD,
forthcoming).

Illegal mining activities are fuelling inter-community tensions in certain cases in
West-Africa. Violent disputes can be the consequence of conflicts over resources as is
evidenced by attacks over illegal mining activities in some countries. On 22 December
2015, violent clashes over land boundary issues and illegal gold mining activities
occurred between the populations of Djélimala in Guinea and Karatou in Mali. The
Malian and Guinean ministers organised a joint meeting with the local populations
and advocated the banning of gold mining until the authorities had settled the land
boundary issues (Lessor, 2016). In 2013, Angovia in Cote d’Ivoire experienced a violent
clash between gold panners and the local population (RFI, 2013).

Disputes around land and access to natural resources pose a particular strategic risk,
as the cost of inaction can be huge. If the presence of natural wealth can lead to civil
unrest in relatively stable countries, it poses a particular hazard in regions that are
already under the threat of armed groups. Eastern Democratic Republic of the Congo
(DRC) has been destabilised for more than 20 years by armed conflicts triggered by
competition for the control of mining resources in the region. A UN report highlighted
that the conflict in the eastern DRC is sustained by the prosperous trafficking of natural
resources by organised criminal networks. Around 98% of the net profits from illegal
natural resource exploitation goes to transnational organised criminal networks
operating in and outside the DRC. It is estimated that 57% of mines in eastern DRC have
an armed group presence. Illegal taxes are collected from 36% of the mines and provide
the militias their income (UNEP et al., 2015). But armed groups retain only 2% of the
net profits from illegal natural resource exploitation, the bulk goes to transnational
organised criminal networks.
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Several African countries have seen their electoral processes become fairer

The process by which governments are selected and replaced plays a key role in
economic development, as does the way in which the governments are monitored.
Democratic consolidation in African countries has been associated with economic
growth (Masaki and van de Walle, 2015). Principles such as transparency, accountability,
non-discrimination or equality can increase development outcomes (OECD, 2012;
Malhorta, 2015).

Strong political institutions are essential to not only sustaining governance gains,
but also to responding adequately to citizens’ needs. Elections are necessary but not
sufficient to assessing the state of governance. The 17 Sustainable Development Goals,
which were adopted in 2015, include commitments to building capable institutions.
Some countries have seen moves toward stronger and more trusted institutions over
the past year. The years 2016 and 2017 will be important steps to testing these positive
signals for good governance in Africa.

Fair and competitive elections help to enhance peace building and trust

The year 2015 demonstrated that when held in accordance with the law and principles
of fairness elections can play a crucial role towards strengthening the legitimacy and
credibility of institutions. In Benin, the intensity of political protests decreased sharply
following the announcement of elections to be held in 2016 and a court ruling against a
constitutional change that would have allowed the president to stand for a third term (IEP,
2015). In Burkina Faso, in the wake of national protests and a popular uprising leading
to the fall of President Blaise Compaoré after 26 years in power, a democratic transition
led to the election of Marc Christian Kaboré as the new president in December 2015. The
transitional regime led by the diplomat Michel Kafando undertook economic and social
reforms and a fight against corruption. The process was nevertheless characterised
by tensions: the army attempted a coup in September 2015, which eventually failed,
shifting power back to the transitional regime. Guinea-Bissau registered one of the
largest improvements in the world in their Global Peace Index score due mainly to the
holding of credible and predominantly peaceful elections in 2014 (Ibid). In Zambia, after
the death of the sitting president Michael Sata in October 2014, the country held peaceful
presidential elections in January 2015.

Despite these peaceful and democratic changes in 2015, election time is still often
associated with surges in protests in several countries. As shown in Figure 5.3, protests
over elections results or procedures were among the main protest motives reported
from 2013-15. For example, the Ibrahim Index of Good Governance (IIAG) shows that
Ghana remains one of the best performers in terms of democratic gains in Africa
(Mo Ibrahim Foundation, 2015). Yet in 2015, supporters of the main opposition party
held demonstrations asking to update the electoral list, which they claimed contained
non-existent candidates and non-Ghanaians (AFP, 2015c; Reuters 2015c). In Togo, there
was a general strike of schools and public hospitals, with thousands marching in the
capital Lomé to protest the results of the presidential election of 25 April 2015. In the
Congo, a referendum organised in October 2015 to change the constitution was met with
some protests.

Elections are an essential component of democracy and open governance, but some
countries are still struggling to make them transparent and fair. The African think tank
the Institute for Empirical Research in Political Economy (IERPE) has scored half of the
countries in Africa below 4.5 on a scale of 0 to 10 in its index for the freedom, fairness
and competitiveness of elections from 2000-13. The index encompasses all the different
stages of the electoral process, from the campaign and the election to the post-electoral
period, as well as aspects such as procedures, freedom of assembly and legal restrictions
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on political parties (IERPE, 2015). This indicates a need to further improve the electoral
processes. Occurrences of vote-buying have been reported (Gutiérrez-Romero, 2014),
and political figures may seek political gains by instrumentalising societal divisions
to fuel conflict (Bayart, 1989 and 2009). For example, since the overthrow of President
Bozizé by the Seleka militia in 2013, the Central African Republic has gone through a
severe political crisis which has exacerbated inter-community violence and destroyed
economic progress. The crisis has completely paralysed the economy and prevented
public administration and taxation, therefore depriving the country of resources.

Civil societies are playing an increasing role in political governance

Civil society movements in Africa seem to shape ways for citizens to influence
the quality of governance and political stability, as in Burkina Faso and Tunisia. These
movements follow different patterns and different intensities in different countries
(Box 5.6). There are now initiatives in seven countries that aim to hold officials
accountable by other means than public protests or demonstrations (McNeil and
Malena, 2010). They range from participatory budgets to independent budget analysis,
participatory monitoring of public expenditures and citizen evaluation of public
service. In Benin, the Social Watch Network, initially created to monitor the Millennium
Development Goals (MDGs), broadened its activities at the national level by developing
strong partnerships and establishing good governance practices among stakeholders
(McNeil and Malena, 2010).

More generally, accountability ecosystems within public administrations need to be
strengthened to enable civil society to perform its oversight functions. Despite some
successes, most African countries provide insufficient information for civil society and
the public to understand or monitor budgets. Findings from the 2015 World Bank Open
Budget Survey reveal that seven African countries are among the 12 characterised by a
lack of budget transparency, weak legislatures, weak auditors and few or no opportunities
for public participation (IBP, 2015). Only South Africa, the third best worldwide, scored
very well across all dimensions. Malawi had a high ranking, at 18. Francophone West
African countries, for their part, made remarkable progress from 2010 to 2015.

Box 5.6. The rise of civil society in Africa

Some civil society movements have played an important role in the political debate and in some
cases were instrumental in regime change. In Burkina Faso, the association Le Balai citoyen acted
as a major pacific democratic force in the popular uprising leading to the fall of the Compoaré
regime in 2014. Made up of musicians, magistrates, journalists and students, it acted as a
mediator between the military, the opposition and the population and campaigned to preserve
the due process of the transition (Le Monde Diplomatique, 2015). In September 2015 when the
RSP (Regiment de sécurité présidentielle) attempted a coup, this group maintained pressure on
them to hand power back to the transitional civilian regime. This regime change was a case
of democratic transition, where a civil society movement transcended ethnic divisions — often
instrumentalised in conflicts in Africa — and united citizens around common aspirations for a
social compact based on representativeness, protecting the public interest and democratic debate.

Tunisia offers an example of successful actions led by civil society organisations: A quartet
organisationreceived the Nobel Peace Prize in 2015 for its decisive contribution to the establishment
of a pluralist democracy in Tunisia (Norwegian Nobel Committee, 2015). In the wake of the Arab
Spring, Tunisia managed to consolidate real democratic gains, and this award is the symbol of
the success of civil society organisations in conflict resolution. The coalition was made up of the
General Union of Tunisian Work (Union générale tunisienne du travail, UGTT), the Tunisian Union
of Industry, Commerce and Arts and Crafts (Union Tunisienne de I'Industrie, du Commerce et de
P’Artisanat, UTICA), the Tunisian League of Human Rights (Ligue tunisienne des droits de 'homme,
LTDH) and the National Order of Tunisian Lawyers (Ordre national des avocats de Tunisie).
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Box 5.6. The rise of civil society in Africa (cont.)

Assuch,itwas able to establish anational dialogue, whose successisbased on a true understanding
of the local reality and the coalition’s inclusiveness and diversity. By gathering different parts of
the population for the common goal of social justice, this experience shows that civil society can
play a crucial role in building and strengthening institutions in a given country.

Africa has seen others examples of civil society initiatives. In Morocco, the pro-reform movement
M20 played a significant role in the modernisation of the constitution in 2011 (AEO, 2012). In 2011
and 2012, the Senegalese movement Y en a marre was active in pushing for better public services
in the country. The Tournons la Page alliance, which has chapters in Cameroon, Congo, Gabon,
the DRC, Belgium and France, is seeking to form a transcontinental movement promoting the
principle of democratic change. However, the models are still fragile and the patterns are quite
difficult to replicate.

Civil society organisations can thus play important roles in democratic transitions. The challenge
is to maintain credibility and momentum.

Elections will take place in nearly half of African countries in 2016 and 2017

Looking forward, 26 African countries will hold national elections in 2016 and
2017. These represent opportunities to gauge how African institutions are maintaining
governance gains and democratic consolidations (Table 5.2). Democratisation and
stronger institutions are interrelated. When free and fair, elections can lead to
democratisation and a stronger legitimacy for public institutions.

As countries progress and their societies are more demanding about the quality of
governance, public institutions and civil societies need to play their part in improving
the functioning of government. Government institutions and public services must
be able to respond when citizens call for better economic opportunities. Key political
tensions also need to be addressed through sound policies to sustain human well-being
and development outcomes. In addition to their ability to serve the needs of populations,
the effectiveness of African institutions in supporting development depends on their
ability to foster peacebuilding and trust. This includes better processes, methods of
governing and more efficient decision making, with effective control and compliance.
Constitutionally mandated institutions improve the accountability, transparency and
responsiveness of institutions (Sandbrook and Oelbaum, 1997), which in turn has an
impact on the economic outlook.
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Table 5.2. Overview of national elections in 2016 and 2017 in Africa

Country Voting for Date

06/03 /2016 and 20/03/2016
Benin president (second round)
Cabo Verde president 31/08/2016
Central African Republic president and national assembly 14/02/2016
Chad president 10/04/2016
Comoros president 21/02/2016
Congo, Rep. president 20/03/2016
Cote d’lvoire national assembly Dec/2016 *
Democratic Republic of the Congo president and national assembly 27/11/2016 *
Djibouti president 08/04/2016
Equatorial Guinea president 30/11/2016 *
Gabon national assembly, president 16/08/2016 *
Gambia national assembly 01/12/2016
Ghana president and national assembly 07/11/2016
Morocco national assembly 07/10/2016 *
Niger president and national assembly 21/02/2016
Sao Tome and Principe president 31/07/2016
Seychelles president and national assembly 31/10/2016 *
Uganda president and national assembly 18/02/2016
Zambia president, national assembly 11/08/2016 *
Algeria national assembly 2017 *
Angola national assembly 2017 *
Kenya president, national assembly and senate 31/08/2017 *
Lesotho national assembly 2017
Liberia president, national assembly 2017 *
Madagascar president 2017 *
Rwanda president 2017 *
Senegal national assembly 2017 *
Sierra Leone national assembly 2017 *

Note: *Election dates to be confirmed.
Source: International Foundation for Electoral Systems (IFES) (2016); International Institute for Democracy and

Electoral Assistance (IDEA) (2016).
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Note

1. For example, protests were restricted or banned from August 2014 until the official end of
the Ebola epidemy in Guinea (29 December 2015), Liberia (November 2015) and Sierra Leone
(7 November 2015).

e Chad established a state of emergency on 09 November 2015, and Mali did so several times
between 20 November 2015 and 31 March 2016.

e Egypt, which is facing repetitive jihadist attacks against government forces, instituted a state
of emergency from 24 October 2014 to 23 July 2015, renewing it for three months in August
2015.

» Niger declared a state of emergency from 11 February 2015 to 26 January 2016, in particular
in the Difa region.

e Tunisia was hit by three waves of terrorists attacks in 2015. It instituted a state of emergency
for the whole country for three months from the end of June 2015 to early October 2015, then
for four months from 24 November 2015 to 21 March 2016.
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PART I
Sustainable cities and
structural transformation







Chapter 6

The implications of Africa’s urbanisation
for structural transformation

While there is growing awareness that urbanisation is profoundly
transforming African societies, little attention has been paid so
far to ways in which that process may be harnessed to accelerate
the continent’s structural transformation in a more effective and
sustainable manner. In pursuit of that ambition, this chapter
analysesthe diversity and uniqueness of the continent’s urbanisation
experiences. Chapters 7 and 8 then focus on options for seizing the
opportunities that urbanisation provides. An annex to Chapter 6
explains the methodology for the cluster analysis on urbanisation
and structural transformation in diverse African countries.
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6. THE IMPLICATIONS OF AFRICA'S URBANISATION FOR STRUCTURAL TRANSFORMATION

In brief

Africa is urbanising at a historically rapid rate, bringing about considerable opportunities
and challenges. Africa’s urbanisation can allow for structural transformation, if accompanied
by productive employment and sufficient public goods. Urbanisation patterns are diverse
across Africa, but they generally confirm that unplanned urbanisation can challenge
structural transformation.

Current urbanisation patterns should be more sustainable for economic, social and
environmental development. In many African countries, a large portion of the urban labour
force remains trapped in low-productivity informal services activities and access to public
goods is unequal. Urban activities are increasingly connected with rural areas, which
remain a pillar of African economies. Despite Africa’s slow industrialisation, the costs of
environmental degradation are large and increasing, adding to the economic and social
challenges of urbanisation. Specifically, policies must ensure that infrastructure keeps up
with rapid urban growth and connects urban centres and must actively promote urban
planning and governance. Agenda 2063 and the Sustainable Development Goal 11 on cities
provide new impetus for fulfilling Africa’s urbanisation potential.

The links between urbanisation and structural transformation in Africa are
complex and varied

The first section below informs the reader of the fast pace and magnitude of Africa’s
urbanisation in light of the most recent evidence. It frames Africa’s urbanisation in
the context of the “second wave” of the world’s urbanisation process led by Asia. The
following section analyses Africa’s experience of rapid urbanisation with slow structural
transformation. This contrasts with that of many world regions, most clearly OECD and
East Asian countries. The third section looks at the variety of urbanisation patterns
observed on the continent. The final section takes account of the staying power of
Africa’s rural economy.

Africa is urbanising at a historically rapid rate

The African continent is urbanising fast. The share of urban residents has increased
from 14% in 1950 to 40% today. By the mid-2030s, 50% of Africans are expected to become
urban dwellers (Figure 6.1).! Urbanisation is likely to continue and level off at about 56%
around 2050.

Figure 6.1. Growth trends in Africa’s urban, rural and total population, 1950-2050
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Note: Forecasts start from 2010 based on UN DESA’s medium fertility scenario.
Source: UN DESA (2014).
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Considering their magnitude and speed, the urbanisation of Africa and Asia
simultaneously correspond to the second major wave of urbanisation in the history of
mankind. The first major urbanisation wave took place in Europe, Northern America,
and to some extent Latin America and the Caribbean between 1750 and 1950 when the
urban population increased from 15 million to almost 462 million. The current wave
of urbanisation is bigger and faster. An additional 2.1 billion people are projected to be
living in African and Asian cities between today and 2050 (Figure 6.2).

Figure 6.2. Global urban population growth, year 100 to 2050
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Source: Data on total population between year 100 and 1940 from Kremer (1993), data on urban population
between year 100 and 1925 from Graumann (1977), and data from 1950 to 2050 from (UN DESA, 2014) using UN
DESA’s medium fertility scenario from 2010 onwards.
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The magnitude of the current wave of urbanisation calls for a more environment-
friendly and less resource-consuming process than in the past. In China, as in several
OECD countries, rapid urbanisation has come with environmental degradation
proportional to development and poverty reduction: 12 of the 20 most polluted cities
in the world are located in China, and about 90% of rivers around urban areas are
seriously polluted (World Bank, 2007; Zheng and Khan, 2013). In addition, Africa’s
urbanisation is taking place in a resource and climate-constrained world unknown to
earlier urbanisation (Swilling, 2015; Currie et al., 2015). Ensuring that the ongoing wave
of urbanisation is more sustainable than in the past is of strategic importance to Africa
and to the world at large.

As Asia, Africa is urbanising twice as fast as did Europe. It took Europe 110 years
to move from 15% urban in 1800, to 40% in 1910. Africa has achieved the same
transformation in almost half the time: 60 years. Africa’s urbanisation is estimated to
have gained 5.9 percentage points between 2000 and 2015, second only to Asia, which
gained 10.7 percentage points during the same period. In 2015, almost 472 million
Africans lived in urban areas (authors’ calculations based on UN DESA, 2014).

Even more striking is the rapid growth of Africa’s urban population in absolute
terms, or without relating urban growth to rural population growth (see Box 6.1). The
size of Africa’s urban population nearly doubled in 20 years from 237 million in 1995 to
472 million in 2015. Africa’s urban population is expected to almost double again between
2015 and 2035. Not so long ago, in 1990, Africa was the world’s region with the smallest
number of urban dwellers: 197 million. Soon, in 2020, Africa is forecasted to have the
second highest number of urban dwellers (560 million) after Asia (2 348 million).
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Box 6.1. Definitions of urban areas, various agglomerations,
urbanisation and urban population growth

The official definitions of urban areas vary across African countries (Figure 6.3). Thirty-
five African countries define an urban area by population size, however the size varies. The
threshold is between 1 500 to 3 000 inhabitants in 16 countries; 5 000 inhabitants in 11 countries;
10 000 inhabitants in 5 countries; 20 000 in Nigeria and 30 000 in Mali. Twenty-four countries
define their urban areas according to administrative or political criteria, whereas for 11 countries
the definition takes into account the presence of non-agricultural activities. Socio-economic
activity defines urban areas for only 9 countries, while infrastructure is less commonly used in
the national definitions. The lack of a single, accurate definition hinders collecting and tabulating
urban statistics and prevents harmonised comparisons at regional and international levels
(AfDB/OECD/UNDP, 2015). This report uses urbanisation data from UN DESA’s World Urbanization
Prospects (2014), which is based on official data produced by national statistical offices.

Figure 6.3. Definitions of urban across 54 African countries
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Urban agglomerations carry various names, often depending on their size. Cities usually refer
to large urban agglomerations; they can be big, intermediate or small. Towns refer to even
smaller urban agglomerations and villages to the smallest. It is noteworthy, however, that no
objective threshold exists and that the distinction between city and town is more common in
the English language than in French and Portuguese, the other languages in which this report
is published. A megacity is an urban agglomeration with a population of 10 million people or
more, and a megalopolis a large agglomeration of adjacent urban centres. A conurbation is an
urban agglomeration composed of several cities, initially separated by rural areas, whose growth
has overlapped while remaining administratively independent. An urban corridor links cities of
different sizes through transport and economic axes. Urban settlement is an all-encompassing
category without reference to size.

Urbanisation differs from urban population growth. Urbanisation is the increase in the share of
a country’s total population living in urban areas. It is typically measured as the level showing
the percentage of a country’s total population that is urbanised. Deep changes accompany this
increase, notably economic, social and environmental ones (see Box 6.2). Urban population growth
is the absolute growth in a country’s urban population. A country does not urbanise when urban
population growth is lower than rural population growth.

Contrary to widely-held assumptions, Africa is urbanising fast mainly because towns
and intermediate cities are growing. Between 2000 and 2010, urban agglomerations
with fewer than 300 000 inhabitants accounted for 58% of Africa’s urban growth;
agglomerations with 300 000-1 million inhabitants only 13%; and those with over
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1 million inhabitants 29%. Between 2010 and 2030, the small agglomerations are
forecasted to make up 51% of the urban growth; the intermediate ones 16%; and the
biggest 33%.

Africa’s fast pace of urbanisation and urban growth contrasts with the slow pace of
structural transformation, as the next sub-section shows. Urbanisation and structural
transformation have not been mutually supportive in many African economies.

Urbanisation is part of structural transformation

Economic theory since Adam Smith and Alfred Marshall has long analysed the
links between development and urbanisation. Early “dual economy” models viewed
urbanisation as a process of rural-urban migration where surplus agricultural workers
moved from rural areas into more productive jobs in modern urban industries and
services (Haggblade, Hazell and Brown, 1989; Fei and Ranis, 1963; Johnston and Mellor,
1961; Lewis, 1954). Labour-saving technologies and rising agricultural productivity
through a “green revolution” can push surplus agricultural workers away from traditional
activities in rural areas (Gollin, Parente and Rogerson, 2002). Cities provide a large and
diversified pool of labour, a more dynamic local market, more cost-effective access to
suppliers and specialised services, lower transaction costs, more diversified contact
networks and greater knowledge-sharing opportunities, and an environment that
encourages innovation (Krugman, 1991; Spence, 2012; World Bank, 2009; AfDB, 2010).

Box 6.2. Definition of structural transformation

In its economic sense, structural transformation is the process of moving economic
resources from low to higher productivity activities (AfDB/OECD/UNDP/UNECA, 2013).
Its basic mechanics entail a push factor away from traditional agriculture best described
as a “green revolution” and a pull factor into higher productivity manufacturing or
services best known as an “industrial revolution”. Structural transformation involves
moving away from low-productivity agriculture and re-allocating economic resources
to higher productivity activities. The process may also happen within a single sector
such as agriculture.

Structural transformation brings about deep changes to societies. In particular, it
entails urbanisation and a reduction in total fertility ratios. Fertility ratios fall as people
acquire more education, earn higher incomes and live in denser environments (Timmer
and Akkus, 2008). Dysfunctions will inevitably be part of such radical transformations.
In various regions of the world, these processes have not been linear.

Big and small cities can benefit from agglomeration economies by using fewer
resources to support a larger population. Increasing returns from agglomeration makes
cities more attractive. Cities offer cultural vibrancy and diverse choices for services.
This attractiveness further draws talents and investments, creating a virtuous circle of
urbanisation and development. These advantages allow cities to increase productivity
and hence economic gains through three broad functions: matching, sharing and learning
(Kayizzi-Mugerwa, Shimeles and Yaméogo, 2014; Turok, 2014; Duranton and Puga, 2004):

« First, cities help firms match their unique requirements forlabour, materialinputs and
premises better than towns. Larger markets bring more choices and opportunities.

» Second, cities afford firms access to a wider range of shared services and
infrastructure because of the scale of activity.

« Third, firms gain from the superior flow of information in cities, which promotes more
learning and innovation and results in higher value-added products and processes.

Hence, industrialised countries have gone through an urbanisation process. Globally,
urbanisation closely relates to national income: all countries that pass the USD 10 000
per capita threshold are at least 50% urbanised (Figure 6.4).
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Figure 6.4. Global urbanisation levels and GDP per capita in selected countries, 2014
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However, urbanisation is a necessary but insufficient condition for structural
transformation. Many countries that are more than 50% urbanised still have low-income
levels. Urbanisation per se does not bring economic growth, though concentrating
economic resources in one place can bring benefits (Henderson, 2003). Further, rapid
urbanisation does not necessarily correlate with fast economic growth: Gabon has a
high annual urbanisation rate at 1 percentage point despite a negative annual economic
growth rate of -0.6% between 1980 and 2011 (Chen M. et al., 2014).

Inaddition, thebenefits of agglomeration greatly depend on thelocal context, including
theprovisionof publicgoods. Publicgoods possessnon-rivalryand non-excludablebenefits.
Lack of sufficient public goods or their unsustainable provision can impose huge costs
on third parties who are not necessarily involved in economic transactions. Congestion,
overcrowding, overloaded infrastructure, pressure on ecosystems, higher costs of living,
and higher labour and property costs can offset the benefits of concentrating economic
resources in one place. These negative externalities tend to increase as cities grow. This
is especially true if urban development is haphazard and public investment does not
maintain and expand essential infrastructure. Dysfunctional systems, gridlocks, power
cuts and insecure water supplies increase business costs, reduce productivity and deter
private investment. In OECD countries, cities beyond an estimated 7 million inhabitants
tend to generate such diseconomies of agglomeration (OECD, 2006). Hence, the balance
between agglomeration economies and diseconomies may have an important influence
on whether city economies continue to grow, stagnate or begin to decline.

OECD experiences demonstrate that many different patterns of urbanisation can
lead to structural transformation, such as industrialisation. Urban structures have
varied a great deal among OECD countries; there is no one-size-fits-all pattern. In
several countries, primate cities like London and Paris dominate the urban networks.
Other countries such as Germany or Italy have more balanced urban networks where
intermediary cities, such as Stuttgart or Turin, have driven industrialisation. Moreover,
rural regions can grow faster than urban ones. Between 1995 and 2007, OECD regions
with lower levels of development tended to grow faster than richer regions, suggesting
a catching-up growth process (OECD, 2012a). In Italy, clusters of small and medium
enterprises in intermediary cities fostered industrialisation through specialising in
closely related industries and forming interconnected production networks.
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Structural transformation has been slow in a context of changing employment patterns

Weak linkages between urbanisation and structural transformation are observable
in many regions of the world, though most recent examples are found in Africa and
Latin America (UN-Habitat and UNECA, 2015). Previous editions of the African Economic
Outlook have documented the slow pace of structural transformation in a majority of
African economies, notably when compared with Asia’s performance (AfDB/OECD/
UNDP, 2013; AfDB/OECD/UNDP, 2015; see also McMillan and Harttgen, 2014). Figure
6.5 puts this comparison in perspective by showing the paces of urbanisation and
structural transformation in 3 regional samples: although the 11 African countries are
urbanising at a comparable speed to the 11 countries from Asia, labour productivity has
been progressing more slowly; the 9 Latin American countries have experienced faster
urbanisation but even slower structural change than the African ones.

Figure 6.5. Annualised labour productivity growth and urbanisation in Africa,
Asia and Latin America, 1960-2010
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Source: Structural change figures adapted from Figure 1 and Figure 2 in De Vries et al. (2015) and urbanisation
data computed from UN DESA (2014).
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The quasi halt of industrialisation in many African countries at the end of the 20th
century seems to be a turning point. De Vries, Timmer and de Vries (2015) show that,
following independence, manufacturing employment progressed quickly in Africa,
from 4.7% in 1960 to 7.8% in 1975. During this period, urbanisation levels increased by
0.40 percentage points a year. The development trajectory thus seemed to follow the
classic dual economic model explained above. Between 1975 and 1990, however, political
and economic turmoil wiped out the nascent manufacturing sector while urbanisation
continued. Structural change slowed down, as services kept absorbing workers released
from agriculture, but with much lower returns than industry. With Africa’s growth
picking up considerably since the early 2000s, structural change has become positive
again, albeit still at a slower pace than in Asia.
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Many countries seem to be by-passing the manufacturing stage altogether in favour
of services and risk the consequences of premature deindustrialisation. The sub-Saharan
services sector grew from 47% of gross domestic product (GDP) in 1965 in aggregate to 58%
in 2014, absorbing the bulk of growth in labour force in the process. Large-scale reallocation
into services traditionally occurs in post-industrialised countries owing to the faster
growth of labour-saving technologies in manufacturing and demand shifts away from
manufactured products (Figure 6.6). There are thus concerns that African countries — and
today’s developing countries at large — are moving into the service sector too early without
having gone through a proper experience of industrialisation (Rodrik, 2015). “Premature
deindustrialisation” may affect future growth prospects, because industrialisation is the
most efficient path to sustained growth and economic convergence.

Figure 6.6. Traditional and new patterns of transformation between sectors
and type of employment
A. Traditional pattern B. New patterns

N

Source: Adapted from Rodrik (2014).

Farmers may prefer to move into traditional or informal urban services because urban
informal work is often more productive than agricultural work, even if considerably less
productive than formal employment. In Ghana, the differential between urban informal
work and rural farming work was estimated at 2:1 (Spence, Clarke Annez and Buckley,
2009: xiv). This productivity gap largely benefits the trade, hotel and restaurant service
sector, which is the largest service sector and mostly consists of informal, micro and
small enterprises such as hawkers and convenience shops. Hence, Figure 6.7 shows that,
in 9 out of 13 African countries, a decrease in agricultural employment between 2000
and 2010 was related to the increase in employment in the trade, hotel and restaurant
service sector (formal and informal services included).

Figure 6.7. Change in employment in trade services and agriculture
in 13 African countries, 2000-10
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But the large exodus of low-skilled workers into trade, hotel and restaurant services
reduces the productivity of this sector. In 72 out of the 11 African countries in Figure 6.8,
the sector appears as the least productive activity in services while accounting for 10% to
25% of total employment. This sector has experienced productivity loss in real terms in
the same 7 countries. Between 2000 and 2010, Ghana’s wholesale and retail trade sector
has increased its employment share from 17% to 25% without increasing its economic
output.

Figure 6.8. Change in labour productivity and share of employment in trade
services in 11 African countries, 2000-10
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Low-productivity informal urban jobs prevail particularly in countries that urbanised
while benefiting from rents stemming from natural resources extraction and agricultural
exports. Focusing on Cote d’'Ivoire and Ghana, Jedwab (2013) finds windfalls from cocoa
exports have been disproportionately spent on non-tradable goods and services, giving
rise to “consumption cities”. In Ghana, census data shows that informal jobs grew with
urbanisation from 74% to 82% of total employment between 2000 and 2010 (Table 6.1).
Informal jobs remain more prevalent among female than male workers.

Table 6.1. Employment sectors of household heads by sex in Ghana, 2000-10

Total Male Female
Employment sector 2000 2010 2000 2010 2000 2010
Public 9.6% 8.7% 10.8% 9.7% 6.5% 6.5%
Private formal 14.6% 8.4% 15.4% 10.3% 12.7% 4.3%
Private informal 74.0% 82.0% 1.7% 79.0% 79.7% 88.6%
Semi-public or parastatal 1.0% 0.2% 1.2% 0.2% 0.5% 0.1%
Non-governmental or international
organisations 0.2% 0.7% 0.3% 0.8% 0.1% 0.3%
Other 0.5% 0.1% 0.5% 0.1% 0.5% 0.0%
Total 100% 100% 100% 100% 100% 100%
Number of people 3052 266 4585293 2170609 3132907 881657 1452 386

Source: Ghana Statistical Service, 2000 and 2010 Population and Housing Censuses, quoted in Potts (2013).

Rapid growth of African cities has compounded the consequences of slow structural
transformation

The failed attempts in the decades following independence at accelerating
industrialisation amid rapid growth of the urban population may explain in
part why structural transformation has not accompanied urbanisation in the
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case of most African countries, particularly in sub-Saharan countries. Natural
demographic growth in urban areas has prevailed over economic migration of a
working-age labour force from rural areas. This has outstripped the capacities of cities
to provide productive economic opportunities and services.

Urban fertility remains much higher than in Asia and contributes to the majority
of urban growth in Africa (Figure 6.9). While Africa’s urbanisation rate has been second
to Asia’s, Africa’s urban population growth rate was the world’s fastest at 4% between
1960 and 2010. In 2010-14, the urban fertility rate remains at more than five children
per woman in Burundi, the Democratic Republic of the Congo (DRC), Mali, Niger and
Nigeria. To illustrate, a family of 4 rural migrants in 1960 would have become a family
of 43in 2010 at sub-Saharan Africa’s annual increase of 2.9%, compared with 24 at Asia’s
increase of 1.7% (Jedwab, Christiaensen and Gindelsky, 2015).

Figure 6.9. Urban growth rates for selected African countries and Asia,
1960-2010
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countries in the sample.

Source: Adapted from Web Appendix Table 3 in Jedwab, Christiaensen and Gindelsky (2015).
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The contribution of migration to Africa’s urbanisation has decreased. Migration from
rural areas accounted for at least half of all urban growth in sub-Saharan Africa during
the 1960s and 1970s but about 25% of urban growth in the 1980s and 1990s (Brockerhoff,
1995).3 Rural-urban migration accounts for less than a third of urban population growth
in 22 African countries. It accounts for over 50% in only 7 African countries (Burkina
Faso, Cabo Verde, Lesotho, Namibia, Rwanda, Seychelles and South Africa), whereas it
contributed to half of Asia’s urban population growth (Potts, 2009; Tacoli, McGranahan
and Satterthwaite, 2015). Dissatisfaction with local public services has been one of the
main reasons why Africans migrate to urban areas; this differs from Asia and Latin
America where better employment opportunities attract people to cities (Dustmann and
Okatenko, 2014; AfDB/OECD/UNDP, 2015). Changing weather patterns, land pressures,
conflict and natural disasters also push African rural dwellers to urban areas (Box 6.5).
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Africa’s urban population in working age is now supporting more people in
dependency-age than the urban population in any other world region. On average,
100 people of working age in urban Africa support 75 economically inactive people. This
compares to 100 workers per 61 dependents in Latin America, 53 in the Middle East and
50 in Asia. The high rate of child dependency is the main cause of urban Africa’s high
dependency ratios. For every 100 urban workers, there are 70 children under 15 years
old. In contrast, Africa has the lowest urban old-age dependency ratio, along with the
Middle East. This results from low life expectancy. For every 100 people of working age,
5 are over 65 years old.

Figure 6.10. Urban dependency ratios in selected developing regions
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Source: Authors’ calculations based on data shared by Jedwab et al. (2015).
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Rapid urban growth does not in itself impede structural transformation if
accompaniedbysufficientproductiveemploymentand public goods.Infact,concentrating
people in urban areas provides an opportunity to spread the costs of providing public
goods over a larger number of users, thus reducing the marginal cost per user. However,
despite their diverse forms, policies of productivity and public goods have failed in many
African countries. This may help explain the lack of linkages between urbanisation and
structural transformation in diverse groups of African countries.

African countries show diverse patterns of urbanisation, fertility transition and
structural transformation

To further analyse Africa’s urbanisation process requires understanding the wide
diversity of situations found across its 54 countries. We can group African countries into
five types according to their stages in three processes: urbanisation, fertility transition
and structural transformation. The latter is expressed in the economy notably by the
changing role of agriculture and by the importance of natural resource extraction.
Figure 6.11 shows where countries stand visually in this typology by comparing their
urbanisation levels and total fertility rates. Annex 6.A1 presents the methodology used
for this analysis and lists the countries per group.

» The diversifiers are the five African countries at the most advanced stage of the
three processes. Their urbanisation levels range between 40% and 67%. They are
also close to completing their fertility transition with total fertility ratios of about

© AfDB, OECD, UNDP 2016 African Economic Outlook 155


http://dx.doi.org/10.1787/888933350615

6. THE IMPLICATIONS OF AFRICA'S URBANISATION FOR STRUCTURAL TRANSFORMATION

three or fewer children per woman. These countries are Egypt, Mauritius, Morocco,
South Africa and Tunisia. This group has Africa’s highest level of income (above
USD 10 000 gross national income [GNI] per capita in 2013 with the exception of
Morocco) and of human development (with a Human Development Index [HDI]
value above 0.60).* Between 1960 and 2010, a natural increase in the population
drove urban growth in Egypt and Morocco. These two countries are more advanced
in their structural transformation. Agriculture generates less than 16% of gross
domestic product (GDP) and manufacturing 13-18% of GDP. The main challenge
for these countries is to increase both productivity and economic complexity, as
they have not yet been able to transition to sophisticated manufacturing. Indeed,
the share of manufacturing in GDP peaked for all five countries in the diversifiers’
group during the late 1980s and the 1990s and has since declined. Several countries
have de-industrialised significantly. For example, South Africa’s manufacturing
workforce has shrunk from 16.8% of total employment in 1981 to 11.6% in 2011,
shifting towards services; the size of its manufacturing sector decreased from
23.6% in 1990 to 13.3% of GDP in 2014.

o The early urbanisers are seven countries that have made progress in their
urbanisation and fertility transition without having been able to diversify their
economic base. Mostly found in West Africa, they include Cote d’Ivoire, Ghana
and Senegal. These countries are about 35-50% urbanised and have total fertility
ratios of about five children per woman. They are typically low- to lower-middle
income countries (USD 1 000-4 000 GNI per capita in 2013), with low-to-medium
levels of human development (HDI values between 0.40 and 0.57). Between 1960
and 2010, both migration and natural population increase have driven their urban
growth. Migration out of agriculture has pushed the labour force to urban areas.
Yet the manufacturing sector is small, 2%-14% of GDP, and can hardly absorb the
high proportion of unskilled labour. The urban informal services sector has grown
significantly. The common challenge for these early urbanisers is to break into
higher value activities particularly in the urban formal sector. They should focus
on manufacturing that can absorb a low-skilled labour force, pursue ambitious
education policies, develop higher value-added urban services, further raise
agricultural productivity and continue their demographic transition.

 The late urbanisers are eight countries that are predominantly rural yet have begun
their urbanisation and fertility transition and structural transformation more
recently. They are located in East Africa and include Ethiopia, Kenya and Tanzania.
Less than a third of their population typically lives in urban areas. Their total
fertility rates are four to six children per woman. Income levels are low (USD 1 000-
3 500 GNI per capita in 2013), and levels of human development are low-to-medium
(HDI values between 0.38 and 0.54). Manufacturing makes up less than 4-12% of
GDP. While starting from a low base, several of these countries including Ethiopia
and Rwanda have positively transformed their economic structures within the past
ten years. These are the main challenges for the late urbanisers: continue to improve
their infrastructures, particularly transportation linking different urban growth
centres, break into manufacturing and higher value services as they continue to
move out of agriculture, urbanise, and accelerate their demographic transition.
Developing a network of intermediary cities can support the rapid urbanisation
that is currently taking place.

e The agrarians are nine pre-dominantly rural countries that are still at a very
early stage of their urbanisation and fertility transition. Many agrarian countries
are landlocked, such as Niger, Chad and Malawi. Typically less than a third of
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the population resides in urban areas, and women have on average at least six
children. These countries’ income levels did not exceed USD 1 900 GNI per capita
in 2013, and they have low levels of human development (HDI values between
0.48 and 0.34). Their economies are predominantly agriculture-based: agriculture
makes up 25-58% of their GDP and manufacturing 4-12%. For these countries, a
natural population increase drove urban population growth between 2000 and
2010. Though rural-urban migration may increase as they are now starting their
urban transition, their urban economies have not developed enough to attract
much rural migration to urban areas. The agrarian countries are challenged to
begin the structural transformation process more decisively by raising agricultural
productivity and engaging in a well-planned urbanisation process. Once they have
accelerated structural transformation, they will likely start the fertility transition.

The natural resources-based countries have urbanised with windfalls from natural
resources, which have attracted labour out of agriculture. Compared with other
countries at similar income levels, these 13 countries show a higher degree of
urbanisation (40-78%), generally higher fertility rates and a high degree of urban
primacy with the capital usually disproportionally bigger than other cities. The
share of GDP in agriculture is low at 3-21%. These countries exhibit huge variations
in income levels (USD 500-20 000 per capita), in the types of natural resources they
produce (e.g. hydrocarbons, minerals and metals) and in their geography (e.g. Libya
is predominantly arid while Nigeria is mostly rain-fed). Their common challenges
are to use their competitive advantage in international trade to diversify their
economic base away from natural resources and to decrease fertility particularly
in urban areas. However, they currently need specific policies to face the adverse
global conditions of lower commodity prices.

Figure 6.11. Urbanisation levels and total fertility rate by typology
of African countries
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Rural areas and towns remain pillars of Africa’s urbanisation

As seen above, urbanisation is not synonymous with the decline of agriculture, let
alone of the broader rural economy. In most cases, agricultural output continues to grow
-though at a slower pace — and accompanies the rise of industry and higher-value-added
services as a share of GDP. Some rural regions may even develop faster than some urban
ones.

Africa’s urbanisation is not a breakaway from its rural areas for many reasons. First,
slow structural transformation, continued demographic growth in the countryside
and declining migration flows to big cities mean that rural areas remain pillars of
many African countries. Second, urbanisation holds new promise for rural areas by
providing greater demand for rural products, upgrading the agricultural supply chain
and enhancing the rural factor market (see Chapter 7 for a more detailed discussion).
Third, the traditional divides between rural and urban areas have increasingly blurred:
almost three-fourths of Africa’s population lives within a rural-urban interface made up
of rural areas and cities with fewer than 500 000 inhabitants. Fourth, those trends are
not linear and demand careful analysis. Several countries for instance have experienced
a deceleration of urbanisation or even de-urbanisation episodes.

Rural population growth will abate only slowly

A characteristic of African urbanisation is that rural population growth will abate
only slowly. Except in the diversifiers’ group, most of Africa’s rural areas are not emptying
fast (AfDB/OECD/UNDP, 2015; OECD 2016). Thus, while Africa urbanises, its rural
population will continue to grow at a rate of more than 1% per annum beyond 2045. Sub-
Saharan Africa is expected to grow by more than 353 million additional rural dwellers
between 2015 and 2050. Continuing rural population growth in most of sub-Saharan
Africa contrasts with other world regions. Globally, rural population is forecasted to
start shrinking no later than by 2020. Figure 6.12 shows that sub-Saharan Africa is the
region of the world where the rural population will continue to grow the most (in stark
contrast to Latin America and the Caribbean).

Figure 6.12. Population increase in North and sub-Saharan Africa,
and in Latin America and the Caribbean, 1950-2050
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Source: Authors’ calculations based on UN DESA (2014).
StatLink sa=r http://dx.doi.org/10.1787/888933350635
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The growth of towns and intermediary cities has strengthened the reciprocal linkages
between rural and urban development

While the debate on urbanisation often focuses on big cities, urbanisation has
actually been happening mostly in a rural-urban interface. A continuum of rural areas,
villages, towns and cities of fewer than 500 000 inhabitants make up this interface.
Figure 6.13 shows that the rural-urban interface remains important all over Africa,
particularly for the late urbanisers and agrarian countries where it has absorbed over
90% of total population growth.

Figure 6.13. Contribution to population growth by city size and rural-urban
interface by type of African country, 2000-10
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Note: The countries in each group are listed in Annex 6.A1.
Source: Authors’ calculations based UN DESA (2014).
StatLink Si=r http://dx.doi.org/10.1787/888933350645

Over 952 million Africans, 82% of Africa’s population, live at such a rural-urban
interface. Across the different regions, the share of the population living in settlements
smaller than 500 000 inhabitants is as follows: 91% in East Africa, 80% in West Africa,
77% in North Africa, 74% in Central Africa and 65% in Southern Africa. Looking at all
of Africa’s urban areas, 55% have a population of fewer than 500 000 people. Africa’s
urbanisation has thus to a large extent taken the form of “urban villages”, diffusing urban
growth in smaller towns. In 2010, the growth of cities of fewer than 500 000 inhabitants
was second to that of the largest cities. The magnitude of this rural-urban interface
shows that most Africans retain a close relationship with rural areas.

Box 6.3. Settlement dynamics in West Africa

Urbanisation is the most spectacular manifestation of West African settlement dynamics
witnessed in past decades. Between 1950 and 2010, the region’s total population increased by
a factor of four (from 72 to 320 million), while its urban population increased by a factor of
22 (from 6 to 133 million). West Africa now counts 1 950 urban agglomerations with more than
10 000 inhabitants. The average distance between cities has been reduced from 111 kilometres
to 28 (OECD, 2016). In 2000, 94% of high-density rural areas were located in the urban catchment
area of towns with at least 50 000 inhabitants (OECD, 2013; see Map 6.1). Those rural areas, which
averaged more than 51 inhabitants per km?, accounted for 58% of the total rural population.
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Box 6.3. Settlement dynamics in West Africa (cont.)

Settlement dynamics in West African towns and intermediary cities show that urban and rural
populations are moving ever closer together, as documented in the Africapolis database updated
by the Sahel and West Africa Club. Rural areas that are well connected to urban markets have
more diversified local economies, with a higher share of off-farm employment and income from
non-agricultural activities. One-fourth of West Africa’s rural population is engaged in off-farm
activities. At current urbanisation levels, the economy-wide share of agricultural employment
is 50% at the regional level, down from 90% in 1950 (Moriconi-Ebrard, Harre and Heinrigs, 2016).

The traditional divides between rural and urban areas have increasingly blurred

Static categories of urban and rural no longer capture the hybrid nature of shifting
relations between cities and countryside (Agergaard, Fold and Gough, 2010; Berdegué
and Proctor, 2014). The phenomenon of “urbanisation of the countryside and ruralisation
of the cities” observed in Tunisia by Miossec (1985) has become a general feature of the
continent’s urbanisation trends.

Migratory practices have diversified. A gradual improvement in infrastructure,
including the adoption of mobile phones, has led to a growing tendency towards
shorter and temporary migratory practices (Losch, Magrin and Imbernon, 2013). These
new patterns may comprise weeks or days but also daily commuting, where transport
conditions allow. The degree of change in migratory practices often reflects the regional
density and quality of transportation, showing clear differences in networks. Circular
migration has increased since the 1980s. This refers to migration into a town followed
by a movement out of the town and back to a rural area, which could be a year or even
decades later (Potts, 2012). In South Africa, population trends show increasing circular
migration and the development of a rural-urban interface, leading to high formal
housing prices and to many informal settlements that are only temporarily occupied
(OECD, 2008).

Increased mobility alters family structures and life styles. Different household
members may exert activities in different places - the village, the neighbouring villages,
the town, the capital or even abroad - thus diversifying their sources of income (Guétat-
Bernard, 1998; Tacoli, 2003). Such practices generally do not disturb family cohesion.
They sometimes even create a kind of archipelago family economy (Losch, Fréguin-Gresh
and White, 2013). Living in multiple places produces functional spaces that often do not
correspond to administrative boundaries (Cortes and Fayet, 2009; Ma Mung, 1999). This
mobility gradually results in a rural economy that is more diversified and often related
to some form of urban economy (Haggblade, Hazell and Reardon, 2007).

Many villagers become urbanised, while urban dwellers continue with some of their
previous rural activities, notably urban farming. About 40% of African urban dwellers
are “engaged in some sort of agricultural activity” (FAO, 2012). According to Gallup data
for the period 2009-14, 85% of dwellers aged 15 or older in the towns of non-diversifier
African countries are involved in agriculture, while the share is 49% in big cities and
suburbs. In Africa’s diversifier countries, the ratio stands at 32% in towns and 16% in big
cities and suburbs (Figure 6.14).

These dynamics lead to new spaces appearing between rural and urban areas,
sometimes far from government supervision (Diop, 2010). Urbanisation happens along
a continuum of settlements without clear distinction between urban and rural. Next to
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the appearance of megacities, urban population growth and urban sprawl have also led
to urban corridors (see Chapter 7). Examples are Cairo-Alexandria, the 600-kilometre
Ibadan-Lagos-Cotonou-Accra urban corridor and Kenitra-Casablanca-El Jadida. Such
conurbations can also create urban regions or megalopolises, such as Greater Cairo, or
Gauteng which includes Johannesburg, Midrand and Pretoria. Peripheral urban growth
is often a challenge for local governments that are unable to conduct censuses and to
provide services to those populations. For instance, the urban growth of Togo’s capital,
Lomé, happens mainly outside the city’s administrative borders: the city has no reliable
statistical data, recent urban planning document, or even a land-use inventory for those
areas outside its remit. Thus, the municipality has virtually no latitude to increase its
receipts (Paulais, 2012: 11; 76; 132).

Figure 6.14. Urban farming in big cities and small towns among
African countries, 2009-14
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Note: Gallup provides the two categories “small towns” and “big city and suburbs” through self-identified
questions. Non-diversifiers include Angola, Benin, Botswana, Burkina Faso, Burundi, Cameroon, Central
African Republic, Chad, Democratic Republic of the Congo, Gabon, Ghana, Guinea, Céte d’Ivoire, Kenya,
Liberia, Madagascar, Malawi, Mali, Mauritania, Mozambique, Niger, Nigeria, Rwanda, Senegal, Sierra Leone,
Tanzania, Togo, Uganda, Zambia and Zimbabwe. Diversifiers are Mauritius (1 000 respondents) and South Africa
(4 984 respondents).®

Source: Authors’ calculations based on Gallup World Poll (2015).

StatLink = http://dx.doi.org/10.1787/888933350650

Urbanisation has reversed or slowed down in some countries

Rural areas remain important also because Africa’s urbanisation has not been
a linear process: over time, urbanisation trends have varied in direction and pace.
Since the 1980s, the Central African Republic, Cote d’'Ivoire, Mali and Zambia have
experienced periods of de-urbanisation according to their censuses. In Benin, Burkina
Faso, Mauritania, Mozambique, Niger, Senegal and Zimbabwe, the growth of large
and medium sized-towns has stagnated or increased slowly (Potts, 2009: 253). These
episodes of de-urbanisation or slow urbanisation were often related to economic crises
caused by the shortfall of commodity exports and the ensuing structural adjustment
that cut subsidies to urban populations (Potts, 2012). Although de-urbanisation occurred
in other parts of the world (for instance in China during the Maoist era, in Cambodia
during Polpot’s rule and in Thailand in the aftermath of the 1998 financial crisis), de-
urbanisation episodes have been more frequent in sub-Saharan Africa over the past
30 years (Bairoch, 1988; Clark, 2009).
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Table 6.2. Pace of urbanisation trends in selected African countries, 1980-2012

Counter-urbanisation Slow urbanisation Rapid

(urban share falling) (<2% between censuses) urbanisation

Cote d’lvoire 1988-98 Benin 1992-2002 Burkina Faso 1996-2006
Central African Republic 1988-2003 Ethiopia 1994-2007 Cameroon 1987-2005
Mali 1987-98 Malawi 1998-2008 Tanzania 1998-2002
Zambia 1980-90, 1990-2000 Mauritania 1988-2000

Zimbabwe 2002-12 Niger 1988-2002

Sudan 1993-2008
Togo 1981-2010

Source: National census data, quoted by Potts, 2013: 11.

According to United Nations estimates, the rural population grew faster than the
urban population between 1990 and 2010 in five African countries: Egypt, Liberia,
Mauritius, Swaziland and Zambia. In total, 11 African countries experienced negative
or slow urbanisation, increasing less than 2.2 percentage points in urbanisation
levels between 1990 and 2010: the Central African Republic, Chad, Comoros, Djibouti,
Egypt, Liberia, Libya, Mauritius, Niger, Swaziland and Zambia. It is projected that four
countries will experience slow urbanisation, increasing less than 2 percentage points in
urbanisation levels between 2010 and 2030: Djibouti, Mauritius (which will continue to
experience negative urbanisation), Swaziland and Zimbabwe.

Urbanisation represents challenges for development and the environment

Rapid urbanisation with slow structural transformation creates a significant
obstacle to achieving the development objectives set by Agenda 2063 and the Sustainable
Development Goals. While African urbanisation patterns are diverse, up to now few may
be deemed sustainable economically, socially or environmentally, as confirmed by the
AEO 2016 experts’ survey (Figure 6.15). Without productive jobs in rural areas, most
economies have seen labour move from agriculture into urban, low-skilled and informal
service activities. Access to public goods remains highly unequal even within urban
areas, often putting the social fabric at risk. African cities are facing an unprecedented
combination of developmental challenges together with rising environmental risks such
as unsafe sanitation, climate change and air pollution.

Figure 6.15. Are urbanisation trends sustainable in your country?
Africans’ responses
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Note: Survey responses by country economists of the AfDB and UNDP in 45 country offices in Africa about trends
in the country they monitor. Responses are weighted by one per country.
Source: AEO experts’ survey, 2016.
StatLink == http://dx.doi.org/10.1787/888933350667
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Urban settlements hold informal workers in low value-added service sectors

The steady economic growth and rapid urbanisation of the last decade and a half
have not been matched by proportional formal employment creation. The proportion
of the labour force in vulnerable employment dropped by only 2% between 2000 and
2015, despite exceptionally robust GDP growth rates of over 5% a year fuelled by a
long commodity boom (Parnell, Pieterse and Haysom, 2016). Most male and female
workers thus stayed in the informal services sector, for instance as street vendors, with
no perspective of moving to more productive activities and durably improving their
livelihoods. The informal economy is estimated at 61% of urban employment and 93%
of all new jobs created (Kessides, 2005). For African women, the informal economy is
estimated to represent 92% of all job opportunities outside of agriculture, overwhelmingly
as self-employment or own-account work, though up-to-date statistics are lacking
(ILO, 2002, quoted by Kessides, 2005). Informality remains a hallmark of many African
countries, though it remains widespread in many other developing countries at different
urbanisation levels (Figure 6.16).

Figure 6.16. Urbanisation levels and share of informal work in total employment
in six African countries and 26 non-African countries, 2010
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StatLink sr=r http://dx.doi.org/10.1787/888933350673

The drivers of informality are many. This informality is often an outcome of
accommodating rapid population and economic growth in cities. It is also due to a lack
of institutional capacity to protect property rights, enforce regulations and manage
planned urban expansion (Spence, Clark Annez and Buckley, 2009: 26-27).

The weak performances of the modern manufacturing and service sectors mean
that wage-paying jobs are rare, and most people are trapped in vulnerable employment
or are forced out of the labour force altogether. Based on an analysis of Gallup data,
Africa’s working-age population is more likely to have a wage-paying job in big cities
than in towns at 38% and 25% respectively (Figure 6.17). This gap in wage-paying full-
time jobs between cities and towns is wider in non-diversifier countries than in diversifier
countries, reflecting the deeper extent of structural transformation in smaller cities and
towns in the diversifier countries. In contrast, towns have a higher share of populations
in vulnerable employment and that are unemployed than big cities, and this share is
much higher in towns among non-diversifiers. Thus, 84% of respondents are in vulnerable
employment and unemployed, in contrast with a combined 55% in big cities in diversifier
countries.
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Figure 6.17. Type of work by size of African city and country typology (%), 2009-14
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Note: Gallup provides the two categories “small towns” and “big city and suburbs” through self-identified
questions. The employment categories are also provided by Gallup. Diversifiers include Egypt, Morocco, South
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Republic, Chad, Democratic Republic of the Congo, Ghana, Céte d’'Ivoire, Kenya, Liberia, Libya, Malawi, Mali,
Mauritania, Niger, Nigeria, Rwanda, Senegal, Sierra Leone, Somalia, Sudan, Tanzania, Uganda, Zambia and
Zimbabwe (see Annex 6.A.1).

Source: Authors’ calculation based on Gallup World Poll (2015).
StatLink =iz http://dx.doi.org/10.1787/888933350686

Access to public goods remains unequal in most urban areas

Diversifiers have reduced urban poverty more rapidly than other countries

The incidence of urban poverty is much higher in Africa than on other continents:
62% of sub-Saharan Africa’s urban population live in slums (UN-Habitat, 2008).” A slum
household is defined as deprived in at least one of the five following amenities: durable
housing, sufficient living area, access to improved water, improved sanitation or secure
tenure (UN-Habitat, 2006). Many African countries face a real risk of tripling their slum
population by 2050 (UN-Habitat, 2014).

The Multidimensional Poverty Index (MPI) shows that urban poverty is high in
Africa. The MPI is a composite measure of poverty headcount and deprivation intensity
faced by households. Africa’s urban MPI is 0.151, much higher than the average for the
sample of 54 non-African developing countries at 0.026 and twice the level of South Asia,
the next poorest region (Figure 6.18):

« Within Africa, the group of diversifier countries has an urban MPI level of 0.009. This
is considerably lower than the rest of the continent and even lower than all other
developing regions except developing Europe and Central Asia.

e The natural resources-based countries face the highest level of multidimensional
poverty, followed by the agrarian countries, the late urbanisers and the early urbanisers.
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Figure 6.18. Urban Multidimensional Poverty Index by world region
and AEO 2016 typology group
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Liberia, Senegal, Togo; South Asia: Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan; Middle
East:Iraq, Jordan, Palestine, Syrian Arab Republic, Yemen; East Asia and the Pacific: Cambodia, China, Indonesia,
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Ukraine, Uzbekistan.

Source: Authors’ calculations based on data from Alkire and Robles (2015).

StatLink a=m http://dx.doi.org/10.1787/888933350695

The urban poor in Africa face four main risks: i) health risks resulting from poor living
conditions, overcrowding and lack of basic services; ii) livelihood risks from vulnerable
employment, hazardous occupation and discrimination in labour markets; iii) external
shocks from natural disasters that disproportionately affect informal settlements; and
iv) governance risks of not receiving adequate policy attention (Tacoli, McGranahan
and Satterthwaite, 2015). Other than the diversifiers’ group, African urban areas are
characterised by higher poverty headcounts as well as more intense deprivations than
urban areas in other regions. Thirty-four per cent of Africa’s urban inhabitants living
outside the diversifier countries are deprived in at least three of the ten MPI dimensions,
in contrast to 3% in the diversifier countries and 9% in other non-African developing
countries. Africa’s urban poor are most deprived in their living standards, followed by
health care. Almost a third of Africa’s urban poor do not use clean cooking fuel. A quarter
of the urban poor lack access to electricity and sanitation.

Poor living conditions affect well-being in urban areas

The past decade of robust economic growth has not improved subjective well-being
of Africa’s urban inhabitants. Thirty percent of urban respondents find their living
standard good and 5% very good, but the share of positive responses has remained
constant at only about 35% since 2002/03 (Figure 6.19). In contrast, the share of urban
respondents finding their economic conditions bad or very bad has always been higher
and increased from 41% to 45%. Nonetheless, urban residents generally think they are
better off than their rural counterparts, 50% of whom consider their living conditions
unfavourable.
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Figure 6.19. Self-evaluation of current personal economic conditions
by African urban respondents
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With high urban inequality, segregation is becoming an increasing risk for social
cohesion

Africa has some of the world’s most unequal cities. The distribution of income
among urban households as measured by the Gini coefficient® stands at 0.539 for the
urban areas in a sample of 12 countries (UN-Habitat, 2010a). Johannesburg has one of the
world’s highest Gini coefficients at 0.75 (UN-Habitat, 2010b). The social consequences of
urban inequality affect human development outcomes, limit access to opportunities and
perpetuate inequity (UN-Habitat, 2008). Crime rates and insecurity are high and tend
to grow with city size, such as in Johannesburg and Lagos. A survey of 9 sub-Saharan
African countries shows that urban residents are much more concerned on average
about the problem of crime than rural residents, with differences ranging between 8 to
15 percentage points (Figure 6.20).

The spatial divide heightens social disparities across neighbouring urban areas.
Large gated communities heighten spatial segregation and hampers social cohesion.
One example is Eko Atlantic City on an artificial island five kilometres away from Lagos
that offers exclusive amenities for upper class and expatriate elites (Kester, 2014). In
particular for women, perceived or actual threats of violence have direct impacts on
their ability to freely move in public spaces. In Nairobi, over 700 gender-based physical
violence in public spaces including bus stops and parks were reported in 2010-11 (McEvoy,
2012). Results from a study in Kigali found that 42% of women were concerned about
sexual harassment when traveling to educational institutions during the day and 55%
after dark (UN Women, 2013).
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Figure 6.20. Africans saying “Crime is a very big problem in our country”, 2015
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Box 6.4. The flux of urban refugees to African cities

The flux of refugees to cities, or urban refugees, poses specific challenges for social
cohesion, urban economic productivity and the integration of refugees into society for
a decent life. International migration within Africa has been linked to political crises,
wars and their economic fallout, increasing the number of refugees in urban areas
(Naudé, 2008).

Nairobi, Kenya, has 46 000-100 000 refugees from 8 neighbouring countries. Refugee
camps such as Dadaab have become as large as towns, sheltering hundreds of thousands
refugees from Somalia since the early 1990s. The influx of refugees to Nairobi’s district
of Eastlands in the early 1990s led to an increase of over five-fold in rent prices for
single rooms pushing many Kenyan tenants out, while refugees often lived in squalid
conditions of over-crowding (Campbell, 2006; Lindley, 2007). But the consequences can
also be positive: the arrival of refugees created bustling business activity. The Eastleigh
Business Community registered a total of 2 800 mainly Somali business people between
its founding, in 1999, and 2005 (RCK, 2006).

Other countries have also been affected:

e Sudan’s capital, Khartoum, accommodates 1.5 million displaced persons
(Paulais, 2012).

e In Egypt, Cairo hosts a million refugees from Sudan, in addition to those
from other countries. The situation is similar in Alexandria, Egypt’s second
largest city. Policies generally ignore urban refugees, though many face abuse
(Paulais, 2012: 139).

e In South Africa, local governments have created helpdesks for migrants in the
cities of Johannesburg, Matatiele, Musina and Tshwane. They attempted torespond
to violent riots against foreigners in 2008 and 2015 (AfDB/OECD/UNDP, 2009).

© AfDB, OECD, UNDP 2016 African Economic Outlook 167


http://dx.doi.org/10.1787/888933350713

6. THE IMPLICATIONS OF AFRICA'S URBANISATION FOR STRUCTURAL TRANSFORMATION

High environmental risks compound the developmental challenges of Africa’s urbanisation

Asiturbanises, the African continent faces a conjunction of important environmental
and developmental challenges, which other regions have not faced simultaneously with
such magnitude. Those include the fast rising impact of air pollution on the health
and economy of African people as well as the multiple consequences of global climate
change affecting urban areas.

The costs of air pollution are abnormally high

Urbanising Africa faces multiple environmental and developmental issues. Unlike
regions that urbanised earlier, Africa must deal with them simultaneously.

Environmental risks — air pollution, unsafe water and unsafe sanitation — require
attention. In 2013, ambient particulate matter pollution (APMP) caused at least
246 000 premature deaths. Deaths from household air pollution (HAP) have risen, with
indoor air pollution being the number one cause of respiratory illness among women
and children in African informal settlements (UN-Habitat, 2008). By contrast, deaths
from other long-standing environmental risk factors such as unsafe water and unsafe
sanitation have fallen steadily (Table 6.3).

Table 6.3. Premature deaths from selected major risk factors in Africa,
1990-2010 (five-year intervals) and 2013

1990 1995 2000 2005 2010 2013
Unsafe water 837702 780095 751892 644 136 561 342 542 855
Unsafe sanitation 615540 573 084 551948 468 815 407 092 391656
Childhood underweight 474 819 467 921 420606 309 945 273294 275813
Household air pollution 396 094 422 895 436 463 429199 450969 466 079
Ambient PM pollution 181 291 190 933 200 854 213 429 227 428 246 403

Source: Roy (forthcoming).

As they face those new challenges, African cities cannot borrow from others’
experience. Other world regions have never exhibited such convergence of important
environmental and developmental challenges. By 1990, China’s childhood underweight
death toll was low enough for APMP deaths to dominate it at a ratio of 11:1. By 2013,
China’s childhood underweight death toll had been more or less eliminated, and APMP
deaths dominated it at a ratio of 671:1. Africa can hardly tackle the new risk factor of
APMP, with its approximately 250 000 deaths in 2013, together with the old problem of
childhood underweight, with its 275 000 deaths. Environmental challenges such as APMP
are to a great extent caused by urbanisation and, more specifically, by motorisation.
While it can be viewed as a post-industrial risk, APMP is already relatively high in
Africa although the continent has reached only the early stages of industrialisation.
Developmental challenges like under nourishment also need attention. “Childhood
undernutrition” remains the leading risk factor for premature deaths in sub-Saharan
Africa.®’ Being underweight is the third cause of premature deaths in Africa (Table 6.3).

Roy (forthcoming) translates premature deaths into economic costs. Using the value
of statistical life (VSL) method, measuring the cost of mortalities at the level of society
as a whole, he estimates that air pollution cost Africa USD 447 billion in 2013, a third of
its GDP (Table 6.4). For Africa, the estimated economic cost of premature deaths from all
four selected environmental risk factors, APMP, HAP, unsafe water and unsafe sanitation,
exceeds USD 850 billion or almost two-thirds of GDP.
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Table 6.4. Economic costs of premature deaths from selected major risk factors
in Africa (USD million), 2013

Ambient particulate Household air Childhood
matter pollution pollution Unsafe water Unsafe sanitation underweight
Total (of countries
with available data) 215212 231798 248191 160670 134 468

Note: All computations use the OECD base value of USD 3 million in 2005, which reflects an aggregation of
individual values for small changes in risk of death, as found in the OECD countries (OECD, 2012b). This base
value is adjusted for differences in per capita GDP and adjusted for post-2005 income growth and inflation.
Available data are insufficient to complete calculations for the following countries: Eritrea, Sierra Leone,
Somalia and Zimbabwe.

Source: Roy (forthcoming).

Climate change and urban growth will heighten environmental pressures on urban
areas

Although African countries contribute less than 4% to global gas emissions,
climate change imposes increasingly high costs on the continent (FAO, 2008). Average
temperatures in Africa are predicted to increase 1.5-3°C by 2050, magnifying the impacts
of climate change that can already be witnessed (UNEP, 2007). Should climate change
continue unmitigated, the sole effect of rising temperatures could lead most African
countries to be poorer in 2100 than today (Burke, Hsiang and Miguel, 2015). Strong
urban demographic growth inevitably magnifies environmental pressures on urban
ecosystems. The poorest households, which are highly dependent on natural resources,
are the most affected by environmental degradation.

Climate change and environmental degradation caused by urban growth have
different impacts on various African cities and regions:

« Flooding risks in low elevation coastal zones: 50% of African settlements with
1-5 million inhabitants lie at low elevation coastal zones (Kamal-Chaoui and
Robert, 2009). Flooding increases in cities because they have more impervious
surfaces (Paulais, 2012). The populations and assets of port cities like Abidjan,
Douala or Tunis are vulnerable to sea level rise. Agricultural land may be lost as
well (Map 6.2). Egypt’s coastal zone contains 40% of the country’s total population
and is expected to experience a 6.4% decrease in GDP per meter of sea level rise
(Brown, Kebede and Nicholls, 2011). For Nigeria, estimates lay at a 0.3% GDP loss,
and for Senegal at 12-17%.

« Abrupt weather changes: Several countries face changes in weather patterns,
varying in duration and intensity. East African countries tend to have heavier
rainfall. Southern Africa experiences dryness, drought and wildfires. In parts of
the Sahel, lower than average rainfall could lower corn production and endanger
access to food, for example in Nairobi as shown by the Agricultural Stress Index
(FAO, 2014).

« Changing rain patterns: An acceleration of the hydrologic cycle will increase
patterns of extreme rainfall (IPCC, 2007). Annual average adaptation costs in Africa
could amount to USD 18 billion between 2010 and 2050, mainly costs in the water
sector and coastal protection. While the mean flow of water would increase, water
availability would drop in Ethiopia’s capital Addis Ababa by 73%, in Botswana and
South Africa by 20%, and in Somalia by 42% (AfDB, 2011).

» Heat extremes: Heat extremes and urban heat islands have impacts on health
and vegetation and create further climate warming (Huang and Lu, 2015). Urban
heat islands are higher temperatures in the cities resulting from human activity
such as pollution, the modification of the physical and chemical properties of
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the atmosphere, and the covering of the soil surface. In North Africa, heat stress
currently causes 2 000 fatalities per year but they are predicted to rise to 47 000 in
2080 (OECD, 2015). Regions close to the Sahel cities such as Ouagadougou will also
be affected. African countries could experience 907 000 deaths in 2080. In a city like
Johannesburg, the hottest vulnerable areas identified are suburbs where density is
high and vegetation low (Hardy and Nel, 2015).

Deforestation: Fuelwood supplies more than 80% of household fuel in Africa and
accounts for 90% of harvested wood. Map 6.3 shows that recent deforestation in
Central Africa clusters especially around major transport links and urban centres
such as Kinshasa.

Desertification: Land degradation and conflicting land-use patterns are
consequences of continuous land desertification, high population growth and
exhaustive exploitation of resources. Desertification already affects two-thirds of
Africa’s land and 65% of its population. It is responsible for large parts of rural-
urban migration, for example to Ouagadougou, Burkina Faso (Pauleit, 2015). In the
Sahel and in the Horn of Africa, 60 million people are likely to migrate between
2016 and 2020 because of degraded areas.

C

@i

because the area’s agriculture depends heavily on rainfall, more so than other world
regions (Barrios, Bertinelli and Strobl, 2006: 4).

It is unlikely that urbanisation driven by decreases in rainfall promotes Africa’s
structural transformation. By pushing the labour force out of rural areas, drier conditions
can increase urban productivity in cities endowed with an industrial base, particularly
those with an export sector not wholly dependent on local agriculture (Henderson,
Storeygard and Deichmann, 2014: 1; 22). However, few African cities have a sufficiently
industrialised export base to make productive use of additional rural migration

Box 6.5. Climate change and rural-urban migration in sub-Saharan Africa

limate change has led to rural-urban migration in sub-Saharan Africa. This is largely

e Declining rainfall has increased urbanisation rates in sub-Saharan Africa
(ibid.: 18).

e The decline in moisture (measured by an index combining precipitation and
potential evapotranspiration) has affected agricultural productivity, pushing
rural dwellers to urban areas (Henderson, Storeygard and Deichmann, 2014: 2).

o While rainfall trends have fallen steadily since the 1970s, a 1% fall in precipitation
is estimated to have increased sub-Saharan Africa’s urbanisation rate by 0.45%
(Barrios, Bertinelli and Strobl, 2006: 18).

e Inefficient management of rural water and land resources has also contributed
to rural-urban migration by lowering agricultural productivity. Likewise,
inappropriate land tenure systems have deterred sustainable investment (Global
Centre for Food Systems Innovation 2014: 59).

bid.: 25).

Policies should focus on productive jobs and public goods for the growing

urban pop

ulation

The history of Africa’s urbanisation is certainly singular but not fundamentally

different from urbanisation experiences in other world regions. This singularity owes

mai

nly to the continent urbanising at lower levels of income than others but also to

a number of policy dysfunctions over the past decades (UN-Habitat, 2014). While
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dysfunctions are a part of any urbanisation process, rapid urban growth has compounded
their consequences, particularly in terms of urban overcrowding, lack of connectivity
and inefficiencies impeding the provision of public goods.

Investment in urban infrastructure must keep up with rapid urban growth

Among the policy-induced factors explaining why urban infrastructure has not kept
up with strong urban growth, three areas stand out: public and private actors have not
sufficiently upgraded the urban infrastructure; steadily high fertility rates in urban
areas have contributed to overcrowding through fast urban growth; and dysfunctional
real estate markets have led to the explosion of informal housing.

Governments must upgrade the urban infrastructure

Urban planning and wurban finance have greatly lagged all over Africa
(UN-Habitat, 2014; 2008). Most African countries have urbanised later than other
world regions. Many big cities are colonial legacies that were not planned to host large
populations. As such, several African capitals stemmed from a rent-based or extractive
vision of the economy that is not conducive to structural transformation (AfDB/OECD/
UNDP, 2015).

Some planned cities built soon after independence have faced unexpectedly high
population density leading to severe congestion. Mauritania’s capital, Nouakchott,
was built in 1958 as an administrative capital for an expected capacity of fewer than
15 000 inhabitants, but it has grown by more than 9% annually since 1950 to reach almost
1 million inhabitants in 2015 (AfDB/OECD/UNDP, 2015: 182). Similarly, booming urban
growth at 5.3% a year in Angola has overwhelmed the existing capacity of provincial
capitals where existing systems were originally designed for smaller populations. Two-
thirds of the population live in urban slums and peri-urban areas with limited access to
basic services. Outside Luanda, only four cities have sewerage collection systems, and
these serve only central urban areas covering 17% of the population (USAID, 2010).

Investment in urban infrastructure has not kept pace with rapid urban population
growth, decreasing the marginal utility that comes from economies of scale when
providing services to a larger urban consumer base. On average in sub-Saharan African
countries, gross domestic investment has remained constant at less than 22% of GDP
since 1960, whereas it has increased to 42% in the East Asian developing countries
(World Bank, 2015). Large pockets of poverty and vulnerable employment have often
prevented public and private investment in urban infrastructures, magnifying urban
congestion effects.

One-third of developing countries’ total infrastructure needs concern urban
areas (UCGL, 2007). African cities’ investment needs have been estimated at around
USD 30 billion per year, of which USD 20 billion for sub-Saharan Africa (Paulais,
2012: 100). Depending on development levels, African countries would need to spend
5-7% of their GDP on public infrastructure, i.e. a minimum of USD 100 billion per year
(World Bank, 2005). Determining the local finance gap for specific cities depend on
specific needs, urban density and various methods of calculation.

Municipal governments of African cities do not have the resources to tackle these
challenges by themselves. Cities’ expenses and receipts per inhabitant are very low
(Figure 6.21). At around USD 40 per capita per year, the revenues of capital cities such as
Dakar and Nairobi fall very short of the financial needs induced by urban growth, and
infrastructure expenses cannot match demand (Figure 6.21). The financial situation of
intermediary cities is even weaker with less than USD 1 spent per capita per year on
average.
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Figure 6.21. Operating revenue and capital expenditure per capita in selected
African capitals and intermediary cities
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Gender blind infrastructure also contributes to urban dysfunctions by exacerbating
inequalities existing between women and men. Women are affected by urban
infrastructures unsuitable to their needs. Longer distances from the closest water source
contribute to women'’s time poverty: on average, women in sub-Saharan Africa travel
over six kilometres every day for clean water, and women and girls are responsible for
71% of water collection in the region (UN et al, 2010). In Addis Ababa, exposure to violence
and sexual harassment in public places influences women’s employment choices
(ActionAid, 2011). Gender blind infrastructure also affects girls’ education opportunities
and the unequal time women spend on unpaid care activities.

Policies should provide more affordable formal housing

Weak land rights can constrain urban economies, particularly formal housing
markets. Formal housing markets do not respond efficiently to the growing demand
of urban housing. Important housing demand outstrips the formal market, causing a
housing shortage and contributing to high prices. As a result, formal housing is often
unaffordable for middle- or lower-income households, pushing them into the informal
housing market. In the East African Community, less than 10% of the population can
afford a house on the formal market (CAHF, 2015: 220). Over 62% of sub-Saharan Africa’s
urban dwellers live in informal settlements.

By and large, Africa’s housing markets suffer from inadequate and unco-ordinated
housing policies. Land rights and legal ownership are generally weak, except in the
diversifier countries, which boast some successful examples of containing the expansion
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of informal urban housing (see Chapter 7). Land tenure systems in most sub-Saharan
African countries are inherited from customary law where land titles do not exist.
Land ownership is often unclear, and legalisations of settlement are disputed (Collier,
2013: 8). Land grabbing - the misallocation of public land to private actors with political
connections - occurs commonly at the expense of affordable housing. At the same time,
informal housing can be extremely expensive relative to residents’ income. In Kibera
and Mathare, Kenya’s largest slums, landlords investing in rental housing are able to
reap return rates on their investments as high as 100% and 70%, respectively (Paulais,
2012).

By contrast, diversifier countries show examples of improving the housing market
in urban areas. Slums in North Africa have diminished substantially, particularly in
Morocco and Tunisia (CAHF, 2015: 223). Rate of homeownership is high, for instance
at 89% in Mauritius. Comprehensive management of housing and land has contributed
significantly to turning Mauritius’ real estate sector into a driver of economic growth.
South Africa has a well-established property market and a world class cadastral system
(ibid.: 136-181). Allocating clearly defined land rights is fundamental for investment in
land or infrastructure development (King and Napier, 2015: 7).

More broadly, lack of financial support and inadequate structure of banks affect the
construction industry and households. The few formal construction firms in sub-Saharan
Africa cater to high-end housing and housing for civil servants (Collier, 2013: 10). Lack
of mortgage institutions and inadequate administrative structures of commercial banks
prevent firms from financing mass housing. Due to the lack of collateral and restrictive
lending policies, 85% of Africa’s urban population cannot secure formal housing loans
(Mo Ibrahim Foundation, 2015: 22). In the Economic and Monetary Community of Central
Africa, only 5% of private-sector employees have access to mortgage finance from
commercial banks (CAHF, 2015: 215).

Atypically high construction costs increase the price of formal housing. Materials
such as cement are around three times higher than world prices, which also accounts
for the low competitiveness of savings and loan agencies (Collier, 2013: 6).*° Government
initiatives to build residential districts have sometimes ended up erecting “ghost cities”
due to the high costs of apartments, such as the district of Nova Cidade de Kilamba,
built 30 kilometres outside Luanda and hosting only 10% of its capacity (Mo Ibrahim
Foundation, 2015: 22).

Lack of urban connectivity has offset economies of agglomeration

Urban connectivity helps to support economies of agglomeration, or use less material
infrastructure to support a larger population. Urban policies must better promote the
connectivity among workers and firms (labour markets), among firms themselves (input
markets), and among producers and consumers (local and international consumer
markets) (Collier, 2016). Urban sprawl spreads people further away from each other, while
weak transportation infrastructure increases the cost of connecting them together.

Most cities have expanded through urban sprawl

In many sub-Saharan African cities, urban expansion has been fragmented and
sparse, with new development leapfrogging from the central cores (Angel et al, 2010a).
African cities thus suffer from the challenges of urban sprawl, decreasing the benefits of
connectivity within urban areas.
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African cities are expanding into rural areas, similar to the global trend
(Angel et al., 2010a). The Atlas of Urban Expansion shows that 12 sub-Saharan African
cities have a low density at 81 inhabitants/km? while 6 North African cities have
densities similar to Southeast Asian cities at 155 inhabitants/km? The African cities
studied have built up rapidly; the lowest rate is 2.3% a year (Johannesburg). The rates
have often surpassed and even more than doubled that of population growth. Kigali
has expanded by 18% a year, tripling the size of its population in only 15 years. Several
cities, such as Kampala, have achieved rapid population growth at 4.3% with even faster
physical expansion at 10.6% a year, reducing their density level (Figure 6.22).

Figure 6.22. African cities’ expansion of built-up areas and population growth,
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Source: Authors’ calculations based on Angel et al. (2010a).
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Sub-Saharan Africa’s ratio of urban to arable land has changed quickly, though it
remains currently low at 1.5%. In Lagos, frontier residential development, replacing
forests and farmlands, already affects rural livelihoods at the urban fringe. This problem
is compounded by institutional factors such as the skewed distribution of private land,
the high costs of undeveloped land, and weak land-use planning regulations. Pro-
poor land tenure and housing policy reforms can address such issues (Braimoh and
Onishi, 2007).

At current rates of population growth and decreasing density, African urban areas
will continue to expand quickly. Sub-Saharan Africa’s urban areas will likely grow
at least four-fold between 2010 and 2050, even if the rate of land expansion remains
constant, since the urban population is expected to quadruple from 295 million
to 1.15 billion. However, if the consumption of land per capita increases at 1% or 2%
per annum, the land area of cities is likely to increase six- or eight-fold, respectively
(Figure 6.23). By comparison, the density of urban areas in developing countries
decreased at nearly 2.5% per annum between 1990 and 2000. Between 2000 and 2010,
Accra’s density decreased at an average annual rate of nearly 2.5%, while Algiers’ density
has decreased by 4.3% per year (Angel et al., 2015). Such high rates of urban expansion
seem environmentally unsustainable as they reduce the supply of ecosystem services
such as arable land, freshwater and waste absorption. They may also affect hydrologic
cycles and vegetation cover (Grant, 2015).
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Figure 6.23. Projections of urban land cover for Africa, 2000-50
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Public mass transportation systems need improving

Policies should make formal and informal transportation safer and more
comprehensive, regular and accessible. Since mass transportation is a public good,
states are normally involved in providing it. Today many of Africa’s transport systems
continue to rely on private solutions. Public transport has been recently developed and
is inaccessible for a large part of the population. It takes an average of 25 minutes to
commute to work in Accra, compared with 45 minutes in Abuja and up to 60 minutes
in Monrovia (UN-Habitat, 2010b: 107-109). Developing mass transportation systems
is essential to cost-effectively connect people to jobs and thus increase a city’s
productivity. The minimum density for a viable public transport system is considered to
be 150 inhabitants per hectare.

Policies that favour investment in cost- and energy-efficient public transport
networks are needed to improve sustainability and mobility strategies (UN-Habitat,
2008). Mass transportation systems are necessary for environmental sustainability and
to avoid car dependency (Glaeser, 2012). They reduce dependence on oil and petroleum;
lower air pollution; encourage access and mobility; and increase social interactivity in
cities.

Income levels determine transport usage. In South Africa, workers in the lowest-
income quintile rely foremost on walking, followed by taxis (25%) and buses (7%)
(Statistics South Africa, 2013). The lowest-income households spend at least 20% of their
disposable income on transport (South African Country Note). In other countries, over
50% of trips are made on foot (Foster and Briceno-Garmendia, 2010).

Higher income leads to higher access to private car ownership. In many African cities,
the use of private motorised transport is low: it varies from 1% of total transportation
means used in Dakar and 7% in Dar es Salaam, to 10-20% in Harare and Kinshasa
and up to 45% in Ouagadougou where motorcycles are commonly used (Mo Ibrahim
Foundation, 2015). Countries with the highest car ownership per 1 000 people are Libya
(297), the Seychelles (182), Mauritius (174), Botswana (168), and South Africa (165).
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Countries with the lowest are Ethiopia (3.1), Togo (2.3), Sao Tome and Principe (2.2) and
the Central African Republic (0.31) (World Bank, 2015).

As fares for urban public transport are too high for poorer populations, informal
means of transport prevail. The average family can afford no more than one daily round
trip on a public bus, while the poorest households are excluded. Minibuses are more
frequently used than large, official buses (Accra 52% vs. 10%, Bamako 10% vs. 1% and
Nairobi 29% vs. 7%) (Kumar and Barrett, 2008). Fares for minibuses vary and are often
lower than those for large buses (the cost of a trip with minibus compared to a large
bus is on average USD 0.25/0.31 per trip (World Bank, 2011). On average, lowest-income
quintile households spend 30-50% of their disposable income on daily commutes a
month, though commutes cost as much as 105% of their income in Lagos.

Structures of public transport systems have a disproportionate influence on women’s
time use and well-being. Women are less likely to drive and more likely to make multiple
trips and use multiple forms of transport. In Bamako, for example, 87% of women walk
for almost all trips compared to 57% of men. Thus, bus timetables, costs of transport and
travel routes that do not take women’s specific travel needs into account can increase
the time and costs of travel and consequently women’s time poverty.

The availability of transport and services cause large differences of accessibility
between income groups. In low-income countries, one in five respondents to the
Afrobarometer survey has no access to transport services. In upper-middle-income
countries, over 80% of respondents live in areas with at least three infrastructure
services at their disposal (Leo, Morello and Ramachandran, 2015).

Urban planning and governance should focus on informal settlements

Human settlements in Africa have largely grown unplanned (UN-Habitat, 2014; 2008;
Grant, 2015). Master plans for African cities were conceived during the colonial period,
based on European experience of cities. Few of these plans were implemented as they
did not fit with Africa’s social, political or economic specificities. The rural bias in the
1970s also contributed to the policy makers’ difficulty in coherently planning cities. The
shortages of qualified and (active) planners and other built-environment professionals
have compounded inadequate planning systems, legal frameworks, and obsolete
building standards (Silva, 2015). Moreover, most countries suffer from insufficient funds
to carry out urban planning. Some must face challenges of poor governance, corruption
and wasted resources.

Urban planning should take account of informal settlements. Some governments
have viewed cities’ informal settlements, where most urban inhabitants work and live,
as leading to a waste of resources. Legislation has sometimes ensnared urban planning,
like in the eviction case of 700 000 informal settlers during operation Murambatsvina in
Zimbabwe in 2005 (Watson and Agbola, 2013). Urban planning has recently focused on
retrofitting central business districts or planning new satellite towns altogether. Certain
large-scale luxury projects and gated communities have created spatial segregation and
bypassed the development of slums.

The share of public space for parks and roads in Africa’s urban land is about
15-20%. This is half of the world’s average of 30-40%. According to UN-Habitat (2013), the
generally accepted minimum standard for public space in urban areas is 45%, broken
down into 30% for streets and sidewalks and 15% for green spaces. This standard aims
to achieve a minimum density of 150 inhabitants per hectare.
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Box 6.6. Cities for the next two billion urban dwellers

The current United Nations population projections suggest that the world will add over
2.3 billion new urban dwellers between 2015 and 2050. The total urban population at mid-
century will exceed the entire global population in 2000. Urban form tends to last, and
the lock-in effects from urbanisation decisions endure, so the urbanisation decisions of
the next 30-60 years are likely to shape living conditions on earth for centuries to come.

Massive urban growth is both a challenge and an opportunity. It is a challenge because
mistakes will be costly to reverse. It is an opportunity for reforms of all types. Thus
urbanisation and structural transformation need to reinforce one another, especially
through the use of urbanisation policies. Urbanisation policies must address issues
such as human capital, entrepreneurship and industrialisation, as well as the core
urban concerns of infrastructure and urban form.

Environmentally, the stakes are high. The emergence of sprawling, car-dependent cities
for the next two or three billion urbanites would be a huge environmental setback. At
the same time, policies favouring transit-oriented development, green building design
and sustainable land use could help make the current wave of urbanisation part of
the solution to the world’s environmental challenges, rather than part of the problem
(OECD, 2012c). However, time is running out: cities are growing fast and in much of the
world they are growing in ways that augur ill for the future when it comes to issues like
climate change and air quality.

The experiences of OECD countries, where urbanisation is largely complete, point to
some important lessons for today’s fast-urbanising countries:

» Governance matters. Successful cities require co-ordination across policy sectors
and jurisdictions. This is especially true of dynamic issues like resilience and
sustainability. Governments must build them into institutions and policy
processes, rather than considering them as isolated objectives to be attained by
this or that policy intervention.

» Some mistakes are harder to rectify than others. For example, the failure to set
aside land for public infrastructure and amenities or to provide for an arterial grid
of roads can be incredibly costly, or even impossible, to correct once development
has taken place and land prices have risen.

National urban policies are critical to all of this. Even where powers are devolved, senior
governments largely determine both what cities can do and what they have incentives
to do. National policy makers need to be attentive to the way sectoral policies may create
unexpected or unwelcome incentives and constraints for cities - as, for example, when
regulatory and property tax regimes favour extensive development, in contradiction to
policies aimed at curbing sprawl.

Source: OECD (2014; 2015).

Now is the time to prepare for Africa’s urban transition

Africa has the opportunity to promote sustainable urbanisation and accelerate structural
transformation

Africa’s fast pace of urbanisation requires massive investment in infrastructure.
In order to accommodate African urbanites, governments and the private sector will
have to invest twice as much by 2050 as they have since the years of independence.
Investments in urban infrastructure have strong lock-in effects and can determine city
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growth half a century after they have been made. Experience from OECD countries
shows that retrofitting infrastructure can prove much more costly than carrying out
early “no regret” policies (Brahmbhatt et al., forthcoming).

Policy makers are increasingly aware of urbanisation’s central place in the process
of structural transformation (UN-Habitat and UNECA, 2015). Four-fifths of survey
respondents consider urbanisation as an opportunity for sustainable development
(Figure 6.24). This departs from the post-independence approach which tended to
dismiss Africa’s urbanisation as too fast, unmanageable and needing to be constrained
(Box 6.7 on urban bias). However, policies attempting to restrain urbanisation instead
of tapping its potential for structural transformation remain commonplace. According
to a United Nations survey, 80% of African countries continue to desire a “major change
in the spatial distribution of their population”, and a similar proportion (85%) have
implemented policies to limit rural-urban migration (UN, 2013: 109; 114).

)«

Box 6.7. Economists’ “urban bias” in a rural Africa

The concept of the urban bias largely emerged after African countries’ independence.
This academic debate contending that cities are harmful to rural development has
pitted the rural against the urban and negatively influenced the perception of the role
cities can play in Africa’s development (Yatta, 2016). Development economists have
developed three main notions of the “urban bias”:

e Asa “price twist” leading to rural exploitation by the urban. Developed in the late
1960 and 1970s, this model of price twists describes how prices of goods produced
in cities are significantly higher than rural products, whereas agricultural
products are sold under value (Corbridge and Jones, 2005).

* As an investment monopoly parasitic to the national economy. Cities absorb a
large proportion of the national budget and become net consumers of credits
while rural areas provide supply (Schikele, 1968; Chandavarkar, 1985).

* As a waste of human resources by attracting the rural labour force into the
unproductive urban informal sector and creating food scarcity (Dumont, 1966;
Balogh, 1966). The seminal Todaro Paradox showed that increasing urban working
opportunities would increase urban unemployment by attracting more rural-
urban migration (Todaro, 1969).

International organisations have echoed this academic debate. The World Bank’s
“Berg-Report” suggested that ruling regimes in sub-Saharan Africa imposed urban-
biased policies to muffle unrest in towns and cities and support their interest group
(Berg, 1981).

By the 1990s, the stance of international organisations started changing. In 1991, the
World Bank highlighted how urban economic activities could positively influence
economic growth (World Bank, 1991). Founded in 1999 at the Summit of Mayors, the joint
World Bank-UNDP initiative City Alliances’ “Cities Without Slums” started to address
urban poverty in developing countries. This more positive perspective was echoed in
the World Development Report 2009: Reshaping Economic Geography (World Bank, 2009).

The ongoing international debates on the roles of cities and human settlements
in advancing regional and global development agendas are therefore an important
opportunity to rethink policies. Those that have shaped current, unsatisfactory
outcomes can be made more conducive in the future to sustainable development and
effective sustainable transformation.
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Figure 6.24. Is urbanisation perceived as a risk or an opportunity in your country?

Risk

81%

Opportunity

Note: Survey responses by country economists of the AfDB and UNDP in 48 country offices in Africa. Response
is weighted by one per country.

Source: AEO experts’ survey, 2016.
StatLink sr=r http://dx.doi.org/10.1787/888933350754

International events highlight Africa’s urbanisation and structural transformation

Today, the political momentum is focusing on urbanisation and structural
transformation at both pan-African and global levels (Table 6.5). The African Union
is developing its urbanisation agenda to support Africa Agenda 2063 in co-ordination
with global partners. UN-Habitat’s African Urban Agenda (AUA) is supported by Ghana
and Nigeria and strives for the buy-in of other African governments. This momentum
inspired the drafting of the Abuja Declaration in February 2016, with a view to feeding
a Common African Position for the Third United Nations Conference on Housing and
Sustainable Urban Development (Habitat III) as “a people-centred and leadership-driven
process”. The continent aspires to speak with one voice in order for the New Urban
Agenda to reflect the pan-African vision of Agenda 2063.

Table 6.5. Pan-African and international events on sustainable urbanisation!!
and structural transformation, 2014-18

2014 The African Union establishes a Specialized Technical Committee on Public Service, Local Government, Urban
Development and Decentralization, gathering African Ministers of Housing and Urban Development.

January 2014 The African Union’s African Common Position on the Post-2015 Agenda prioritises “Structural economic
transformation and inclusive growth”.

March 2015 UN-Habitat and the Economic Commission for Africa hold a side event on the Role of Urbanisation in the Structural

Transformation of Africa at the Eighth Joint Annual Meeting of the African Union’s Specialized Technical Committee
on Finance, Monetary Affairs, Economic Planning and Integration/UNECA Conference of African Ministers of
Finance, Planning and Economic Development in Addis Ababa, Ethiopia.

April 2015 African Ministers of Housing and Urban Development initiate a process of drafting an Africa Common Position on
the Third UN Conference on Housing and Sustainable Urban Development (Habitat [11).

June 2015 The First Ten Years Implementation Plan (2014-23) of the African Union’s Agenda 2063, which lays out the objective
of increasing urban investment, is adopted at the 25th Summit of the African Union.

September 2015 The African Union announces it will develop an African Charter on Urban Development and Human Settlements.

December 2015  The 7th Africities Summit is held in Johannesburg, South Africa, co-organised by United Cities and Local
Governments of Africa.

March 2016 During the Africa Regional Conference on Habitat Il in Abuja, Nigeria, African ministers and civil society
organisations adopt the Abuja Declaration opening the way to a Common African Position to Habitat I1l.
July 2016 African heads of states are scheduled to adopt a Common African Position to Habitat I1l.

October 2016 Habitat 11l will be held in Quito, Ecuador.

November 2016  The 22nd session of the Conference of the Parties (COP 22) to the UN Framework Convention on Climate Change will
take place in Marrakech, Morocco.

January 2018 UN-Habitat will host the 9th World Urban Forum in Kuala Lumpur, Malaysia.

© AfDB, OECD, UNDP 2016 African Economic Outlook 179


http://dx.doi.org/10.1787/888933350754

6. THE IMPLICATIONS OF AFRICA'S URBANISATION FOR STRUCTURAL TRANSFORMATION

The Sustainable Development Goal on cities gathers momentum

At the international level, sustainable cities and human settlements are at the heart
of the Sustainable Development Goals (SDGs) adopted during the UN General Assembly
in September 2015, with SDG 11 aiming to “Make cities and human settlements inclusive,
safe, resilient and sustainable”. This new, stand-alone urban goalis path breakingbecause
it acknowledges that cities can be pathways to sustainable development (Parnell, 2015).
The Draft Africa Common Position on Habitat III undertakes “to ensure that goal 11, as
it stands now, needs to be considered together with goals 8, 9 and 10 on matters relating
to promoting economic growth as well as full and productive employment; building
infrastructure, industrialization and innovation, as well as reducing inequality within
and between countries” (AUHF, 2015).

The Third UN Conference on Housing and Sustainable Urban Development is an
opportunity to promote Africa’s position on the New Urban Agenda. The conference aims
to secure renewed political commitment for sustainable urban development, assess
accomplishments to date, address poverty, and identify new and emerging challenges.
Habitat III and the New Urban Agenda will propose a global strategy for urbanisation for
the 20 years until the next Habitat conference.
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Annex 6.A1. Methodology for the cluster analysis on urbanisation and
structural transformation in African countries

This chapter clusters the 54 African countries into five groups to highlight the
diversity of their structural transformation processes. The groups are diversifiers, early
urbanisers, late urbanisers, agrarians and natural resources-based countries. This cluster
analysis identifies common characteristics of countries.

This methodology focuses on country characteristics at the national level. We have
clustered the African countries following the four processes of structural transformation
described by Timmer and Akkus (2008): i) a declining share of agriculture in GDP and
employment, ii) urbanisation, iii) a demographic transition from high rates of births and
deaths and iv) the rise of a modern industrial and service economy.

First, we filtered the 54 countries by dropping 12 that had a population of fewer than
2.5 million inhabitants in 2013. Such small countries tend to have a much higher share of
urban population than larger countries, and their urbanisation processes differ as well.
The primary city of larger countries often has more than 2.5 million inhabitants. Despite
their small size, we kept Botswana and Mauritius in the sample because both are widely
recognised as typical case studies of structural transformation in Africa.

Second, we identified the natural resources-based countries within the remaining 42. The
literature points out the structural differences of resource-based countries compared
to non-resource-based countries. Building on previous editions of the African Economic
Outlook, we defined natural resources-based countries as those where the production
of minerals, metals and hydrocarbons accounts for more than 30% of GDP in 2010
(AfDB/OECD/UNDP/UNECA, 2013: Table 6.3).

Third, we classified countries by their urbanisation levels as of 2015, using UN DESA
(2014). We defined countries as:

» urbanised when at least 60% of the population resides in urban areas

» having started the urbanisation process when they have an urbanisation level of at
least 40% and less than about 50%

» predominantly rural countries when they have an urbanisation level of less than
20%. We kept Burkina Faso and Mali in this category because their agriculture
produces more than 35% of their GDP.

Fourth, we distinguished countries by their total fertility rate (TFR) where most
data was available — between 2010 and 2015 - using UN DESA (2014). We based the
demographic typology on previous editions of the African Economic Outlook which
grouped African countries by their TFR (AfDB/OECD/UNDP, 2015; see also Guengant and
May, 2013). We opted to use national TFRs, instead of urban TFRs (Jedwab, Christiaensen
and Gindelsky, 2015b), so as to reflect employment challenges at the national level and
integrate rural dynamics into the analysis of structural transformation. Using urban TFR
would not produce significant differences in the country clustering. This demographic
clustering produced the following categories:

» Countries are classified as more advanced in their demographic transition when

the TFR falls below 3.5 children per woman, which corresponds approximately to
Egypt’s TFR.

» Countries having started the process of fertility transition are those with TFRs
between 3.5 and 5.5 children per woman.

» Countries with TFRs of 5.5 children or more are classified as not having started the
fertility transition.
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The economic dimensions used in the cluster analysis are discussed in greater detail

throughout Part II of this report.

Using this process, we have classified African countries as shown in Table 6.A1.1.

Table 6.A1.1. African countries clustered into groups according to their levels
of structural transformation

Non-resource-hased countries

Resource-hased
countries

Late urbanisers
Started fertility transition
but not yet urbanising

Diversifiers
Advanced in fertility
transition, urbanised

Early urbanisers
Started fertility
transition and

urbanising
Egypt Benin Eritrea
Mauritius* Cameroon Ethiopia
Morocco Cote d’lvoire Kenya
South Africa Ghana Madagascar
Tunisia Liberia Mozambique
Senegal Rwanda
Togo Sudan
Tanzania

Agrarians

Have not started fertility
transition nor

urban transition

Burkina Faso

Burundi

Chad

Central African Republic**

Malawi

Mali

Niger

Sierra Leone™*
Uganda

Natural resources-based
countries

Algeria

Angola

Botswana*

Republic of the Congo
Democratic Republic of
the Congo

Guinea

Libya

Mauritania

Nigeria

Somalia

South Sudan

Zambia

Zimbabwe

Note: * Countries kept in the sample despite having less than 2.5 million inhabitants. ** Central African Republic
and Sierra Leone have a total fertility rate of about 4.5 children per woman and an urbanisation level of
approximately 40%. Yet their economies are overwhelmingly agrarian (58% of GDP and 56% of GDP respectively).
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Notes

1. United Nations estimates project that Africa will be 50% urbanised in 2037.
2. These countries are Botswana, Ethiopia, Ghana, Kenya, Mauritius, Malawi and Senegal.

3. Weeks (1994) argues that “special factors account in part for Africa’s rapid rates of urbanisation
in the immediate postcolonial period. Colonial prohibitions on migration to cities in East Africa
- and control of population movements more broadly — were deeply resented. A one-time stock
adjustment that may have had little to do with economic factors took place in the early years
to compensate”.

4. The UNDP Human Development Index measures countries’ achievements in key dimensions
of human development: health, education and standard of living (see Chapter 4). The health
dimension includes life expectancy at birth, the education dimension years of schooling for
adults aged 25 years and over and expected years of schooling for children of school-entering
age. The standard of living is measured by gross national income (GNI) per capita.

5. Many varying definitions of intermediary cities exist. For a working definition, see Annex 6.A3
of the African Economic Outlook 2015 (AfDB/OECD/UNDP, 2015: 170).

6. Only two countries are in the diversifiers group because Gallup asked the question solely to sub-
Saharan African countries.

7. UN-Habitat’s “State of World Cities 2008/2009” refers to data from 2005. This comprehensive
estimate has not yet been updated.

8. The Gini index measures the extent to which the distribution of income among individuals or
households within an economy deviates from a perfectly equal distribution. A Gini index of 0
represents perfect equality, while an index of 100 implies total inequality.

» o«

9. “Childhood undernutrition” encompasses “childhood underweight”, “childhood wasting” and
“childhood stunting”.

10. A saving and loan agency is a financial institution that offers banking and related financial
services, especially savings and mortgage lending. It is equivalent to the term “building society”
in the United Kingdom.

11. Sustainable urbanisation is the transition of societies from majority rural to majority urban in
a sustainable way. Although it has many dimensions (Allen, 2009), this report focuses on its
economic, social and environmental ones.
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Chapter 7

How sustainable cities can contribute
to Africa’s development

Urbanisation can be an important driver of Africa’s sustainable
development. As Chapter 6 shows, however, this requires new, more
effective urban development policies. This chapter identifies the
main channels through which urbanisation can accelerate economic,
social and environmental development, as well as the policy
options to seize those opportunities for structural transformation.
Good practices in Africa highlight the need for place-based and
participative policies to develop more sustainable cities.
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In brief

Urbanisation is playing an essential role in improving sustainable development outcomes
in Africa, although it also brings new challenges as Chapters 4 and 6 highlighted. This
chapter demonstrates in detail that urbanisation has been improving Africa’s prospects for
structural transformation through economic linkages and social innovations. New urban
development policies can better harness the potential of sustainable cities to foster three
types of development:

» economic development, through higher agricultural productivity, industrialisation, more
productive urban services and foreign direct investment (FDI) in urban corridors

 social development, by providing cost-efficient transport systems, safer housing, social
safety nets, social businesses on a larger scale and safer cities

« environmental development, by sustainably managing natural resources, notably by
providing better access to renewable energy, safe water and sanitation, and sustainable
waste collection. Managing urbanisation well will be essential to bridge the energy gap,
mitigate the rising cost of air pollution and preserve surrounding ecosystems such as
urban wetlands.

An annex to the chapter explains the method used to map FDI flows to African cities.

Urbanisation improves the conditions for Africa’s economic development

Urbanisation can contribute to economic development and structural transformation
through four main channels:

1. higher agricultural productivity and rural development, by better connecting rural
economic activities, in particular food production chains, to large urban markets

2. industrialisation, by providing a favourable business environment where companies
realise economies of scale and share knowledge more easily

3. services-led growth, by encouraging innovation and developing the skills of the
urban labour force, which will increase the supply of modern services for the
growing urban middle class

4. more FDI in African cities, by attracting investment through better connected
urban corridors.

Urbanisation is changing the labour and food markets

Africa’s urbanisation could increase agricultural productivity and rural development
by changing the labour and food markets. Between 2000 and 2013, Africa’s agricultural
sector has maintained a real growth rate of 5.1% per year, well above the population
growth rate of 2.7%. Africa’s food system is fundamentally changing, and urbanisation
plays a central role in this process. Urbanisation i) creates upward demand for food
production in Africa; ii) increases efficiency in post-farm segments; and iii) transforms
the rural on-farm and non-farm economy (Reardon and Timmer, 2014). Different types
of cities play specific roles in realising these transformations.

Urbanisation increases the consumer base for African food producers

Urban markets have become the main destination of African food production.
Domestic and intra-Africa trade account for 95% of the sub-Saharan African food
market. The urban sector currently accounts for 40% of the total population, 50% of
total food consumption (including home production) and 60% of the food market
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(Reardon et al., 2013). Food imports from outside of Africa account for less than 5% of
the total food market, although large differences appear between countries.! Figure
7.1 shows that urban food expenditure increased faster than urbanisation in six West
African countries between 1990 and 2010. Even if Nigeria’s urban households, for
example, spend a lower share of their expenditure on food (at 55%) than rural residents
(at 72%), they still spend more in absolute terms thanks to their higher incomes.

Figure 7.1. Change in urbanisation levels and urban share of total food
expenditures for major food groups in six West African countries, 1990-2009

Share of urban in total food expenditure (%)
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Note: Major food groups include cereals, roots and tubers, pulses, oils and oilseeds, fruits and vegetables, animal
products and fish, beverages, and other food products.

Source: Adapted from Table 6.3, AfDB/FAO (2015) and World Bank (2015a).
StatlLink sz http://dx.doi.org/10.1787/888933350768

The more diverse food diets of urban dwellers can raise productivity levels. Following
Bennett’s law, African consumers are changing their food preferences from starchy
staples towards higher-value processed and pre-prepared food as they become wealthier
(De Haen et al., 2003; Popkin, 2001; see Box 7.1). While Asian exporters dominate Africa’s
grain markets such as wheat and rice, urban consumers increasingly consume locally
available meat and fresh fruits. The African urban middle class? does not consume a
higher share of imported food out of its total consumption than the urban poor. Local
products also generate higher margins for farmers: selling meat and dairy products to
towns and cities can increase farmers’ income 5 to 10 times per hectare compared to
grains (Tschirley et al., 2015a).

In rural areas too, markets increasingly supply food. This is due to more diversified
rural economies, spreading urban products, changing lifestyles and farming methods,
and better transportation. Stronger rural-urban linkages are helping the rural supply
chain meet the demand of urban areas. Evidence abounds of farmers who have
increased their production when connected to growing urban and regional markets
(Reardon et al., 2013). This is the case of farmers growing teff in Ethiopia, vegetables in
Mali or Senegal, or potatoes in Rwanda or of dairy farmers in Kenya. They have invested
in soil conservation, added organic matter into their soils, used productivity-enhancing
seeds, breeds and fertiliser, as well as irrigation and machines.
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Box 7.1. Urbanisation and the emerging food economy
in West Africa

Urbanisation has led to more diversified diets in 17 West African countries. Fruits
and vegetables, meat and fish now account for 50% of urban households’ total food
expenditure, while consumption of cereals and pulses is declining. All income groups
show higher demand for convenience, reflected in the expansion of street food and
stronger demand for processed and pre-prepared foods. Processed foods represent
41% of food budgets for urban households, compared to 36% for rural households
(Figure 7.2).

The West African food economy is estimated at USD 178 billion for 2010. This represents
36% of regional gross domestic product (GDP), making it the largest sector of the
West African economy. In many countries, the domestic food market is becoming
more attractive for farmers than traditional export cash crops. The non-agricultural
post-harvest activities of the food economy, such as processing, logistics and retail,
are developing quickly. The Sahel and West Africa Club estimates that, today, these
activities account for 40% of the sector’s value added and will continue to expand with
more urbanisation (Allen, forthcoming).

Figure 7.2. Composition of the West African food basket
by food groups and area, 2010
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Note: The sample includes 17 West African countries: Benin, Burkina Faso, Cabo Verde, Chad, Cote d’Ivoire,
Gambia, Ghana, Guinea, Guinea-Bissau, Liberia, Mali, Mauritania, Niger, Nigeria, Senegal, Sierra Leone
and Togo.

Sources: OECD (2013a).

StatLink si=rm http://dx.doi.org/10.1787/888933350778
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Urbanisation can benefit the post-farm food value chain

More densely populated places tend to support post-farm segments of food value
chains, i.e. activities beyond primary production. These include wholesaling, processing,
logistics, distribution, retails and food stalls, which benefit from the economic effects
of more concentrated urban areas. The larger pool of urban customers enables firms
to avoid under-utilisation and other seasonal effects. Research and development and
agricultural extension - training farmers in innovative practices and technologies —
benefit from linkages with universities and research institutions, nurturing the
cross-sector fertilisation of ideas (Jacobs, 1969). Similar to Asia, a “Quiet Revolution”
is emerging in African supply chains whereby small and medium-sized enterprises
lead investments in post-farm activities such as trucking, wholesale, warehousing,
cold storage, processing and retail (Reardon et al., 2013). In six African countries, urban
areas account for 42% of jobs in food marketing and transport and 24% in the food
manufacturing segment, even though urban dwellers represent only 22% of the total
population (Figure 7.3). Indeed, the efficiency of post-farm activities depends on basic
infrastructure available in urban areas and on the connectivity between farms and their
urban markets. Efficient transport and electricity are necessary to attract productivity-
enhancing investments in cold-chain and storage facilities.

Figure 7.3. Urban share of jobs in each post-farm food segment
in six African countries
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Note: These six African countries include Ethiopia, Malawi, Mozambique, Tanzania, Uganda and Zambia.

Source: Adapted and recalculated from Table VI in Tschirley et al. (2015b).
StatLink Si=r http://dx.doi.org/10.1787/888933350788

These post-farm segments of food production offer strong potential to increase
the efficiency of the food value chains. In the six African countries mentioned above,
the post-farm food segments already account for a total of USD 31 billion, or 39% of
domestic food expenditure (Tschirley et al., 2015b). Agglomerations in secondary cities
create opportunities for further investment in cold-chain and storage facilities. Such
investments are key to enhancing productivity in particular by reducing food spoilage.
Total food spoilage could feed about 300 million people per year in sub-Saharan Africa
(FAO, 2011). Secondary cities and towns also play an important role in enhancing the
efficiency of wholesale markets and supply chains and in helping increase human
capital to meet the new skill demands of the food system.
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In some countries, the development of supermarkets contributes to modernising
food production (Reardon and Timmer, 2014), but policies are needed to avoid harming
traditional small and medium producers and retailers. Demand from supermarkets can
accelerate the trend towards farms’ formalisation and commercialisation, by exposing
farms to modern technologies through demand for more efficient supply chains. Local
supermarkets can also cut intermediary costs by contracting directly with farmers.
However, this process of commercialisation can create barriers to entry for small and
medium producers and processors. These are typically family farms, which make up the
large majority of actors in the food value chain. Ensuring that supermarket development
benefits the poorrequires a sequenced approach, both fostering productivity, competition
and technological learning and applying safeguards for the poor through regulation.
Involving retail corporations, smallholders and local communities in adapting
regulations over FDI entrance, zoning and opening hours, sourcing requirements, food
waste and environmental standards can help ensure proper design and implementation
(Altenburg et al., 2016). Opportunities to develop alternative short supply chains should
be fostered to diversify food chains and retail options in the interest of both producers
and consumers.

Urbanisation can transform the rural non-farm economy

More productive rural non-farm jobs flourish in close proximity to cities and towns.
Farmers close to urban areas can also take advantage of employment opportunities in
urban and peri-urban areas for seasonal work. The rural non-farm economy needs to
sell goods and services in urban areas to function properly. The emergence of local food
industries and processing facilities creates more productive employment opportunities
than the farming segment, where harvests take up on average three months of labour
per year. In Ethiopia, rural households are 30% more likely to start a non-farm enterprise
when they are close to clusters of micro-enterprises, and 7% more likely when they are
close to clusters of big manufacturing firms in urban areas (Ali and Peerlings, 2012).
Labour productivity is highest in food manufacturing, followed by marketing and
transport and by food preparation away from home (Figure 7.4).

Figure 7.4. Labour productivity in different segments of the agri-food system
in six African countries
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Note: These six African countries include Ethiopia, Malawi, Mozambique, Tanzania, Uganda and Zambia.

Source: Authors’ adaptation from Table II of Tschirley et al. (2015b).
StatLink si=r http://dx.doi.org/10.1787/888933350796
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Non-farm activities supported by urbanisation can improve agricultural productivity
in four main ways:

1. Income from circular migration and rural non-farm employment is a major
purveyor of funds for farm investments.

2. Urbanisation facilitates the development of credit markets and other farm input
markets including fertiliser, other farm chemicals, water and machinery, and land
rental and purchase/sale markets.

3. Rural workers can buy services from local markets and specialise in their own
productions. Specialisation can improve annual labour input per agricultural
worker which is an important factor explaining the annual output gap between
agricultural and non-agricultural workers. In Ethiopia, Malawi, Tanzania and
Uganda, agricultural workers provide 700 working hours a year compared with 1
900 hours a year by non-agricultural workers (Resnick, 2015).

4. Relieving workers from farms increases the land-labour ratio and enables agriculture
to adopt modern technologies that are more capital-intensive. In many countries such
as the Democratic Republic of the Congo (DRC), Rwanda and Uganda, the availability
of arable land is already very low at less than 0.2 hectare per rural worker.

Big and intermediary cities play different roles in the rural transformation

Cities and towns of different sizes play different roles in the transformation process
thatbuildsonreciprocal rural-urbanlinkages. Reardon and Timmer (2014) classify human
settlements into three types of zones according to their stage in the transformation. The
first, “dynamic, commercial zones”, are the large and medium cities and the surrounding
areas within their eight- to ten-hour catchments. The second, “intermediate zones”,
facilitate the rural-urban food supply chains and provide economic pull for rural supply.
Their climate and ecological conditions offer medium to high potential for agricultural
development, however they have not fulfilled this potential yet. The third, “hinterland,
traditional, semi-subsistence zones”, are more remote and face much higher ecological
and climatic challenges in developing agriculture.

Figure 7.5. Travel time and crop production in sub-Saharan Africa, 2000
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or more inhabitants. The line represents an exponential fit of the ten average points. Total crop production/
potential measures the ratio of actual crop production (in value terms) to potential crop production (determined
by agro-ecology and agronomic characteristics of individual crops and regions).

Source: Dorosh et al. (2012).
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Tanzania offers examples of the first two types of zones. Its primary city, Dar es
Salaam, is more advanced in retail transformation than two of its secondary cities,
Arusha and Mwanza ([jumba et al., 2015). Large supermarkets and new formats of retail
centres often start in Dar es Salaam before gradually expanding to intermediary cities.
Nonetheless, secondary cities connected to global markets can play a complementary role
to primary cities: Arusha is more advanced than Dar es Salaam in food processing, with
more complex product packaging and more companies having larger national coverage.
Productivity in farming, logistics and wholesales depends on their proximity to different
types of urban centres. Cities that emerge from rural-urban agricultural linkages, such
as the peanut basin in Kaolack, Senegal, have a stronger impact on the development
of surrounding rural areas than cities growing as enclaves around extractive activities
such as mining (Reardon and Timmer, 2014). In addition, improving access to road
infrastructure and urban markets could increasingly exploit agricultural potential in the
long term. Dorosh et al. (2012) estimate that reducing the travel time to the nearest city
of 100 000 inhabitants from 24 to 4 hours increases the ratio of actual to potential crop
production by 16 (Figure 7.5). Greater agricultural production also develops the rural
non-farm sector in countries at a lower stage of the post-farm food value chain, creating
a virtuous circle of agricultural and rural development.

Cities can provide enabling conditions for Africa’s industrialisation

Urbanisation can create a demand for industrial products, thereby contributing
to structural transformation. Rising incomes shift the household demand towards
industrial products, while the middle-class preference for diversity allows value-creation
through differentiation. Moreover, mending Africa’s infrastructure deficit and building
new cities, housing and commercial properties will generate tremendous demand
for construction materials and supporting industries. The infrastructure deficit for
sub-Saharan Africa alone stands at more than USD 93 billion a year (Foster and Bricefo-
Garmendia, 2010).

Cities also generate agglomeration economies, which can be classified into three
functions: matching, sharing and learning (see Chapters 4 and 6; Kayizzi-Mugerwa,
Shimeles and Yaméogo, 2014). First, cities can help firms mix and match their unique
requirements for labour, material inputs and premises. The concentrated pool of workers
and supply industries allows firms to specialise in their comparative advantage and
outsource uncompetitive activities. Subcontractors can take advantage of the group of
potential customers inside the clusters to scale up their operations.

Second, the larger scales of cities facilitate access to a wider range of shared services
and infrastructure. The concentration of users spreads the fixed cost of indivisible goods
and facilities such as public mass transportation, skill training centres, universities
and machineries. Investments in cities offer surrounding regions better connectivity
to national and global customers. Cities provide a diverse range of inputs that enable
increasing returns through product specialisation.

Third, cities enable knowledge sharing and the cross-fertilisation of ideas. Proximity
facilitates communication and sharing complex ideas among firms, research hubs and
related actors through a process of comparing, competing and collaborating. Close
contact generates the trust and formation of formal and informal networks of innovation.
The innovation-generated productivity gains attract mobile capital and talent to enforce
a virtuous circle of endogenous growth.

A few empirical studies point to a positive relationship between agglomerations
and productivity in Africa. However, robust evidence is scarce because of the dearth of
quality data and the difficulty of disentangling agglomeration economies from other
economic variables. Most studies find that there is a greater presence of localisation
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economies from a concentration of firms in the same industry, than urbanisation
economies stemming from a concentration of firms in various industries:

» Firm-level surveys from Arusha, Dar es Salaam, Mbeya (Tanzania) and Kampala
(Uganda), show that increasing the number of firms in the same industry and area
by 10% would cut down costs for firms by 0.3-0.4% on average (Iimi, Humphrey and
Melibaeva, 2015).

» Using an enterprise census in Ethiopia and controlling for endowment, Siba et al.
(2012) find that the entry of each new firm in a cluster increases by 0.91% the total
factor productivity of its competing co-locators that produce the same products,
but not the total factor productivity of its co-locators producing different products.

« Also in Ethiopia, information sharing enables clustered horticulture farms to
achieve a 91% higher sales revenue per worker, a 210% higher value added per worker
and a 273% higher gross profit per worker (Mano and Suzuki, 2013). Agglomerated
farms frequently share technological knowledge and market information that help
improve product quality, deal with diseases and insects, and make decisions based
on consumer demands.

Big cities can facilitate innovation and the adoption of new technologies, enabling
diversification into new industries and high-tech manufacturing. At a macro level, an
economic base with different industries is generally better at absorbing external market
risks, such as unpredictable global conditions and fluctuating commodity prices. From
a micro perspective, these diversified cities fulfil “nursery” roles by developing new
products and trying business processes borrowed from different activities (Duranton
and Puga, 2001). This process of trial and error through deductive tinkering adds to the
country’s know-how and complexity. This can be measured by the Economic Complexity
Index for each country through its export basket. For non-resource-based African
countries, the size of the population living in cities of at least one million inhabitants
correlates with the country’s level of economic complexity (Figure 7.6). This pattern is
also present for the global sample yet not exhibited in the resources-based economies
among the five country groups presented in Chapter 6.

Figure 7.6. Population size of big cities and level of economic complexity, 2013
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Source: Population data from UN DESA (2014) and Center for International Development at Harvard University
(2016).
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By contrast, intermediary cities can specialise in and foster the development
of mature industries. Once they have mastered the business processes leading to
specialisation, firms switch to mass production and relocate to specialised cities in
search of lower production costs. Labour-intensive industries such as textiles thrive in
the intermediary cities that offer cheaper labour, land and other inputs for firms and
their suppliers.

Cities have supported industrialisation

Cities and urbanisation will play important roles in industrialising Africa. The
automobile industry in Durban (South Africa), Casablanca and, more recently, Tangier
(Morocco) relies on the skilled-labour pools, available local know-how and interconnected
networks among various stakeholders such as universities, research institutions and
business associations that epitomise the power of cities. Mauritius’ success in textile
industries relied heavily on the shipping capacity of Port Louis and on connective
infrastructure between the export processing zone and raw cotton producers (Ramdoo,
2014). Similarly, one-third of Tunisia’s firms are concentrated in two central business
districts - Tunis and Sfax - to take advantage of the close proximity to their consumer
base (Ayadi and Mattoussi, 2014). Exporting industries tend to agglomerate in specific
provinces, such as textile firms in Monastir, chemical firms in Ben Arous and agro-
food firms in Sfax and Nabeul. In most African countries, despite some successes,
urbanisation has yet to support industrialisation on a larger scale. Examples abound of
cities developing their own manufacturing base, generally in the informal sector, which
can export intermediate and consumption goods to other African countries (Box 7.2).

Box 7.2. Intermediate cities can develop their manufacturing base

Several intermediate cities in Africa are developing a manufacturing sector based on
trade and the existing informal economy.

 Since the late 1990s, Nigeria’s Otigba cluster in Lagos has developed into a sub-
regional hub for computer assembly and repairs and for the manufacturing and
sales of computer parts.

o Similarly, Nnewi, a city of 750 000 inhabitants in Eastern Nigeria, upgraded
from trading imported Japanese automobile spare parts in 1980s to being the
manufacturing base of Nigeria’s automobile sector. Today, 70% of automobile
components used in Nigeria are sourced domestically, mostly from Nnewi.

e In Ghana, the city of Kumasi houses Suame Magazine, a cluster of artisanal
workshops for metal engineering and vehicle repairs. As many as 200 000 people
work there with complementary skills such as smelting scrap metal, trading
automobile parts, fine-tuning truck engines, and retrofitting electronics. To
support common challenges faced by firms in the cluster, Suame Magazine
Industrial Development Organisation has been working to scale up training and
local manufacturing.

Cities provide an entry point for industrialisation policies

Citiesprovide apossibleentry point forefficient policies thatcanrevive manufacturing
industries in Africa. The lack of input industries, weak trade logistics, limited access
to finance and to industrial land, as well as a dearth of technical and entrepreneurial
skills, are often binding constraints to Africa’s light manufacturing industries (Dinh et
al., 2012). Policies that address them in a co-ordinated manner through “place-based
approaches” can exploit synergies, improve accountability and better link governments
with the private sector. Cities also provide a testing ground for policy implementation
before multiplying to national scales.
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Supporting the clustering of firms can reduce the per-user cost of programmes such
as infrastructure development and allow for spill-overs among enterprises. In 11 African
countries, clustering has an overall positive impact on firms’ performance (McCormick
and Oyelaran-Oyeyinka, 2007). For example, 72% of the clustered firms surveyed felt
that clustering enhanced their exposure to different useful ideas and provided them
with opportunities to seek common solutions and strategies for shared problems.
Subcontracting within the clusters has helped Uganda’s fish processing firms to meet
European markets’ changing standards and trade terms. Firms in the Durban Automotive
Cluster co-operated in supplier development, human resource development, logistics
and benchmarking. In Tunisia’s garment industrial clusters, borrowing and lending tools
is common so as to avoid underutilisation of machinery.

In supporting industrial clusters, government action proves more successful when
playing a facilitating role rather than a leading role. For example, special economic or
exporting zones in Africa are often government-driven initiatives seeking to concentrate
investment in one region to jump start export-oriented industries such as automobiles,
food processing and textiles. However, notwithstanding the sustained success of
Mauritius’ early textile and clothing clusters, most have been hampered by various
factors, ranging from bad locations to heavy reliance on trade preferences (Farole, 2011).
Table 7.1 provides examples of instruments governments can use to support industrial
clusters indirectly.

Table 7.1. Examples of instruments for cluster policies in developing countries

Labour mobility Recruitment of qualified recent graduates: job fairs, public relations initiatives for the clusters

Labour mobility among companies and research institutions: direct matching between employers and
qualified job-seekers, secondment programmes

Apprenticeship inside clusters: job and internship information, scholarships for placements, direct
matching

Entrepreneurship Spinoff formation: entrepreneurship or business plan competitions

Venture capital: allocation of venture capital, direct coaching for spinoffs, development of business
incubators out of technology centres

Inter-firm co-operation Horizontal co-operation among companies: formation of industry associations or working groups,
financial incentive for intra-industry co-operation

Vertical co-operation among companies: management of co-operation projects, financial support for
collaboration, shared use of leading companies’ infrastructure, intra-cluster networking events,
formation of industry associations

Competition Intensive local competition: public procurement, standardisation and certification, targeted subsidies for
exporters

Competition in the local social hierarchy: entrepreneur awards, social media

Public-private engagement “Cafeteria effects”: establishment of technology centres, use of public research infrastructure by
industry
Social networks: field visits and networking events, exchanges or secondments of professionals,
collaboration in designing a strategy for a cluster competition

Source: Adapted from Benner (2013).

Infrastructure policies are essential to activating the comparative advantages of
all cities. Firms need supportive infrastructure, especially transport and energy, to
avoid being spatially trapped inside crowded city centres. In Africa’s more diversified
economies, automobile sectors have started in primary cities such as Casablanca
and Johannesburg. A combination of environmental regulations, spatially targeted
investments in physical and soft infrastructure and business networks have enabled
mature automobile sectors to shift to secondary cities such as Tangier and Durban. The
experience of Thailand has shown that appropriate place-based governmentintervention
can help develop heavy industries and add value to the extraction of natural resources.
The country developed petrochemical industries in the Eastern seaboard following the
discovery of gas fields in the Siam Gulf.
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China’s two-pronged strategy provides an example of leveraging the potential of
both cities and towns in achieving industrialisation. During the reform period of 1978
to the late 1990s, township- and village-controlled enterprises drove industrialisation
and diversification in rural areas, while special economic zones that were allowed to
accept foreign direct investment soon became central to China’s export-oriented and
labour-intensive manufacturing strategy.

African cities can drive service-led growth

Urbanisation creates new opportunities for developing more productive and
competitive service hubs that support Africa’s structural transformation. First, Africa’s
service sector already accounts for one-third of total formal employment (ILO, 2014).
As shown in Chapter 6, services can absorb low-skilled labour while still enhancing
productivity. Second, the growth of service sectors such as tourism indirectly creates
jobs in supplier industries. For example, in South Africa, 25% of intermediate inputs into
services come from manufacturing (Tregenna, 2008).

Services also play an increasing role in helping manufacturing firms to access global
value chains. Goods and services are intertwined in global production networks. The
value created directly and indirectly by services as intermediate inputs represents
over 30% of the total value added in manufactured goods (AfDB/OECD/UNDP, 2014;
Figure 6.3). Services such as transport, logistics and warehousing, but also banking,
insurance, business services, professional services and communication services, play an
important role at every stage of the production phase. These services facilitate efficient
movements of goods and intermediate inputs across borders to reduce the cost of trade
in manufacturing.

African countries have experienced growth in the output share of modern
services, which are mostly based in urban areas, albeit at different paces and with
uneven job creation effects (Figure 7.7). The five groups of African countries below are
divided according to their stages in urbanisation, fertility transition and structural
transformation, as explained in Chapter 6 (see Annex 6.A1):

« Diversifier countries have the highest output share from modern services such as
business, transportation and communication. In 2010, business services accounted
for more than 10% of total output in Mauritius, Morocco and South Africa. Mauritius
and Egypt have expanded the output of transport, storage and communication
sectors to about 15% of the total. Cities such as Cairo and Alexandria (Egypt),
Casablanca and Rabat (Morocco), Cape Town and Johannesburg (South Africa),
account for more than half the national value added in modern services. Countries
such as Mauritius and South Africa have significantly shifted their workers into
these highly capital- and skill-intensive sectors.

« Some natural resources-based countries also made significant progress in these
sectors. Botswana and Nigeria, for example, have expanded their employment
share in business services. Surulere in Lagos State (Nigeria) fostered Nollywood,
the third biggest cinema cluster in the world.
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- In the remaining groups, progress is patchy. A late urbaniser, Kenya in particular has
significantly developed its services, with large urban centres playing a leading role:
Nairobi and Mombasa account for half of the value added in financial and business
services and three-quarters of the value added in the transport and ICT sectors.
Some early urbanisers such as Ghana and Senegal have diversified so quickly into
transport and communication that these sectors now account for roughly 15% of
total output. However in many late urbaniser and most agrarian countries such as
Ethiopia, Malawi and Tanzania, modern service sectors are still nascent: neither
business nor transportation and communication account for more than 10% of
output or 3% of employment.

Figure 7.7. Change in employment and output of business services as a share of
the total economy of selected African countries, 2000-10
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In the longer term, modern, tradable services could significantly absorb more labour
without losses in relative productivity. Given the underdeveloped market for modern
services in most African countries, lower prices will not necessarily offset production
gains in modern service sectors. These sectors are increasingly tradable: global trade
in services tripled between 2000 and 2012 with transportation, tourism and business
services expanding quickly (Figure 7.8). Africa has only captured 3% of the global trade
in services, mostly in the tourism and transportation sectors. It can harness more
of this global demand by developing more specialised services and training a skilled
labour force. Modern services such as finance and business are more integrated into
global value chains, particularly through the trade networks established in Southern
Africa with city hubs such as Johannesburg and Gaborone. Furthermore, services are
increasingly disaggregated and traded as separate tasks, allowing countries and cities to
further specialise in particular segments of the service value chains. Several diversifier
countries, as well as Nigeria and Kenya, are looking to develop their business process
offshoring sub-sectors around established research centres in urban areas.
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Figure 7.8. Service trade in Africa, 2000-12
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In the short and medium terms however, the informal sector should be acknowledged
as a source of livelihood. Engaging informal firms through direct procurements or
through contracts with enterprises that provide waste, sanitation and water purification
services could offer a low-cost solution to improve community welfare. The concentration
of people reduces the cost of spatially-targeted investments in education, training and
skill-matching; these facilitate the transition of workers into more productive activities.
A comprehensive reform package will be necessary to bring these workers under some
form of legal protection, ensure minimum wages and non-wage safeguards, train them
and match them with jobs for a gradual progression into higher-value, formal work.

Participatory approaches can help integrate informal firms into the urban fabric and
facilitate the development of an organised formal urban sector. Appropriate regulations
and targeted incentives can enable informal employers to move beyond merely subsisting
to saving for and investing in productivity growth. Formal businesses in Africa often
have strong links with informal firms to take advantage of their flexibility and market
concentration. A participatory approach considering local specificities can be more
efficient in engaging informal enterprises into formal processes and mechanisms (see
Box 7.3; see also Chapter 4). In Kenya, the second-largest retailer, Tusker Mattresses, is
franchising informal retail businesses to penetrate this market (Mulupi, 2016).

Box 7.3. How participatory local policies can tackle informal street trading

Informal street trading is often contained by repressive policies because it is generally
perceived as an illegal activity overcrowding Africa’s city centres. Police forces tend to
regularly evict informal street traders by force. However, repressive policies have shown
limited success in containing informal traders in the long term. Dakar and Monrovia
have used more effective participatory and consultative approaches.
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Box 7.3. How participatory local policies can tackle informal street trading (cont.)

The city of Dakar is building a commercial centre for former street merchants. From
March to April 2011, a local census registered 4 980 street merchants who could
participate. They choose their own property developer via the merchants’ associations
and arrange the new commercial complex according to their needs. The project’s overall
cost is estimated at XOF 9 million.

Following negotiations between 2009 and 2011, the National Petty Traders Union of
Liberia and the Ministry of Commerce adopted a memorandum of agreement to define
a limited trading space on the streets and give rights to petty traders. Petty traders
pay fees to the municipality to obtain identification cards and taxes to the ministry
to obtain these rights to trade in a designated street. Between the memorandum’s
adoption in 2011 and 2015, 500 street traders were registered, and conflicts with the
police decreased.

Source: Authors’ interviews with municipal officers of Dakar and Monrovia, December 2015.

The emerging urban middle class could fuel services growth

The middle class is growing rapidly in Africa, but it has been concentrated in
diversifier countries (see Figure 7.9).% Using the AfDB (2011) definition of the middle class
as those with a consumption of USD 4-20 a day in purchasing power parity, a third of the
diversifier countries’ population belongs to the middle class with 11% firmly in the upper
middle class in 2008. Elsewhere the middle class is still small: 5% of the population in
the late urbanisers and agrarian countries and roughly 14% in early urbanisers and natural
resources-based countries. Lack of inclusiveness has limited the growth of the urban
middle class in natural resources-based countries such as Angola, Nigeria and Zambia
despite their higher income level.

Figure 7.9. Share of middle class by income in Africa (%), 2008
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Note: Constant 2005 purchasing power parity USD. Numbers are simple averages, unweighted for population
size. Our definition does not include the “floating” middle class, those with consumption of USD 2-4 a day, since
this threshold is barely above the poverty line and this group is vulnerable to falling back into poverty.

Source: Authors’ calculations based on AfDB (2011).

StatLink sz http://dx.doi.org/10.1787/888933350848
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The growth of the urban middle class can boost both supply of and demand for the
domestic services sector in Africa.

« First, as they graduate from poverty, the middle class can pursue entrepreneurial
activities, creating employment and productivity growth (Acemoglu and Zilibotti,
1997).

» Second, the middle class provides the workforce and resources necessary for
entrepreneurs as this group values human capital accumulation and savings
(Doepke and Zilibotti, 2007).

o Third, the middle class generates renewed demand for consumer goods, especially
durable ones. It has a stronger preference for product differentiation that leads
to value added in branding. Consumer spending in Africa could grow from about
USD 860 billion in 2008 to USD 1.4 trillion in 2020 (McKinsey Global Institute, 2010).

Growth driven by expansion of the middle class tends to be more sustainable than
“export-led” growth (Gill and Kharas, 2007). Our experts’ survey shows that this boost
in demand is perceived as the biggest opportunity associated with Africa’s middle class,
followed by their potential as entrepreneurs (Figure 7.10).

Figure 7.10. Main opportunities associated with the middle class
for African countries
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Note: Survey responses by country economists of the AfDB and UNDP in 45 country offices in Africa. Responses
are weighted by one per country.

Source: AEO experts’ survey, 2016.
StatLink sir=r http://dx.doi.org/10.1787/888933350850

The majority of Africa’s middle class resides in urban areas. In Ethiopia, Malawi,
Mozambique, Tanzania, Uganda and South Africa, 63% of the middle class with a
consumption of USD 4-20 a day resided in urban areas in 2010. Their urban middle class
totalled 11.9 million people, or 20% of the urban population, with an annual expenditure
of USD 27 billion, or 43% of total urban expenditure (authors’ calculations based on
Tschirley et al., 2015: Table 4).

Realising the potential of the urban middle class as workers for skill-intensive service
sectors requires a continued push for education in urban areas. Overall, Africa’s big cities
have a higher share of people with tertiary degrees than towns: 18% of the population
aged 15 or over in big cities have tertiary degrees as compared to 11% in towns, according
to our analysis of the Gallup World Poll (2016). The gap in tertiary degree attainment is
more pronounced in non-diversifier countries than in diversifier countries (Figure 7.11).
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Figure 7.11. Education level of the population aged 15 years or older in Africa,
2009-10
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Niger, Nigeria, Rwanda, Senegal, Sierra Leone, Somalia, Sudan, Tanzania, Uganda, Zambia and Zimbabwe. The
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Source: Authors’ calculations based on Gallup World Poll (2016) for surveys between 2009 and 2010.
StatLink sa=r http://dx.doi.org/10.1787/888933350869

African cities attract a growing share of foreign direct investment

Foreign direct investment to cities is strategic to develop the necessary urban base in
manufacturing and services that could drive Africa’s structural transformation. FDI in
Africancitiescanbeanalysedbyusingdataongreenfield FDI,whichrepresentsinvestments
where parent firms start entirely new projects and facilities in host countries (see Annex
7.A1). Although Africa has one of the highest regional growth rates of FDI at 2% a year
between 2003 and 2014, its volume share of FDI compared to other regions is small. Cairo,
Tunis, Tripoli and Algiers are Africa’s top global FDI destinations by volume, with Cairo
capturingUSD37billionand TunisUSD22billionbetween2003and2014. Thetopsixcitiesare
Arabic-speaking cities in North Africa, while the Anglophone cities of sub-Saharan Africa
rank lower. Johannesburg and Cairo are Africa’s prime global cities, one anchoring the
south of the continent to the world economy, the other the north. Johannesburg is the
first source city of African FDI (71st globally), but ranks seventh as an FDI destination
(104th globally). Cairo is second in terms of FDI source and first in terms of destination.
With regard to FDI from within Africa, the most popular destinations are Cairo (18%),
Luanda (11%), Lagos (10%), Tunis (6%) and Johannesburg (6%). Maps 7.1 and 7.2 show the
global FDI networks investing in the main African destination cities for manufacturing
and services, respectively (Wall, 2016; forthcoming).

African cities attract higher levels of greenfield foreign direct capital investment
than would be expected considering city GDP levels (World Bank, 2015b). Relative to GDP,
sub-Saharan African cities featured in the top 10% attractors of greenfield FDI between
2002 and 2012, as often as cities in the East Asia and Pacific region. In Morocco,
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Tangiers has utilised national investment in a large new seaport facility and connective
infrastructure from the port to the surrounding hinterland to attract a European
automobile assembly line. City stakeholders collaborated with the national investment
promotion agency and helped set up a dedicated training centre to upgrade the local
labour force and address the skill shortage of the automotive sector.

Cities of various sizes can form economies of scale through clustering to attract
investors. Regional integration, complementarity and collaboration are essential to
improving a city’s competiveness. Africa has four major “FDI corridors”: i) a North African
corridor including Casablanca, Tunis and Tripoli; ii) a Nile corridor including cities like
Cairo; iii) a West African corridor including Lagos, Abuja, Abidjan and Accra; and iv) a
Gauteng-Maputo corridor which includes cities like Johannesburg, Midrand, Pretoria and
emerging Maputo (Wall, 2016; forthcoming). These corridors attract FDI because they
are comprised of several primary cities at close proximity to each other and connected
through good networks of road, rail and port infrastructure. The West African corridor
sees a high concentration of big cities like Lagos, Abuja, Lomé, Accra and Abidjan, which
benefit from dense clusters of secondary and tertiary cities and complement each other
in a reinforcing urban hierarchy. Finally, each of the four powerful regions depends on
globally well-established cities like Johannesburg, Cairo, Casablanca and Lagos to anchor
them to the global economy but also on rising investment destinations like Maputo and
Kigali.

FDI into urban Africa is both “market seeking” and “resource seeking”. Econometric
analysis shows that the most significant determinants of FDI in Africa’s manufacturing
sector are domestic market size and infrastructure (e.g. ports, rail and road) to access
natural resources. These two factors explain 28% of variations in FDI attraction to
Africa. For comparison, technological readiness is the most powerful explanatory factor
of foreign investments in Asia, followed by infrastructure and market size. Hence, the
types of technology-sensitive investments that dominate FDI in Asia are not yet present
in Africa. Expanding Africa’s base in advanced manufacturing may imply further
investment into a country’s technological absorption capacity, improve the ease of doing
business and implement efficient customs regulations.

Foreign investment in Africa’s high-tech sector is much more concentrated in
fewer highly urban areas than is the case of other sectors (Map 7.3). The quality of
infrastructure (road, rail, airports and ports) is the most determinant variable for the
production of high-tech goods and for their distribution. The map also shows strong
clusters around Nairobi, Johannesburg, Port Elizabeth, the West Africa corridor,
North Africa corridor and Cairo corridor (red regions on Map 7.3), and some emergent
high-tech clusters for instance between Zimbabwe and Zambia (yellow regions on
Map 7.3). Whereas Nairobi is not a hot-spot in terms of total FDI, it receives a significant
flow into high-tech industries. This shows that regional strengths can vary strongly
across investment sectors (Wall, 2016; forthcoming).

FDI usually brings knowledge and technology to a region, activates the development
of local business, and leads to new urban projects, but it does not always directly
create many jobs. In 23 African countries, trade and growth are mutually-supportive
(Seyoum, Wu and Lin, 2014). However, the growth-enhancing effect of FDI stems from
the productivity spill-over to domestic firms rather than from direct employment by FDI
firms. The agglomeration economies from industries’ locating in a given area are higher
in sub-Saharan Africa when domestic firms locate close to foreign multinationals,
especially those coming from developing countries from the “Global South” (Sanflippo
and Seric, 2014). By contrast, in a sample of 750 cities all over the world, FDI only created
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1400 jobs per city directly, or 0.1% of the employment base, among the FDI-recipient cities
in 2012 (Fikri and Zhu, 2015). Among all the jobs directly created by FDI in Africa between
2003 and 2014, 83% were located in cities. Over the same period, FDI in manufacturing
is estimated to have directly created over 646 000 jobs, or half the total of FDI-related
jobs; FDI in services 281 000 jobs; FDI in high-tech 159 000 jobs; while FDI in resources (or
non-urban FDI) created 220 000 jobs (Wall, 2016; forthcoming).

While the success of each investment strategy depends on specific characteristics
of the city and country, Zhu, Larrey and Santos (2015) point out a four-step method for
city governments: i) identify and communicate the city’s value proposition through self-
assessment of the city in line with regional and national strategies; ii) build the city’s
brand and address any negative perceptions; iii) co-ordinate with different institutions
and government agencies to provide comparable, credible and timely information to
investors, especially on entry requirements into the domestic market while nurturing
local partners and networks; and iv) provide targeted incentives to those firms hesitating
to invest and foster positive relationships with existing investors.

Urbanisation can help accelerate social development

Urbanisation provides opportunities to accelerate social development in Africa
in different ways. First, urbanisation could support inclusive growth and improve
material well-being through higher disposable incomes for food, shelter and investment
in human capital which enhances one’s potential for generating income. Second,
agglomeration enables economies of scale in delivering indivisible public goods such
as transportation and communication systems. Third, densification creates a web
of interconnected community groups and stakeholders in cities which can more
easily engage in governmental poverty alleviation programmes, or grassroots social
development initiatives. Realising these benefits requires co-ordinated and holistic
policies to make structural transformation more inclusive. This section highlights how
new urban development policies might do the following:

- improve transportation infrastructure within and between cities to connect people,
resources and ideas across regions
- improve housing conditions, income equality and gender equality

« lift vulnerable groups out of urban poverty by providing new social safety nets and
public employment programmes

» expand social businesses to better tap the potential of the urban informal economy
» curb urban insecurity.

Better transportation infrastructure within and between cities can connect people,
resources and ideas across regions

Transportation policies will have a significant impact on sustainable development.
Continuing to develop mass transportation systems, notably public transportation,
within cities will decrease congestion costs and contribute to more sustainable cities.
Better transportation networks between cities will strengthen regional linkages.

Mass intra-city transportation systems can foster more inclusive development

Good transportation increases the efficiency of doing business in the cities. It reduces
the costs of moving goods and people and enables “just-in-time” logistic development.
Experience from other regions of the world show that reducing the uncertainty of transit
time is as important for increasing business efficiency as reducing transportation time.
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Better connective networks allow firms to expand their catchment areas and scale
up their operations thanks to a larger, more diversified pool of potential customers.
Improving connections between city centres and their surrounding areas enables firms
to move out of cities centres to scale up operations while reducing congestion costs
(McCormick and Oyelaran-Oyeyinka, 2007).

Transportation policies play a major role in connecting the urban poor to jobs.
The urban poor usually face a spatial mismatch, such as those residing in the ghettos
of Johannesburg’s outskirts, for example. Car-oriented transit disproportionately
hurts the poor who cannot afford their own vehicles and cannot find jobs within a
walkable distance from their homes. An experiment in Addis Ababa showed that
reducing transportation costs could increase the intensity of one’s job search, decrease
participation in temporary and informal work, and increase the likelihood of permanent
employment by six percentage points (Franklin, 2015a). In Lagos where transportation
costs account for 20% of the urban poor’s income, the Bus Rapid Transit system started
in 2008 has provided 2 000 direct jobs and 500 000 indirect jobs. The system reduced the
cost of public transportation by 30% and offered a more stable price even amid a fuel
scarcity.

Transportation policies help curb pollution. A review of 27 African countries reveals
that the majority have adopted environment protection acts, and established vehicle
fuel parameters, emission standards and air quality controls (SEI, 2012). A substantial
improvement has been the phase-out of lead, which started in 2003, and is now
essentially completed. However, monitoring and enforcement remains limited: only
eight countries have operational routine monitoring systems for air quality. The annual
mean concentration of particulate matter smaller than ten microns in diameter (PM10)
is higher in many African cities than the average city at global level (Figure 7.12).

Figure 7.12. Annual mean concentration of particulate matter smaller than ten
microns in diameter (PM10) in selected African cities
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Source: WHO (2014).
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210 African Economic Outlook © AfDB, OECD, UNDP 2016


http://dx.doi.org/10.1787/888933350872

7. HOW SUSTAINABLE CITIES CAN CONTRIBUTE TO AFRICA'S DEVELOPMENT

Given that the bulk of African transport infrastructure has yet to be built to
accommodate the 867 million Africans that will live in urban areas by 2050, African
cities can learn from past successes and mistakes. Africa has less than 3% of the world’s
motor vehicles but more than 11% of global road fatalities (SEI, 2012). Making roads
more friendly to non-motorised use can reduce the death and injury costs of traffic
accidents. The modernist ideal of car-centric urban planning in the early 20th century
has proved to be detrimental to the well-being of urban residents and environmentally
unsustainable (Frenchman, 2014; Glaeser, 2012). In OECD countries, the transportation
sector contributes to half of total air pollution. Many OECD countries are trying to
break the cycle of car dependency and reverse their consequences at great costs. The
experiences of Paris and London have shown that constructing more roads will not solve
the traffic congestion problem due to the additionally generated vehicle use. Compact
cities promoting non-motorised and public transportation can efficiently connect the
urban flow of people, goods and ideas at a lower social cost per capita.

Some African cities are developing integrated public transport networks to break
the cycle of car dependency and create better connectivity within cities. This model
reflects the pursuit of efficient and integrated public transport that improves mobility,
inclusivity and access in cities. Table 7.2 lists several initiatives identified in this report’s
country notes.

Table 7.2. Mass transportation systems in selected African cities

Project Stakeholders Cost Development outcome of the project Price per trip
Addis Abeba Light Operated by Shenzen metro USD 475 million Capacity of 60 000 passengers per hour, total ETB 2-6
Rail, Ethiopia group and constructed (financed 85% by China  length of 31.6 km for the two lines. The first (USD 0.27-0.82)
by Ethiopian Railways Railway Engineering 17km of rail connect the industrial suburbs
Cooperation. Cooperation) south of Addis to the centre. Another east-west
2012-15 line is still under construction, and additional

Lagos Bus Rapid
Transit (BRT-Lite),
Nigeria

Launched in 2008

DART System (Bus
Rapid Transit), Dar es
Salaam/Tanzania

Phase 1: 2003-present
Phase 2: from 2017

Rea Vaya Bus Rapid
Transit (BRT),
Johannesburg,
South Africa

Phase 1: 2007-09
Phase 2: 2009-12

Constantine
Tramway,
Algeria

2007-13

Casablanca Citadis
Tramway, Morocco

Phase 1: 2009-12
Phase 2: 2016-18

Run by Lagos Metropolitan
Area Transport Authority.

Will be managed in Public ~ USD 290 million for
Private Partnership with
two private bus operators.

million for Phase 2

(funded by AfDB, AGTF
and the Government of

Tanzania)

Financed by Public
Transport Infrastructure
and Systems Grant (PTIS)
by central government.

Setram/Alstom (49%),
ETUSA (36%) and the
Entreprise du métro d’Alger
(15 %), with a second line
to be constructed by the
French RATP.

Moroccan government,
local government Alstom,
CDG Capital, Banque
Populaire du Maroc and
King Hassan Il Fund.

DZD 44 billion (line 1)

MAD 6 billion

USD 1.7 million per km

Phase 1 (funded by the
World Bank) USD 159.32

USD 300 million overall

(about USD 400 million)

(about USD 400 million)

lines are planned.

Africa’s first Bus Rapid Transportation system
serves 47 different routes, carries as many as
200 000 passengers per day who pay on average
30% less in fares and spend 40% less time
travelling.

The transport sector employs 2.5 million people
(15% of the city’s population).

The system relieves congestion in the city and
provides more effective public transport at lower
cost.

Capacity of 495 000 passengers per day.

By using cleaner fuels and reducing the roadside
concentration of greenhouse gas emissions, it is
environmentally efficient.

Used by 45 000 commuters per day. The
Employment Framework Agreement (EFA) signed
between the city and the taxi industry whose
drivers received training was expected to create
700 permanent jobs in Phase 1A and 3 300
temporary jobs during the construction period.

Capacity of 100 000 passengers per day over
8km for the first line. The extension will serve
the new city Ali Mendjeli and the airport.

Provides service to 100 000 passengers a day
over 31 km.

NGN 20
(USD 0.23)

TZS 500-900
(USD 0.80-1.45)

ZAR 3.5-9
(USD 0.64-1.67)

DZD 40
(USD 1.28)

MAD 6
(USD 1.68)

Note: Prices are converted into international USD, 2014 prices.

Source: AEO experts’ survey, 2016; AEO Country Notes, 2016.
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Transportation policies are more efficient when developed in tandem with
land-use planning and along urban catchment areas. Angel et al. (2015) recommend that
capacity-constrained governments first focus on predicting urban growth, in order to
set aside the public space for parklands and establish the arterial grid. An arterial grid
of dirt roads allows allocating public space without spending much on infrastructure.
The eventual spending can occur later as the city expands and new residents need
more services. Involving the peri-urban population and identifying the functional
catchment areas of cities help establish more coherent governance structures beyond
administrative boundaries.

Better transportation networks between cities can improve regional linkages

Inter-city transportation holds the key to spatially inclusive urban development
(AfDB/OECD/UNDP, 2015). In a study of 15 African countries whose primate city is a
port, Storeygard (2013) finds that reducing transport costs by 1% can raise growth in
the hinterland city by 0.2%. The effects differ depending on the surface of roads: cities
connected to the port by paved roads are chiefly affected by transport costs to the port,
while cities connected to the port by unpaved roads are more affected by connections to
secondary centres. This suggests that firms in cities not connected to the port may rely
more on their rural hinterland and intermediate cities for trade.

Each group of African countries exhibits a different pattern of road networks
and connectivity. The accessibility of the road network can be characterised by the
distribution of average per-person travel time to the nearest settlement with more than
50 000 people and the skewness of this distribution (Figure 7.13).

» The diversifier countries have moderately aggregated populations where 90% of
the population live on 20-40% of the land surface. Their more developed networks
of cities and good transportation leave a small proportion of the population in
inaccessible areas as shown by the low average travel time and high skewness
level.

» The transportation network in early urbaniser countries slightly lags behind the
diversifiers as manifested by their lower average and more skewed distribution of
travel time to the closest towns of 50 000 inhabitants. They often have a more
uniform distribution of the population than countries in other groups. This results
from a fairly even distribution of rain-fed areas and a more frequent expansion
of agricultural land due to farming crops such as cacao and cotton which lead to
spreading out the population.

o Late urbanisers and agrarian countries have the least developed road networks.
Average travel times to the nearest towns and cities are high, at three hours or
more, and a large share of the population is located in remote, inaccessible areas.

Governments can increase connectivity between cities and deepen regional
integration through development corridors. Corridors link different cities and regional
markets through transport, fostering trade exchanges while providing positive
externalities to local populations. In a regional context, an urban corridor becomes a
line of economic integration. Unlike the colonial import/export corridors connecting
landlocked countries to the coast which contribute relatively less to intra-regional and
inter-cities trade, development corridors connect cities of different countries among
themselves and with regional trade markets, following coastal, trans-Sahelian or
trans-Saharan directions (see Table 7.3).
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Figure 7.13. Average travel time to nearest urban areas and skewness
of the distribution in Africa, 2010
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which means more people in the country reside in the remote, inaccessible areas.
Source: Linard et al. (2012).
StatLink =iz http://dx.doi.org/10.1787/888933350885

Table 7.3. Main corridors in Africa

Corridor Passing by Length
Cairo-Dakar Cairo — Tripoli — Tunis — Algiers — Rabat — Nouakchott — Dakar 8636 km
Algiers-Lagos Algiers — Tamanrasset — Agadez — Tamanrasset — Kano — Lagos 4504 km
Tripoli-Cape Town Tripoli — N’Djamena — Kinshasa — Windhoek — Cape Town 10 808 km
Cairo-Cape Town Cairo — Khartoum — Addis Ababa — Nairobi — Dodoma — Lusaka — Gaborone — Cape Town 10228 km
Dakar-N’Djamena Dakar — Bamako — Ouagadougou — Niamey — Kano — N’Djamena 4 496 km
N’Djamena -Djibouti N’Djamena — Djibouti 4219 km
Dakar — Banjul — Bissau — Conakry — Free Town — Monrovia — Abidjan — Accra — Lomé —
Dakar-Lagos Cotonou- Lagos 4010 km
Lagos-Mombasa Lagos — Yaoundé — Bangui — Kisangani — Kampala-Nairobi — Mombasa 6259 km
Lobito-Beira Lobito — Lubumbashi — Lusaka — Harare 3523 km

Box 7.4. Urban corridors contribute to West Africa’s structural transformation

The case of the Abidjan Lagos Highway Corridor (ALHC) illustrates the contribution of urban
corridors to West Africa’s structural transformation. The ALHC links Abidjan (Cote d’Ivoire) to
Lagos (Nigeria), passing through Accra (Ghana), Lomé (Togo) and Cotonou (Benin), connecting
functional, urban economic areas and building on economic interdependency. This line
concentrates 70% of West Africa’s regional economy. It is designed to promote the integration
of these five national markets and help overcome the size limitations of several of them. Urban
corridors provide local populations with simultaneous access to several types of infrastructure
and services, such as highways, electricity, water and ICT connections. Connecting the Lagos-
Abidjan-Dakar and Tanger-Rabat corridors would open opportunities for accelerating economic
expansion from West Africa towards North Africa. Financing a highway between Senegal
and Mauritania will complete the South-South co-operation between the Arab Maghreb
Union countries and the Economic Community of West African States (ECOWAS). The African
Development Bank finances urban corridors such as the ALHC, reinforcing integration between
African cities.
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7. HOW SUSTAINABLE CITIES CAN CONTRIBUTE TO AFRICA'S DEVELOPMENT

By reducing trade costs, cities specialise in niche functions and complementary
products. Improved transport and communication can expand the market catchment
for firms. Better transportation between cities reduces the transaction cost of sourcing
intermediate inputs from specialised cities within a chain. Network analysis of
non-resource FDI in African cities reveals that cities can, but do not necessarily, compete
with other cities from the same region. More specialised cities tend to attract more FDI,
because foreign investors find it more difficult to substitute a specialised city with
competitive advantages in a given sector by another investment destination. Reducing
trade costs can also strengthen certain cities’ positions as “broker gates” of investment
in other cities: Johannesburg is the primary broker of all flows into Africa, followed by
Nairobi, Lagos and Cairo. These cities offer stock exchanges and infrastructure that can
facilitate financial flows into the surrounding regions (Wall, 2016; forthcoming).

Facilitating safe housing is key for urban development

Cities can improve housing conditions, particularly in informal settlements or
slums, to ensure more inclusive development (see Chapter 6).* Numerous practices of
slum upgrading in Africa show that place-based and comprehensive packages of sectoral
reforms, financing, job creation, urban governance and empowerment of community
groups can overcome the interlinked challenges of informal settlements and vulnerable
jobs.

e South Africa’s free stand-alone housing programme has shown that access to
affordable housing can alleviate house chores for women, reduce household poverty
and increase female participation in the labour force (Franklin, 2015b). Increased
tenure security has positively increased housing investment in many countries.

 In Nairobi, improved tenure security and basic infrastructure at home creates an
“enabling” environment for slum dwellers to pursue entrepreneurial activities
which can provide additional income and diversify household livelihoods (Gulyani
and Talukdar, 2008).

e On the downside, certain slum upgrading programmes may also have often
excluded tenants, subtenants and newly-established occupants who tend to be the
most vulnerable. In Nairobi, certain programmes targeting housing inside slums
have led to higher property values captured by structure owners rather than aiding
low-income tenants (Gulyani and Talukdar, 2008).

A participative and holistic approach can allow policies to be sufficiently flexible
and tailored to the needs and capacity of local populations. Local governments and city
authorities can play a key role in planning land use more effectively and in mobilising
local resources, while co-ordinating with regional and national authorities. Where rental
mode dominates the slum housing supply, the government can facilitate the negotiations
between tenants and owners and use infrastructure investment and tenure legitimisation
as incentives to explicitly enhance owner occupancy in slums (Gulyani and Talukdar,
2008). Participatory slum upgrading has produced impressive results in several cities, for
instance in Dar es Salaam since 2004 (Collin, Sandefur and Zeitlin, 2015).

Morocco’s Villes sans bidonvilles programme provides a good example of place-
based and participatory slum improvements. Between 2000 and 2010, Morocco ranked
second globally in achieving 46% of the objectives in slum improvements under Target 11
of the 7th Millennium Development Goal. By the end of March 2010, 154 000 households
benefited from a housing unit, including 62 000 households in the 40 centres already
declared slum free. The success of the programme relied on the following:

1) activelyinvolvinglocal authorities and holding them accountable through specific
contractual frameworks (City Contracts)

2) enabling the private sector to supply the majority of housing

3) increasing affordable housing stock with a goal of 100 000 social housing units and
service land plots annually.
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The Villes sans bidonvilles programme aimed to build a consensus among all
stakeholders in choosing between three types of interventions: on-site re-housing,
relocation and in situ upgrading. Innovative financial business models attracted private-
sector participation, while targeted subsidies alleviated access to finance constraints for
the majority of the poor. The programme was financed 40% through the general budget
and atax of USD 12 per tonne of cement, 30% through beneficiary household contributions
and the rest through profits from housing sales to upper-income householders and from
international donors.

Similarly, Tunisia’s slum upgrading policy decreased the prevalence of slums from
24% of the total housing stock in 1975 to 2% in 1994 (World Bank, 2003). The Agence
de Réhabilitation et de Rénovation Urbaine (ARRU) introduced a significant amount of
formal housing to the market, alongside construction improvements and an increased
rate of infrastructure connection. Between 2007 and 2009, ARRU’s rehabilitation
programme allocated 70% of its budget to infrastructure and public facilities and 30% to
small and micro enterprises (UN-Habitat, 2008).

Social safety nets can lift vulnerable groups out of urban poverty

The recent development of social protection schemes in Africa can be extended to
urban areas to also benefit the urban poor. Social protection schemes - be they public or
private, formal or informal - are intended to lift individuals out of poverty and protect
them from the risks of falling back into poverty. In 2015, 40 African countries provided
unconditional cash transfer schemes, twice the number in 2010. Social assistance
programmes support 15% of all households in extreme poverty, versus 25% in rural
areas. These programmes are evolving to respond better to the demands of the growing
urban poor, many of whom are extremely poor (Chapter 6).

Burkina Faso, the DRC, Ethiopia, Mali and Tanzania have recently started
implementing what the World Bank refers to as a “first generation” of urban social
protection programmes. Their common objective is to alleviate poverty and mitigate
inequality, while connecting individuals to services, enhancing human capital and
promoting economic activity. Achieving effective coverage remains a challenge,
however. General subsidy schemes are generally regressive, whereas the benefit levels
and targeting methods require adjusting to the higher cost of living in cities. Individuals’
high mobility in informal settlements and income fluctuations make it difficult to
target beneficiaries. Administrative fragmentation and poor information flows between
national and local entities also impede the effective implementation of social protection
schemes.

Box 7.5. South Africa’s Expanded Public Work Programme

South Africa’s Expanded Public Work Programme (EPWP) shows that social protection
programmes can support urban services and promote economic activity. The EPWP was
established principally to employ the large numbers of low-skilled workers structurally excluded
from the formal economy. They were initially hired to construct and maintain infrastructure
in informal urban settlements. The programme has expanded to include social services and
environmental work. It creates more than 1 million short-term jobs per year, ata cost to government
of approximately ZAR 30 billion (USD 1.8 billion, or 0.8% of GDP). The average duration of an EPWP
job is 70 days, and the daily wage is well below the minimum for formal sector employment but
(pro rata) above the level of the most generous monthly social grant. The EPWP interacts with
other social protection arrangements. Participants are covered by unemployment insurance and
workers’ compensation benefits. Although such coverage is globally low in South Africa, it is
higher in urban areas than in rural areas: 4.3% vs. 1.9%, respectively. Ensuring such coverage may
help sustain the gains in welfare that this first generation of urban social protection schemes
hopes to achieve. Social insurance mechanisms should also be consistent despite inevitably
irregular and small contributions by precarious workers.
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Box 7.5. South Africa’s Expanded Public Work Programme (cont.)

The EPWP has not made the impact on unemployment that had been expected, however. Its
decentralised model — whereby the national government incentivises local administrations to
leverage their budgets and employ their own staff - has experienced major challenges in terms of
buy-in, reporting and compliance with national guidelines. Moreover, the continuing structural
weakness of the formal labour market has caused a high proportion of participants to remain in
the programme rather than take up formal employment. However, the innovations piloted by the
EPWP, both in terms of programme design and institutional structure, are a benchmark for large-
scale programmes elsewhere in Africa and beyond.

Expanding social businesses can help tap the potential of the urban informal economy

African urban dwellers adopt and create new forms of social businesses adapted to
their urban realities. Social businesses have long existed in Africa, extending back to
traditional systems of mutual support. Unlike traditional businesses, social businesses
are not driven by profits but by the mission to provide solutions to social challenges.
Nowadays, mutual assistance groups or community enterprises (mainly co-operatives)
are widespread in urban areas (Fafchamps and La Ferrara, 2012). Co-operatives offer
financial services to underprivileged people. In Kenya, for example, Savings and Credit
Cooperative Societies provide alternative to banks for low-income earners. Moreover,
the informal economy often relies on digital payment technology. The spread of digital
payment systems (e.g. mobile phone-based money transfers such as MPesa in Kenya and
Tanzania or Orange Money in Cote d’Ivoire) allows integrating more formal businesses
with informal micro-entrepreneurs by providing both greater financial flexibility
(working capital, micro-credits, etc.) and more efficient monitoring of transactions. In
addition, using digital applications, informal entrepreneurs can manage operations even
better by working from a simple smartphone such as Sokotext and Kaymu, which can
link urban consumers in informal settlements to local fresh food producers, for instance.

Innovative business models joining formal businesses and informal micro-
entrepreneurs are being developed. The Bel Group uses its digital platform Sharing
Cities to build on existing networks of street vendors to develop its distribution
strategies across Africa. The company partners with many stakeholders, public, private
or voluntary, to provide sellers benefits in the form of micro-insurance, micro-credits,
vocational training and administrative support to help them formalise their activities.
This initiative allows Bel Group to optimise its distribution network while improving the
livelihood of sellers and contributing to the gradual formalisation of their businesses
(Ménascé, forthcoming).

Social businesses can offer manufacturing and affordable social services. In Agadir
(Morocco), more than 7 000 women work in some 150 co-operatives that produce beauty
products using oil from the region’s argan trees. The 60 women workers receive 100% of
the profits, and the co-operative carries out actions to improve living standards in rural
and urban Morocco. South Africa’s International Centre for Eyecare Education provides
eye care products at a price affordable for the poor.

Some African countries are already implementing concrete policies to support the
development of social businesses. For example, in 2014, the Malian government adopted
the National Policy for the Promotion of the Social Economy and the Action Plan for
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2014-2018. The policy includes simplification of the legislation, support to existing social
enterprises networks and better access to credit for social enterprises. South Africa’s
New Growth Path framework of 2011 explicitly recognised the role of the social economy
in creating sustainable jobs while the Preferential Procurement Regulations reaffirmed
that engagement with disadvantaged South Africans was a key criterion for winning
public sector procurement (Littlewood and Holt, 2015). Common strategies to help
develop social businesses across Africa and on other continents include these:

» promote appropriate legal frameworks that simplify the institutionalisation of
informal initiatives (e.g. allow co-operatives to operate in different sectors)

« facilitate access to finance for social businesses
« provide financial support directly to social businesses based on their needs

« increase awareness about social entrepreneurship through training programmes,
research and communication strategies

» support existing networks that promote social entrepreneurship and foster their
development.

Holistic and integrated strategies can promote urban security

The multi-faceted nature of violence and crime requires an integrated and holistic
strategy. The Lagos State Security Trust Fund launched in 2007 has managed to reduce
the levels of insecurity and perceptions of crime problems (UNODC, 2011: 19). The
initiative aims for broader community response by fostering effective and enduring
public-private partnerships at all stages. Its multi-faceted strategies have included job
creation, improved social services, redevelopment of public spaces and the building of
a culture of prevention rather than repression. Similarly, the Safer Cities Programme
by UN-Habitat combines crime prevention, the establishment of ward tribunals,
neighbourhood watch initiatives, employment creation and skills training for youth, and
safety audits for women.

Urban projects successfully providing public goods and safety highlight the
importance of community involvement. Municipal actors and local communities such as
neighbourhood watch organisations, women’s associations and religious organisations
are influential in urban Africa (Kilcullen, Mills and Trott, 2015). Women’s safety audits
have been experimented in Durban, Dar es Salaam, Nairobi and Abidjan. They have
permitted women to identify safe spaces and make recommendations based on lighting,
signage, isolation, movement predictors, maintenance and overall design. In Lagos,
the Makako floating school project relied on community involvement. The Lagos State
Ministry of Physical Planning and Urban Development is incorporating the school into a
regeneration plan for the entire Makoko slum.

Tailored policies responding to the specificities of local contexts through
multi-partnerships can prove efficient. In the Western Cape province, the Community
Safety Improvement Partnership programme has organised Policing Needs and Priorities
meetings in 150 police stations to define local priorities and needs. The Chrysalis Youth
Development Programme trained more than 1 450 young people in the safety and
security sectors between 2012 and 2015 (ISS, 2015). These programmes reveal extensive
interaction between the public and private sectors within the public security sphere
(Abrahamsen and Williams, 2008: 547).
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Africa’s urbanisation can contribute to environmental development

Urban areas can facilitate the efficient use of environmental resources through
sharing land, other natural resources, goods and services. For example, cities
endowed with efficient mass transportation systems reduce per capita pollution more
substantially than less densely populated places that rely on individual motorised
transportation (Glaeser, 2012). Moreover, sustainable cities show potential for shifting
to greener methods of production, because they bring larger economies of scale: “urban
green growth is fostering economic growth and development through urban activities
that reduce environmental impact, for example low air pollution and CO, emissions; low
consumption of natural resources including water, energy and undeveloped land; and
the protection of ecological services” (OECD, 2013b: 9).

Tackling urban environmental challenges is strategic for Africa’s sustainable
development. The stakes may be even higher for Africa than for other world regions (see
Chapters 4 and 6).

 Because it is still urbanising, Africa can reap huge benefits by leap-frogging to
a green economy. For instance, two-thirds of urban investments are to be made
between now and 2050. Making investments in “no regret” urban infrastructure
and planning urban development are necessary. Today’s technologies provide
additional momentum for a new ecological model of service delivery in African
urban areas, thus shaping more sustainable cities (Cartwright, 2015).

» The costs of environmental degradation are high in Africa given the continent’s
levels of human development (see Chapter 6; Roy, forthcoming). Ignoring the already
high costs of air pollution - in terms of both public health and economic cost — will
act as a binding constraint on sustainable development. The environmental impact
of local urban development goes beyond administrative boundaries to reach peri-
urban and rural areas. Further, Africa is more vulnerable to climate change than
other world regions, although it does not contribute much to this global challenge.

Urbanisation is an opportunity to address climate change more efficiently by
developing more sustainable cities. Urbanisation gives governments the chance to use
and manage natural resources more sustainably, to sustainably manage waste, to create
green jobs for the low-skilled population, to improve public health through better access
to safe water and sanitation, and to minimise the rising costs of air pollution.

Policy makers can play an important role in making structural transformation more
sustainable. Table 7.4 presents some examples of activities in various urban sectors that
can reduce their environmental impact.

Table 7.4. Urban activities that can reduce cities’ environmental impact

Sector

Activities

Land-use planning Zoning that allows for a mix of land uses so as to reduce travel distances between home, work and other activities

Transport

Buildings

Energy

Waste

Water

Tax reform to encourage the development of underused lands in urban cores and to discourage urbanisation of
underdeveloped land on the urban fringe

Expansion of and/or improvements to public transport
Physical improvements to encourage walking and cycling
Fees for personal vehicle travel (e.g. congestion charges)

Retrofitting of existing building stock to increase energy efficiency
Minimum energy efficiency standards for new buildings

Installation of distributed renewable energy generation (e.g. solar panels)
District heating and cooling systems
Fees that discourage peak energy use

Recycling of household and industrial waste
Waste-to-energy and landfill methane-to-energy systems
Fees that discourage waste generation

Fees that encourage water conservation
Governance mechanisms to improve efficiency of water delivery

Source: OECD (2013b).
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Where city-level data is scarce, material flow analysis and data scaling from national
to city levels can be used to identify different types of African cities according to their
energy consumption, as depicted in Table 7.5. This approach can inform the growth of
cities and the management of resource consumption through better energy efficiency,
material cycling, waste management and more sustainable infrastructure in urban
systems. A sustainable urban metabolism can be defined as an urban system restoring
biodiversity, reducing carbon emissions to a minimum of two tonnes of CO, per capita and
improving resources efficiency, so that on average city dwellers consume approximately
eight tonnes per capita (Swilling, 2015: 4). Resource consumption by cities is a result as
well as a driver of the urban economy. Accounting for urban consumption of resources,
identifying the mechanisms behind their mobilisation, and measuring the intensity and
efficiency of urban consumption patterns can help better understand the potential for
urban resource efficiency and sustainability.

Table 7.5. Classification of African cities based on socio-metabolic transition

Group 1 Low consumption of all materials except biomass and water. Kinshasa, Kigali, Antananarivo, Lagos,
Resource-poor cities This suggests limited industry and low income and that the Ouagadougou, Niamey, Port Harcourt,
city is growing fast. Bujumbura, Bangui, N'Djamena and Addis
Ababa
Group 2 Medium consumption of biomass, water, electricity, Pointe-Noire, Luanda, Kampala, Douala,
Cities in transition construction materials and fossil fuels. Libreville, Mombasa, Nairobi, Harare,

Lusaka, Maputo, Dar es Salaam, Abidjan,
Accra and Kumasi

Group 3 Medium or high consumption of biomass, electricity, fossil ~ Algiers, Constantine, Alexandria, Cairo,
Resource-sufficient cities fuels and construction materials. Casablanca, Cape Town, Johannesburg,
Malabo, Tunis, Marrakesh and Durban

Source: Swilling (2015).

Renewable energy can help fill the energy gap

Investment in green energy can help solve Africa’s challenge of synchronising
economic and environmental development. It would relieve firms of their energy
constraints while avoiding repeating other regions’ experiences of rising household and
ambient air pollution.

Increasing access to electricity is a chance to invest in renewable resources

Tackling the energy challenge, especially in urban areas, can improve the
performance of African firms. Inadequate or unreliable access to electricity remains one
of the biggest binding constraints on economic development:

» Power outages are considered one of the biggest obstacles faced by firms. In
sub-Saharan Africa, 49% of small and medium-sized enterprises consider
electricity as a major constraint. The manufacturing sector experiences power
outage 56 days per year on average. Investing in generators costs three times the
price of purchasing electricity from the public grid.

» Unreliable electricity is one of the main reasons preventing firms from growing
bigger. In the informal sector, power outages cause up to 16% loss of sales revenues
compared to 6% in the formal sector. Outages also discourage start-ups as they lack
capital to invest in generators.

» Lack of access to electricity also leads banks to decline loans because it increases
firms’ economic risks.

Bridging the energy gap is easier in urban areas than in rural ones. In its Africa Energy
Outlook, the International Energy Agency (IEA) has developed a “central scenario” to
meet Africa’s electricity demand. In that scenario, two-thirds of the population gaining
access would live in urban areas and be connected to a main grid. Figure 7.14 shows that
this increase in electricity access would add around 190 terawatt-hours (TWh) to total
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power consumption in 2040, mainly through urban on-grid access. Currently, around
two-thirds of sub-Saharan Africa’s population, or 635 million people, do not have access
to electricity. Over a third of the area’s urban population lacks access to electricity,
compared to less than 5% in developing Asia or Latin America. Sub-Saharan Africa’s
electricity demand per capita averages 400 kWh, 75% below developing Asia and less
than the electricity needed to power one 50-watt light bulb continuously for a year.

Figure 7.14. Projected electricity demand from the sub-Saharan African
population gaining access to electricity, 2020-40
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Note: These projections correspond to the “New Policies Scenario” of the IEA (2014).
Source: IEA (2014).
StatLink si=r http://dx.doi.org/10.1787/888933350896

The IEA estimates that increasing the electrification rate in sub-Saharan Africa from
around 30% today to 70% in 2040 would cost USD 205 billion in capital investment. This
sum is less than one-fifth of total power sector investment in the region. Achieving this
level of investment requires steadily improving the investment conditions for electricity
access-related projects, while rapidly improving capacity and effective co-ordination
among the various actors involved. Clarity and consultation over the pace of grid
extension allows the stakeholders, including local communities, to make an informed
assessment of the best options for expanding access. Donor programmes likewise need
to be managed carefully, both to ensure that the beneficiaries are fully involved from
the outset, not least to guarantee adequate and on-going maintenance, and to avoid
undercutting fledgling commercial energy providers.

Renewable energy sources in Africa are mainly wind and solar (IRENA, 2015), though
hydropower and geothermal sources also show potential to supply sustainable cities
with renewable energy.

« Africa could potentially generate 460 petawatt hours (PWh) annually through wind
energy. Wind energy is currently the lowest cost source of electricity available and
generated a 2 462-megawatt (MW) capacity at the end of 2014. Installed wind power
capacity in Africa is likely to rise to 75-86 gigawatts (GW) by 2030 (GWEC, 2014).
Morocco has the largest wind network. South Africa’s Cookhouse wind farm is the
continent’s largest, with 66 turbines generating 138 MW of clean power.
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» For solar energy, Africa has the potential to generate 1 130 PWh per year through
photovoltaic and concentrated solar power technology. Africa’s cumulative
installed capacity in 2014 was 1 334 MW, with South Africa leading the growth. In
poorer countries such as Mali, more than 7 926 solar photovoltaic home systems
and 500 institutional systems have been built.

» Other sources of renewable energy also show great potential. Hydropower plant
projects with a combined new capacity of 17 GW are under construction on the
continent. The Grand Inga project on the Congo River envisages the installation of
40 GW of hydro-generating capacity. Africa has installed 606 MW of geothermal
capacity, of which 579 MW in Kenya. For biofuel sources, the potential is substantial
especially in the countries along the Equator, yet their capacity will have to balance
with concerns of food security and demographic growth.

Each African country needs tailored policies for renewable energy that tap its
own potential. Countries can also benefit from connecting to regional power pools to
diversify and share the generation capacity through deeper regional integration, better
interconnection and information exchange. Table 7.6 shows illustrations of sustainable
energy projects in Cape Town.

Table 7.6. Sustainable energy projects in Cape Town, South Africa

Project, location Stakeholders Development outcome of the project
and timeframe

Western Cape Industrial Funded by Western Cape Government  The Green Economy initiatives of the Western Cape Government
Symbiosis Programme,  Department of Economic Development connect local industries using each other’s by-products. Impact
launched in 2013 and Tourism, delivered by GreenCape.  estimates (2013/14) show an additional ZAR 2.1 million in
sales, ZAR 100 000 in private investments, cost savings of
ZAR 1.5 million, 23 tonnes of landfill diversion and savings of
1820 megawatt hours (MWh) per year in energy.

IShak, 1994-2010 Initial funding by the South African This community-based infrastructure initiative around solar
government’s Green Fund providing electricity utility serves at least 1 500 end users. Residents living
ZAR 17 million. Initiated by the in the Enkanini informal settlement (in Stellenbosch) are offered

Sustainability Institute Innovation Lab. electricity service on a commercial but subsidised basis. Revenues
from fees plus a free basic electricity subsidy cover long-term
running costs of the service.

Source: AEO experts’ survey, 2016; Cartwright (2015).

By combining policies that target renewable energy and small manufacturing
firms, African countries can stimulate private employment creation. Renewable energy
uses up to ten times the labour intensity of traditional energy (Cartwright, 2015). In
addition, smaller firms and particularly manufacturing ones show the highest annual
employment growth. Africa could use a wide range of technologies to avoid lock-in to
unsustainable and inefficient types of energy. For example, mobile phone data can be
used for electrification planning, allowing local governments to provide electricity to
areas with scarce information on energy consumption.

Targeted policies can increase access to clean cooking, particularly in urban areas

Household air pollution, mostly stemming from the traditional use of solid
biomass for cooking, costs Africa USD 232 billion in premature death tolls in 2013 (Roy,
forthcoming). Some 755 million people in sub-Saharan Africa, 200 million of whom live
in urban areas, rely on fuelwood and charcoal for cooking, typically with inefficient
stoves in poorly ventilated spaces. Even when people have access to modern fuels in
cities, such as liquefied petroleum gas (LPG), natural gas, biogas or electricity, they may
also continue to use solid biomass, a phenomenon known as “fuel stacking”. Within
urban areas, charcoal is a popular fuel choice as it offers higher energy content per
weight than wood, making it easier to transport, store and distribute. Policies and
effective regulation of the charcoal market will increase the share of more efficient kilns.
Figure 7.15 shows the urban and rural populations who rely on solid biomass for cooking.
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Figure 7.15. African populations relying on solid biomass for cooking, 2012
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In the Africa Energy Outlook’s “central scenario”, the investments for access to clean
cooking in sub-Saharan Africa will reach USD 9.5 billion over the period to 2040. These
investments are largely made in urban areas where households mainly switch to LPG.
Policies play a major role in households’ decisions to spend a portion of their incremental
income on cleaner cooking facilities, which they generally would not consider. Among
the regional initiatives in place, ECOWAS initiated a programme in 2012 called the West
African Clean Cooking Alliance. It aims to ensure that by 2030 the entire ECOWAS population
has access to modern cooking fuels and devices. Kenya has plans to eliminate kerosene
use in households by 2022 and has a relatively developed market for improved biomass
cook stoves in urban areas. In Senegal, incentives have supported LPG use, and less than
25% of the urban population now uses solid biomass.

Multisectoral and co-ordinated policies can mitigate the rising cost of air pollution

Removing coal and petroleum subsidies could create large welfare gains. Phasing out
energy subsidies would account for more than a 50% welfare gain in Africa and at least
a 50% reduction in deaths from air pollution (Coady et al., 2015: Figure 12). Furthermore,
Africa’s diversifier countries may consider implementing transport-related mitigation
measures already tested in OECD countries, such as road-user pricing or subsidies for
company-car usage, and adapt them to the local context (Harding, 2014; Roy, 2014).

Low oil prices provide an opportunity for African countries to gradually phase out
costly fossil fuel subsidies. Fossil fuels cost African governments 5.5% of GDP in 2015,
including 1.8% of GDP to cover the difference between the final energy price and the
actual cost of fossil fuels. However, a gradual approach may be desirable, given the size
of the required price increases and uncertainty about the optimum level of taxes. A
slow increase would allow time for households and firms to adjust and for governments
to further refine estimates and implement measures to protect the poor. The funds

222 African Economic Outlook © AfDB, OECD, UNDP 2016


http://dx.doi.org/10.1787/888933350905

7. HOW SUSTAINABLE CITIES CAN CONTRIBUTE TO AFRICA'S DEVELOPMENT

released from phasing out the subsidies can be used for targeted social protection to
ensure the welfare of those most affected by a price hike.

The need to mitigate Africa’s main environmental risks is obvious. Household air
pollution (HAP) is Africa’s most significant environmental problem, followed by unsafe
water and unsafe sanitation. Opportunities lie in comprehensive programmes of public
investment in urban improvements, simultaneously tackling these problems, along
with APMP as part of a comprehensive urban policy agenda. The cost for Africa of these
four environmental risk factors was USD 850 billion in 2013 and is heading towards
USD 1 trillion in the near future. A cost-benefit analysis must be performed and peer-to-
peer learning applied in regard to “old-style” environmental problems, such as unsafe
water and household air pollution, which advanced and emerging economies have
largely eliminated. But new environmental risks, such as APMP, should not be ignored
because their costs are rising (see Chapter 6).

The world has an interest in helping Africa reduce its air pollution. “Local” air
pollution is also a transnational and indeed a global problem that requires international
co-ordination. For example, black carbon is an important greenhouse pollutant; it is a
product of open wood fires and of “the exhaust pipes of unsophisticated diesel vehicles”
(Roy, forthcoming). As Africa’s population will increase to approximately 40% of the
world’s population in 2100, its air pollution could significantly contribute to climate
change.

Better access to safe water and sanitation in urban areas significantly improves public

232 million more urban residents in Africa have access to improved water in 2014
than in 1990, and 128 million urban residents more have gained access to sanitation
over the same period. Countries that have made the most significant progress are those
starting from a lower base such as Guinea-Bissau, Mali, and Niger where less than
two-thirds of the urban population had access to water in 1990. By 2015, these countries
have increased the share by at least 40 percentage points. Other countries are catching
up albeit at slower pace. Angola, Cabo Verde, Central African Republic, Mauritania, and
Tanzania have successfully increased the rates of urban access to improved sanitation
by more than 20 percentage points during this period. In contrast, urban access to water,
sanitation and hygiene (WASH) services delivery has deteriorated in several countries
during the same period as in Algeria, the DRC and Sudan.

Figure 7.16. Access to improved water in urban areas
and urban population growth in Africa, 1990-2015

Annual increase in share of urban inhabitants with access to clean water (percentage points)
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Source: WHO (2014); UN DESA (2014).
StatLink sz http://dx.doi.org/10.1787/888933350912
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Policies in several countries have successfully increased urban access to improved
water and sanitation despite strong urban population growth. In Mali, the share of
population with access to improved water has increased from 53% in 1990 to 97% in
2015 even if the urban population has increased by 5% a year during the same period
(Figure 7.16). The combination of decentralisation and public-private partnerships has
enabled the urban water service sector to operate more efficiently than other utilities
in West Africa (USAID, 2010a). Water service management is decentralised to about
700 administrative districts or communal councils, while a semi-private firm, Energie
du Mali SA, holds concessional contracts to provide service and expand coverage to
16 urban areas including Bamako.

Box 7.6. Decentralisation for improved water supply and sanitation
performance in Angola

In Angola, infrastructure investments in the water supply and sanitation sector as
well as decentralisation of service delivery have significantly transformed the sector.
Service delivery was decentralised to autonomous or commercial provincial water and
sanitation utilities with technical assistance from the central government. As a result,
between 1990 and 2015 urban access to an “improved water source” increased from
52% to 75%, and urban access to improved sanitation increased from 65% to 89%.

Source: USAID (2010b).

Good management of urban wetlands leads to flood control, storage and purification of
water and preserves biodiversity

Urban expansion requires sustainable management of ecosystems surrounding
urban areas, and the case of wetlands shows their value is often ignored. The
International Water Management Institute estimates total value of wetland services in
Africa at USD 25 billion a year (McCartney et al., 2010). While significant, this is far
less than the USD 70 billion for Asia, showing potential for greater returns. Wetlands
and mangrove forests buffer coastlines against storms, ocean surges and sea-level rises,
serve as spawning grounds for fish, and allow for activities such as beekeeping, carbon
sequestration, fisheries, aquaculture, fuelwood harvesting, ecotourism, research and
education.® Table 7.7 shows a variety of ecosystem services from wetlands with African
case studies.

Table 7.7. Typology of ecosystem services from wetlands

Services Ecosystem service Example
Supporting Nutrient cycling The swamps of Kampala’s Lutembe Bay filter silt, sediment and excess nutrients from
surface run-off, sewage and industrial waste.
Biodiversity Zambia wetlands support over 400 bird species and 120 fish.
Primary production Photosynthesis takes place in aquatic plants and wetland vegetation.
Recharging aquifers Standing wetlands are a key resource for water cycles.
Provisioning Capture of species Urban and peri-urban fishing includes fish from freshwaters. The African inland catch
exceeds 2.5 million tonnes per year.
Collection of plant foods Palm species are collected for food in the Okavango Delta.
Collection of materials Papyrus is harvested to make mats and baskets in Uganda.
Livestock grazing Over a million goats graze the Inner Delta of the Niger River.
Crop growing Rich peat soils support productive agriculture.
Energy source Papyrus is compacted into fuel briquettes in Rwanda.
Timber from wetland forests Fuelwood and building timber is also collected from mangroves and riparian forests.
Medicines Freshwater plant species are used as medicine in Tanzania.
Freshwater resources Many African cities draw their drinking water from nearby wetlands, rivers and lakes.
Regulating Flooding Wetlands absorb floodwater.
Storm protection Mangroves and coastal forests help to buffer cities against storms and ocean surges.
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Table 7.7. Typology of ecosystem services from wetlands (cont.)

Services Ecosystem service Example
Carbon sequestration Wetlands and particularly peatlands are major carbon stores.
Climate stabilisation Evaporation from major lakes helps to reduce climatic extremes and stabilise
temperatures.
Water purification Wetlands help to neutralise various pollutants entering the water system from cities and
agriculture.
Cultural Recreational Wetlands can be a tourist attraction. The Okavango Delta brings 120 000 tourists a year,
creating jobs for 600 guides.
Spiritual Many wetlands have local sacred values; Lake Fundudzi in South Africa is believed to be

the home of ancestral spirits.

Source: Prepared by the WWF for this edition of the African Economic Outlook.

Unplanned urban expansion can endanger wetlands’ ecosystems. When wetlands
are degraded or destroyed, the associated ecosystem services are lost, for instance in
the Sierra Leone River estuary and Haramous-Loyada in Djibouti. Urban expansion
around Lagos, Nigeria, caused losses of wetlands in four local government areas of 38-
100% between 1986 and 2006 (Adelekan, 2009). Map 7.4 highlights the four cities which
are likely to see their urban expansion taking place on the watersheds that supply them
with fresh water, possibly reducing their water provisions.

But planned management can help to reverse losses. Fish catch from Lake Malawi
tripled after part of the lake was protected and stocks were allowed time to recover
(Drill, 2008).

Waste management is an opportunity for sustainable development

Waste management can generate valuable resources and be a source of energy and
jobs for more sustainable cities. Recycling can limit the demand for virgin material and
products from extractive industries. Waste, methane collected from landfills and bio
digesters can produce heat, electricity and other sources of energy. Landfill gas projects
can reduce methane emissions from municipal solid waste landfills by capturing 60-
90% of carbon emissions (Agbelie, Bawakyillenuo and Lemaire, 2015). In Kampala, where
40% of the residents have their waste collected, community involvement in solid-waste
collection and recycling has prevented drain blockages, flooding and contamination of
Lake Victoria (Cartwright, 2015: 22). Table 7.8 provides illustrations of projects led by
different types of stakeholders in selected African countries.

Table 7.8. Sustainable waste management projects in Africa

Project, location and timeframe  Stakeholders Development outcome

Recycling factories, Moncartel/Neuerth Group ~ The Portuguese group Moncartel constructs recycling factories for

2008-present. glass, plastic and engine oils. Neuerth Group invested USD 20 million

Viana (Luanda) and Lobito in a scrap steel recycling plant with the capacity of producing

(Benguela), Angola 1200 tonnes of aluminium bars per month.

Zabaleen Waste Collection, Zabaleen Community 65 000 Zabaleen waste collectors pick up about 9 000 of Cairo’s

Cairo, Egypt 15 000 tonnes of daily household rubbish. Up to 80% is recycled.

Solid Waste Recycling, Mauritius’ Solid Waste The company produces 20 000 tonnes of compost per year out of

Mauritius Recycling Company Ltd. municipal solid waste; this has enhanced agricultural productivity
and replaced imports of chemical fertilisers for agriculture.

Reliance Compost, Local municipalities Reliance Compost removes green waste and turns it into organic

launched in 1998. Cape Town, compost for sale to the agricultural sector. In Cape Town, the

South Africa company employs 220 people and saves 180 000 tonnes worth of CO,

emissions per year. In Western Cape, it has reduced 13 million cubic
meters of green waste in land fields since 1998.

AgriProtein, launched in 2014. Africa Enterprise Challenge This project consists of using municipal waste as a feedstock in
Cape Town, South Africa Fund, Stellenbosch breeding fly larvae, which are sold to livestock and poultry farmers
University, The Bill and to reduce dependence on fishmeal and scarce fish stocks. The
Melinda Gates Foundation, environmental savings from lower fossil fuel consumption, land
Biocycle initiative use and carbon emissions is USD 2 500 for every tonne of MagMeal
produced.

Source: AEO experts’ survey, 2016; AEO country notes 2016; Cartwright (2015); ILO (2014); Swilling (2015).
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Currently sub-Saharan Africa generates about 62 million tonnes of waste per year.
The urban lifestyle and urban sprawl increase the costs of waste disposal (Cartwright,
2015). Bio-waste from vegetables and other biological products still make up the
majority of Africa’s waste, at 50-80% (Okot-Okumu, 2012). A global trend in the increase
in electrical and electronic goods points towards a change in waste composition and
more plastic and e-waste in Africa’s cities. Africa has the lowest waste collection rate,
below 50% on average compared to OECD countries’ rates largely over 90% (World
Bank, 2012). In Egypt, collection rates lie at only 40% of total municipal solid waste,
recycling at 2.5% and unsound disposal at 83.5% (D-Waste, 2016).

Reforming the waste collection system allows for financial savings. In Dar es Salaam,
the collection rate of solid waste production is only 37%, however the municipality’s
waste collection operating costs approach 50% of the overall municipal budget (World
Bank, 2012). While most African cities spend 20-50% of their annual budget on solid
waste management, only 20-80% of the waste is collected (MSO, 2013). The legislation
for different waste streams is often fragmented and low collection coverages suggest
inefficiency in waste management (UNECA, 2012).

In the long run, African sustainable cities can develop a zero waste approach adapted
to the local context. The zero waste approach could eventually achieve 100% recycling
through better waste management (Zero Waste Europe, 2014). In 2001, the Polokwane
Declaration on Waste Management developed a zero waste plan for South Africa by
2022 (Mohee and Simelane, 2015). A zero waste city requires combining social, political,
economic and technical interventions in targeted urban areas that complement one
another. Options for policy makers include user-pays waste charges, the demarcation of
space for recycling, bio-digesters, upcycling and composting.
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Annex 7.A1. Methodology for mapping financial flows to African cities

Today highly dense global and regional networks of foreign direct investment (FDI) have
emerged, tying cities together worldwide (Wall et al., 2011; Wall and van der Knaap, 2011).
FDI concerns a firm in one country investing in a firm in another country, with the intent of
gaining control over its operations. It is made up of two parts: “mergers and acquisitions” and
“greenfield investments”. Mergers consolidate particular firms into one, and acquisitions
take monetary possession of other firms. Greenfield investments represent investments
where parent firms start entirely new projects and facilities in host countries. Greenfield
investments relate more directly to the actual development of urban economic activities
and are therefore analysed in this chapter, notably for Maps 7.1, 7.2 and 7.3.

The data analysed in this study concern “cross-border” greenfield investments. The
data draws from the Financial Times’ database fDi Markets (2016), which is the most
complete set of data on international investments between cities and countries. The
data concerns global FDI flows to African cities.

« First, the fDi Markets data was verified by testing it against similar data used in the
UNCTAD 2015 report, which also partly made use of the same database. The results
show very high correlations across a similar panel for the same period (2003-14).

» Next, missing values of {Di Markets data were completed using the Orbis database
(Bureau van Dijk, 2016) and online sources. The data was then geocoded with
Cartesian co-ordinates for all the origin and destination cities in the Africa dataset.
Based on this data, the three maps were generated by means of ArcGIS software.

 To derive the main variables determining FDI to African, Asian and European world
regions, we have used data on the volume (count) of greenfield investments and
the indicators from the Global Competitiveness Report 2014-2015 indicators (World
Economic Forum, 2015), creating a matching panel of nine years, i.e. 2006 to 2014.

e Out of 24 sub-indicators, we created composite indices for the following
7 categories to calculate each country’s competitiveness index: goods market
efficiency, infrastructure, macroeconomic environment, labour market efficiency,
technological readiness, market size and health. Each index is adapted to the
scale and nature of this study: we selected a set of dimensions and indicators
corresponding to factors that contribute to inward greenfield investments in
countries. The selection of the indicators is based on theory and the P2 computation.
This computation uses a synthetic distance index that combines all indicators
into a single value. This allows comparisons between entities (both temporal and
spatial) and is considered to be an exhaustive synthetic indicator because it is not
based on a reduction of information.

 To calculate the P2 distance (Pérez-Luque et al., 2015; Bonet-Garcia et al., 2015), we
started with a matrix X of order (m, n) in which m is the number of spatial units
(countries) and n, the number of variables. Each element of this matrix, xri, is the
value of the variable i in the spatial entity r. The P2 distance indicator calculates
the distance of each spatial entity with regard to a theoretical spatial entity of
reference. Initially, a distance matrix D is calculated as:

Dri = |Xri-X*|
where x/i is the r-th element of the reference base vector X/ = (x/1, x/2, . . ., x/n).
For each variable a reference value must be defined to compare different spatial

entities.

» Next, all basic assumptions were tested on the data including multicollinearity,
heteroskedasticity, normality and outliers. Because the dependent variable is
considered to be count data, we employed the negative binomial model, which is a
member of the Poisson estimation family.

Source: Prepared by Ronald Wall and Dorcas Nthoki (2016), Institute for Housing and Urban Studies/Erasmus
University Rotterdam on assignment for UN-Habitat, Nairobi for this edition of the African Economic Outlook.
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Notes

1. Food imports, at USD 86 billion per year on average between 2011 and 2013, represent only a
small share of the urban food market (authors’ calculations based on UNCTAD, 2014).

2. The middle class is defined here as those with an income of USD 4-20 a day in purchasing
power parity (AfDB, 2011).

3. There are multiple definitions of the middle class in developing countries. Some are
non-monetary definitions such as aspirations and lifestyle, or asset-based measures.
Most definitions set a monetary threshold based on per-person income or consumption
using monetary data. They reflect different ideologies, and each has its own limitations in
methodology.

4. A slum household is defined as deprived in at least one of the five following amenities: durable
housing, sufficient living area, access to improved water, improved sanitation or secure tenure
(UN-Habitat, 2006).

5. In Viet Nam a USD 1.1 million investment in community restoration of mangroves saved an
estimated USD 7.3 million per year in sea dyke maintenance.
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Chapter 8

National urban strategies
for sustainable cities in Africa

While urbanisation does not in and of itself create structural
transformation, it is a fundamental megatrend that will continue
to profoundly transform African societies and economies in the
coming decades (Chapter 6). More can and must be made of this
megatrend for advancing the agenda of sustainable development on
the continent (Chapter 7). Although policy priorities and sequencing
will depend on each country’s specific context, new and ambitious
national urban strategies will need to tackle three broad challenges:
i) how to better manage the country’s economic and social spaces
in the context of rapid urbanisation; ii) what governance structures
should frame the design and implementation of those strategies;
and iii) how to finance the necessary investment.

© AfDB, OECD, UNDP 2016 African Economic Outlook 235



8. NATIONAL URBAN STRATEGIES FOR SUSTAINABLE CITIES IN AFRICA

In brief

This chapter proposes elements of a new policy agenda for improving the contribution
of sustainable cities to Africa’s structural transformation. It explains how urbanisation may
be harnessed through deliberate policy and enabling services. Participative, multi-sectoral
and place-based national urban strategies can catalyse citizen-led urban development to
increase well-being in cities and in their catchment areas. While strategies will necessarily be
context-specific, countries will likely have three overarching priorities: clarifying land rights;
accelerating and improving the provision of infrastructure and services; and managing the
growth of intermediary cities. Successfully implementing those new urban strategies requires
effective multi-level governance systems, brought about by context-specific decentralisation,
capacity building and increased transparency at all government levels. National and local
governments also can draw from a wide range of financial instruments to support urban
development. Mobilising all of those instruments will be necessary to bridge the financing
gap and fulfil the potential of Africa’s urbanisation.

New strategies can promote sustainable cities for Africa’s structural
transformation

How can African governments put in place or improve their national urban strategies
successfully? The African Economic Outlook 2015 laid out seven main steps guiding the
design and implementation of regional development strategies by governments and local
stakeholders, of which urban strategies may be considered as a sub-set (AfDB/OECD/
UNDP, 2015). The first section below considers the first two after a short introduction:
step one: collect as much reliable data as possible with local stakeholders; and step two:
identify integrated priorities that complement existing national development strategies.
The second section identifies core policy priorities that apply to most African countries
as a contribution to step three: define a strategy of multi-annual policies. The third
section focuses on phasing in the multi-level governance system necessary for steps
four to six: implement policies, monitor implementation and evaluate outcomes. The
last section reviews options for mobilising financial resources (step seven) in support of
national urban strategies.

While Africa’s sturdy urbanisation trends have produced a number of positive
effects, in most countries urban policies have yet to promote structural transformation
in a sustainable manner. As a result, “slum urbanism” is a reality for most of Africa’s
city dwellers. It is characterised by low productivity and exposure to multiple risks
and is void of conventional urban advantages (Pieterse, 2011). In many countries, this
situation compounds existing societal inequalities along ethnic, economic and gender
dividing lines. In turn, pressing social problems produce short-term and reactive policies
which cannot solve the structural challenges nor seize the opportunities generated
by urbanisation. African countries can break this vicious circle of inadequate urban
policies and slum urbanism by adopting new, comprehensive, effective national urban
strategies, with a view to making African cities sustainable (Box 8.1).

The New Urban Agenda to be agreed on at the Habitat III Conference in October 2016
can give impetus to that process. Shaped by the Sustainable Development Goals, COP21
and a series of preparatory meetings and documents (Table 6.5), Habitat III focuses the
attention of decision makers on the imperative of forging the policies, governance and
financial arrangements necessary to benefit more from urbanisation.

In the context of this New Urban Agenda, and in line with the basic principles defined
in the African Economic Outlook 2015 for promoting regional development, Africa’s new
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urban strategies should be multisectoral, participatory and place-based. They should
be designed and implemented as part of multisectoral development strategies, in order
to address in a coherent and effective manner the complex urbanisation challenges
documented in Chapters 6 and 7 of this report. They should be participatory so as to
draw from the knowledge of the various actors involved and fit their needs. Finally they
should be place-based, and especially consider the continuum of rural-urban linkages,
to ensure that the urbanisation dividend is reaped by urban and rural dwellers alike.

Box 8.1. What is a sustainable city?

Definition. This report applies the Brundtland Commission (1987) definition of sustainable
development as “meeting the needs of the present without compromising the ability of future
generations to meet their own needs” at the city level. It goes beyond a strictly ecological
definition and is similar to the World Bank (2013) definition of “urban communities committed
to improving the well-being of their current and future residents, while integrating economic,
environmental, and social considerations”.

Measurement. Several indices measure the sustainability of cities, such as UN-Habitat’s City
Prosperity Index, The Economist Intelligence Unit’s Africa Green City Index, Arcadis’ Sustainable Cities
Index, AT Karney’s Global Cities Index, or Mastercard’s Global Destination Index. However, most are
limited by the lack of data at city level. New methods based on the concept of “urban metabolism”
can offer a solution (Currie et al., 2015): Resource Flow Mapping uses geographic information
systems to illustrate the distribution of urban and national resource flows and their volumes.
Maps 8.1 and 8.2 present the example of flows of water in Cairo and Egypt at local and national
scales. They show that 50% of the city’s water, entirely drawn from the Nile River, goes for refined
uses and the other 50% for unrefined uses. Refined water is consumed mostly in residential
areas, followed by commercial areas, industry, government agencies and other. Cairo treats only
a small amount of wastewater: 17.8%. The untreated water is dumped in the Nile and the North
Lakes, polluting the country’s main water sources.

Remit. This report considers the sustainability of cities at local as well as national levels. Cities
“import” resources such as energy, water, air and food and often store their waste far away.
Their resource consumption footprint therefore goes well beyond their immediate surroundings.
Labour and capital mobility also imply that their development has a profound impact on the entire
country. Finally, as the functional and built-up areas of a city often surpass its administrative
boundaries, managing it calls for more encompassing governance systems that take into account
its surrounding areas.

Progress in designing and implementing strategies is uneven across Africa

To date, 16 out of the 51 African countries reviewed by Yatta (2016) have adopted
national urbanisation strategies, i.e. less a third of African countries. Of the 35 which
have no explicit urban strategy, 7 have considered formulating one, while 28 have yet
to. Table 8.1 reviews the strategies of those 16 countries, their priorities and extent of
implementation: most of them focus on infrastructure, social service delivery, financing
and land ownership. Urban poverty, spatial distribution and mobility are other recurrent
issues. Six countries (Algeria, Benin, Burkina Faso, Ethiopia, Mali and Niger) aim to foster
regional economic centres outside of the main urban agglomerations and provide basic
services balancing rural and urban regions. Ghana, Morocco, Senegal and Swaziland
are most advanced in formulating clear and pertinent urbanisation plans; the latter two
have embedded their urban strategy in national development plans.
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Table 8.1. Urbanisation strategies in 16 African countries

Country Name of national strategy Time frame  Strategies Comments
Algeria Stratégie de développement 2000-25 -Balanced urban growth Linked to national spatial strategy
des villes -lmproved urban economy
and environment
Benin Agenda spatial Permanent  -Specific economic functions planned Insufficient means to implement
for different regions
-Territorial development
Burkina Faso  Programme de Développement Permanent -Balanced growth of big cities Incomplete implementation
des Villes Moyennes -Rural-urban linkages Insufficient financing
Cote d’lvoire  Programme d’infrastructures ~ 2008-15 -Infrastructures International Development Association
urbaines d’urgence grant of USD 144 million for targeted
interventions in five sectors: drinking
water, urban sanitation, solid waste,
urban roads and local authorities
Ethiopia Urban local government 2014-19 -Municipal services and infrastructure Connected to urban management
development project strategy
Gabon Stratégie Nationale d’Habitat et Permanent -Housing Insufficient resources
de Développement Urbain -Infrastructure
-Institutional development
Ghana National Urban Policy 2012-30 -Balanced urban growth Implemented with international
-Rural-urban linkages agencies, weak links with national
-Improved urban environment development
-Infrastructure
-Affordable housing
Malawi Malawi City Development 2010-20 -Urban management Insufficient resources and
Strategy and Slum Upgrading -Institutional development co-ordination among regional authorities
Programme -Infrastructure
Mali Politique Nationale de la ville Permanent -Quality of livelihoods Based on the strengthening of the
-Enhancing local economies role of intermediary cities and on the
-Infrastructures importance of rural-urban linkages
Morocco Stratégie Nationale de Permanent  -Regional growth poles Competitive cities, growth poles
Développement Urbain -Large-scale infrastructure favouring social cohesion and efficient
-Promotion of middle-sized cities use of resources
Niger Stratégie Nationale de 2010-30 -Stronger urban networks Insufficient resources
Développement Urbain -Urban management
-Land rights
-Infrastructure and services
Rwanda Stratégie nationale de mise 2000-20 -Infrastructure and capacity building Political commitment but insufficient
en place des infrastructures resources
publiques et de renforcement
des capacités des institutions
administratives décentralisées
Senegal Programme d’Appui aux 2006-10 -Capacity building Implemented on a national scale through
Communes -Legal tools 450 city projects and supported by the
-City contracts Agence Francaise de Développement
-Investment
-Infrastructure
South Africa  Integrated Urban Development 2014-present - Integrated package of spatial planning In its formulation process
Framework (transport, housing, infrastructure,
land governance, local economic
development, community empowerment
and urban governance)
Swaziland Local Government Project 2011-17 -Institutional support In line with national development
-Infrastructure
Uganda National Urban Policy 2013-30 -Urban management Insufficient resources

-Institutional development
-Infrastructure

Source: Yatta (2016) and République de Cote d’Ivoire (2016).

Having an urban strategy is not enough. It needs to be integrated into the long-term
national development strategy, decided on and implemented coherently with the
participation of local actors, and supported by adequate financing. Some countries
provide successful examples of meeting some of these challenges. Morocco in particular
has devoted considerable human, financial and technical resources to implement
its strategy: cities are considered engines for regional and national growth and part
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of a strategy to make the country more competitive. The government encouraged
investments in skills and connective infrastructures in the two port cities (Tanger
Med Project and Casablanca port), and fostered the development of new towns such
as Chrafate or Tamensourt. Ethiopia has also undertaken important reforms towards
political, fiscal and administrative decentralisation, laying emphasis on the process of
capacitating cities (Box 8.2). Participatory exercises building alternative future scenarios
help identify opportunities as Ethiopia urbanises. Developing special economic zones
or clusters is one of several policy options envisioned to unlock the potential of the
country’s secondary urban growth centres. The Ethiopian Cities Prosperity Initiative and
its index developed by Ethiopia’s government and UN-Habitat help monitor progress.

Box 8.2. Ethiopia’s integrated approach to urban
and socio-economic development

Two main policies underpin Ethiopia’s integrated approach. First, the Growth and
Transformation Plan (GTP) has framed Ethiopia’s urban policies since 2010. The Ministry
of Urban Development, Housing and Construction foresees three five-year episodes of
large-scaleindustrial and structural development. Initiated at the national level, the GTP
emphasises participatory governance involving citizens and private actors. Second, the
“Ethiopian Cities Resilient, Green Growth and Governance Program Package” focuses
on multiple development pillars, including job creation, urban planning and capacity
building (Cheru, 2014).

In addition, substantial financial resources have been allocated. For instance, a loan of
ETB 4.8 billion by micro finance institutions helped create some 3 million jobs between
2005 and 2011. A total of 583 877 micro and small enterprises were granted credit for
various business activities.

Inothercountries,however, mostexistingurbandevelopmentstrategiessimultaneously
face several major challenges. They are not adequately co-ordinated with other key policy
frameworks, such as infrastructure investment programmes. Also, consulting the various
stakeholders of the urban system proves difficult, as closely intertwined formal and
informal economies make it hard to even recognise all of them; finally, limited capacity
and finance impede effective implementation: several of the 16 countries are deemed to
have allocated insufficient resources to carry out their strategies.

Effective strategies start with reliable data and participation of civil society

Urban strategies are only as good as their evidence base

The data collection and analytical component of national urban strategies helps grasp
a country’s demographic shifts and economic geography in its sub-regional and global
contexts. It identifies the binding constraints (e.g. infrastructure, energy, skilled workers,
information) holding back the specific potential of cities and regions. Policy makers can
then better understand the contribution of specific places to job creation and economic
output by sectors, and how different categories of the urban system relate to rural areas
and other cities. Optimising the connections between sectors or regions ultimately
enhances the aggregate productivity and performance of the national economy.

For example, Nairobi might be a crucial export node of freshly cut flowers for the
European market, but it depends on growing regions well beyond the capital city, and on
the connective infrastructure to quickly ship the flowers from the point of production
to processing sites close to the airport. It is essential for policy makers to understand
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how this value chain operates spatially and how effective cross-municipal border
management can optimise the prospects of this sector for it to grow.

The resulting economic map should then be overlaid with demographic movement
and mobility analyses, which are key to managing national logistics and planning
investment for the provision of essential services to populations. To assess the relative
strengths and weaknesses of a country’s functional urban areas, one may categorise
them by number of inhabitants. A territorial (place-based) analysis - rather than
traditional, national analysis by sectors - allows assessing multi-sectoral performance
and exploring both the formal and informal dimensions of the local economy.

Such analysis requires drawing from the unique knowledge of local actors, including
informal ones. While this is inevitably difficult, a number of successful examples exist.
Some from Dakar, Monrovia and Morocco’s Villes sans bidonvilles programme, among
others, are documented in Chapter 7 and others in Box 8.3. The coming 2020 census
round provides an opportunity to gather complementary data on informal settlements
by inserting a location identifier in the questionnaire (e.g. de jure population, housing
conditions, economic activities, infrastructure and services).

Box 8.3. Data collection by citizens’ initiatives

Several initiatives involve citizens collecting social and environmental data used for
proposing, driving and monitoring new education, housing, health and infrastructure
projects. “Citizen-experts” working at village and neighbourhood scales can collect
information quickly and with local insight. For instance, the Map Kibera (2016) project
started in 2009 gave marginalised communities greater visibility, information and power
to change their living conditions. Similarly, the Spatial Collective works at grassroots
level doing demand-led community mapping that feeds geographic information
systems, which can be turned into powerful visualisation devices.

New technologies such as geographic information systems (GIS) can enable cheaper,
more accurate and faster data collection. The data can serve, for example, for spatial
analysis of populations vulnerable to climate change or for detecting growth hotspots
in a city (Table 8.2). In Kampala and Abidjan, mobile phone data analysis is providing
new information on economic and mobility patterns, although not yet from fully
representative samples.

Table 8.2. New technologies for urban governance and data collection

Project Stakeholders Development outcomes
Revenue collection information ~ Governments of Denmark and Tanzania, World Using satellite data and GIS to identify and register
system (LGRCIS), 2014, Arusha, Bank taxpayers and satellite photographs to register
Tanzania houses. Increased tax revenues by 71% between
2014 and 2015.
City Dashboard, 2013, Fez, City of Fez, AfDB, Microsoft Monitoring service performance and 70 quantitative
Morocco and qualitative socio-economic, service-visibility,
and quality-of-life indicators.
Know Your City Campaign Slum/Shack Dwellers International working Collecting “slum data” through mapping,
with different African affiliates, e.g. the Ghana house-to-house surveys or settlement profiling. More
Federation for the Urban Poor than 600 settlement profiles created since 2009. Also
serving policy negotiations with city authorities.
AfriLabs Pan-African network of technology hubs Serving some 40 tech hubs in 20 African countries

and providing business start-up incubators, co-
working spaces, innovation labs, and community-
building and peer learning spaces.

Source: AEO experts’ surveys, 2016; AEO country notes, 2016; Cartwright, 2015; Swilling, 2015.
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Urban priorities must be integrated into long-term, national development strategies

National urban development strategies can succeed when a government identifies
the priorities that contribute the most to the country’s long-term development strategy.
Priorities must be few, to avoid scattering resources, and place-based so as to avoid the
lack of co-ordination often induced by purely sectoral approaches (AfDB/OECD/UNDP,
2015). Alternative scenarios for a city’s future can help formulating the priorities more
effectively, by developing foresight studies involving formal and informal stakeholders.
The Ethiopian Urban Expansion Initiative is an example of how scenario building and
data collection can help plan for the country’s expected rapid urbanisation (Box 8.4).

Box 8.4. The Ethiopia Urban Expansion Initiative

The Ethiopia Urban Expansion Initiative (UXI) assists rapidly growing cities in preparing for
their spatial expansion. It was established in 2013 by New York University Stern Urbanization
Project and Ethiopia’s Ministry of Urban Development, Housing, and Construction. The UXI relies
on a planning mechanism that prioritises securing land for a 1 km?2 grid of arterial roads and
environmentally sensitive public open spaces. It emphasises leadership by local planners and
is tailored to match the capacity of the officials responsible for implementation. It aims for a
30-year planning horizon, with the understanding that more detailed area plans can be developed
as the city expands. The UXI has been incorporated into the national Growth and Transformation
Plan II, which forecasts urbanisation in mid-sized cities as a key part of Ethiopia’s plan to become
a middle-income country by 2025.

The UXI started by calculating future land area per person for four mid-sized, rapidly growing
Ethiopian cities: Bahir Dar, Hawassa, Adama and Mekele. This was combined with population
estimates to identify the amount of land for expansion that would be needed in 2040. These
cities then created small urban expansion teams led by a local senior administrator tasked with
developing and implementing the arterial grid plans. The cities initially worked with regional
governments to expand their municipal boundaries and then started a programme of surveys to
estimate the total cost of compensation for the land for the arterial road network — no more than
5% of the total land in the 2040 expansion area. This was followed by the submission of budget
requests and a commitment of USD 8.9 million in 2014/15 and USD 24 million in 2015/16. The
cities have begun formal surveys and compensation payments and are constructing roads on the
immediate periphery. The four cities have paid compensation for many hundreds of kilometres
of roads and have constructed 41.5 km.

In Hawassa, surveying and compensation of the entire network is nearly complete, and 16 km
of 30-metre wide arterial roads have been constructed on the urban periphery (see Map 8.3).
Municipal revenue from plot leasing in Hawassa has increased 2.2-fold since the start of the
programme, and spending on roads has increased 6-fold. In Bahir Dar and Mekele, 4 647 additional
residential plots have been made available for leasing, comprising an area of 77.6 hectares.

Priorities include land reform, infrastructure and urban networks

While urban development strategies must be highly context-specific, this report
suggests that new urban strategies in most countries are likely to include three generic
priorities that cut across the sectoral priorities identified in Chapter 7:

1) clarifying land rights and their enforcement
2) delivering better infrastructure and services

3) improving the pivotal function of intermediary cities between rural areas and
primary cities.
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Urban land reform lies at the heart of new national urban strategies

Urban land is the primary building block of cities, and land policy lies at the heart
of Africa’s sustainable urban transition and structural transformation. Who owns land
and how it is managed will determine the density of a city, the street layout, the zoning
scheme, building codes and tax regimes. Land-use management systems, formal and
informal, shape the dynamics of economic agglomerations, natural resource use, social
inclusion and political representation.

Land-use management systems often hinder sustainable urbanisation

African land-use management systems are not fit for increasing sustainable urban
development and absorbing the rapid population expansion of the next decades. Current
systems are not only complex, they are typically not well understood and are rarely
effectively recorded or formally codified. They typically draw from an eclectic, often
contradictory mix of old colonial planning norms; privatised settlement and company
towns; the ancient practices of royal, communal or tribal land; or ad hoc and unregulated
regimes that have emerged around informal settlements.

As a result, land regulation is often chaotic, hindering Africa’s economic growth,
creating environmental risks and entrenching social inequality. “In cities and rural
areas, insecure tenure and informal settlements combine with other factors [...] to
reduce public revenues, infrastructure investment, employment and economic growth”
(UN-Habitat, 2008: 5). In addition, elites controlling the land are difficult to identify,
incentivise or control; yet their support is essential for improving how cities are run.

In the case of cities, the current mismatch between land and fiscal systems
prevents governments, especially local governments, from undertaking the large-scale
investments needed to shift urban development trajectories. The lack of transparency
over urban land markets impedes effective and sustainable personal and corporate
investment, creates opportunities for political power bases to flourish outside of
democratic structures, and makes land-based climate mitigation and adaptation
measures difficult to enforce. In most countries, urban land reform should thus be a
priority in the context of national urban strategies.

Impetus for urban land reforms is growing across the continent

Africaislandrich and, until recently, the absence of large, complex urban settlements
and a disregard for the role of towns in the wider economy may have distracted from the
urgency of urban land reforms. Rapid urban growth, the rise of land-based corruption
and the consolidation of unsustainable urban land management practices are now
raising awareness of those issues.

The nature and modalities of such reforms should, again, be context specific: there
is no single way to achieve sustainable authority over urban land. However, more secure
land rights should be a key objective, as they are a prerequisite for long-term urban
investment anywhere. Furthermore, systems of urban land regulation are most effective
for preserving the environment and less prone to aggravate inequalities (e.g. against
women) when they are appropriate, legible, predictable and free of corruption. They
should also be complemented by formal affordable housing, property taxes and land
construction in order to harness the land value (see the last section of this chapter). The
scope of land reform extends beyond urban administrative boundaries to rural-urban
periphery, so as to mitigate potential conflicts on land use change.
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Land being much more than an economic asset, urban land reform implies much
more than a narrow technical, legal exercise. Urban land shapes the African identity,
because urban land regulation, finance, economy, inheritance law, culture, design and
construction materials are inextricable parts of the urban fabric. Recent experiences
demonstrate that reforms can be successful when based on pragmatic approaches
adapted to local contexts. Chad is currently revising its land ownership and customary
law, which dates back to 1967, so as to formalise customary practices. Public consultations
helped identify areas needing clarification, such as the legal processes of expropriation
or land title registrations. Ethiopia led a land reform in 2003 aiming at better establishing
land titles. It introduced a system of certification mainly relying on a locally elected
Land Administration Committee in order to register customary titles at low cost. In
three years, some 20 million land titles have been granted through a decentralised and
participatory approach (OECD, 2016).

In Malawi, over 90% of land is governed by a customary regime, and even if
customary law guarantees usufruct rights, they are unregistered and not recognised
under statutory law, hindering access to land and agricultural development. In 2004, the
government instituted the Community-Based Rural Land Development Project, based
on voluntary acquisition, farm development and registration of redistributed land.
Selected family beneficiaries received a grant of USD 1 050 of which up to 30% was for
land acquisition, and the rest for farm development and shelter. The project lasted until
2011 and cost about USD 27.3 million, partly funded by the World Bank, the government
and private donations.

Delivering better infrastructure and services is the primary catalyst for sustainable
urban development

Investment in infrastructure shapes the nature of urbanisation and the location
and productivity of households, informal business and established firms of all sizes.
Affordable energy, sanitation, solid waste, transport and health care services provide
the means by which urban citizens become more productive. Where infrastructure
is insufficient, expensive and poorly maintained, it underpins the high cost of urban
services and reduces the potential of reaping an urbanisation dividend (Chapter 6).

This situation remains widespread. Although data is limited, an estimated
62% of urban people in sub-Saharan Africa live without at least one of the ingredients of
formal urbanism: water, sanitation, housing and sufficient space under secure tenure.
On average, while urban dwellers have greater access to services than their rural
counterparts, the backlog remains acute and the cost of services roughly double that in
developing countries on other continents. Sixty percent of urban dwellers did not have
access to “improved sanitation” in 2015, 28% of urban dwellers had no access to electricity
(down just 2.6% since 2011). Many urban dwellers with grid-access experienced daily
outages, and half the children under five had never visited a health care practitioner.

How can countries better manage urban infrastructure and service delivery so as to
move on from the prevalent “slum urbanism”? Our central argument is that improving
the provision of all urban services requires: i) tailoring infrastructure and service
systems around the needs of residents; ii) ensuring that prices are affordable to them;
and iii) circumventing slow and costly central co-ordination. In particular, in order
to bring down costs and enhance efficiency, experience points to: i) planning for an
integrated delivery of soft and hard infrastructure; ii) engaging positively with informal
settlements; and iii) making full use of innovative technologies.
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Hard and soft infrastructures should come together

The strategic agenda of National Infrastructure Investment Strategies (NITS) is to
address the needs for physical infrastructure together with the provision of services
and the crafting of adequate institutional frameworks. In particular, NITS recognise
the importance of soft infrastructure, including governance institutions, legislation,
public engagement capacity and fiscal accounting mechanisms, for the efficacy of
hard infrastructure (UCLG, 2014). NITS are multi-sectoral and sequenced with other
urban policies. They specify, locate and address the financing of the infrastructure to
deliver the wide range of services listed below. The groups of African countries referred
to — diversifier, early urbaniser, late urbaniser, agrarian and natural resources-based — are
classified according to their stages in urbanisation, fertility transition and structural
transformation (see Chapter 6).

» Economic infrastructure and services such as energy, transport, information and
communication technology, and land-use management are critical in all country
groups, though particularly in the diversifier and early urbaniser countries to increase
productivity and competitiveness.

« Social infrastructure and services, including education, health, housing, and care
for the elderly and children, leverage the innate human capital that aggregates in
cities.

» Basic infrastructure and services such as water and sanitation, waste collection
and management, transport, and energy are necessary everywhere, but most
critical in late urbanisers, agrarian and natural resources-based countries. They increase
productivity and remove negative externalities such as indoor air pollution, water
contamination and congestion that coalesce in cities to constitute poverty traps.

 Quality-of-life services — public safety, urban planning, culture and entertainment,
sport, and accessible public spaces - provide the basis for inclusive cities and
new urban identities. The lack of attention to ecological capital from much of
Africa’s existing built environment results in costly engineered infrastructure,
the destruction of social safety nets provided by ecosystems and the inefficient
functioning of the builtinfrastructure stock as dams silt up, flood buffering capacity
of wetlands is destroyed and places of cultural and recreational value are lost
(Chapter 6). Quality-of-life services also offer opportunities for labour absorption
and place making, particularly where low educational attainment precludes a
portion of the urban population from accessing skilled jobs (Chapter 7).

Engaging urban communities is key to improving infrastructure and service delivery

In the context of "slum urbanism”, urban infrastructure development requires
understanding how the urban poor and rural migrants have begun to access services
where the state did not cater for them (Angelakis and Rose, 2014; Jaglin, 2014). Many
urban Africans have to invent their own service delivery systems outside of formal
governance. These institutions are not necessarily egalitarian or efficient and they do
not necessarily optimise productivity. They are, however, an entrenched fact of life in
how cities are organised and run. At their best these organisations reflect an organic
strength in urban systems that could be harnessed. And yet traditional infrastructure
plans are not well equipped to support “informal” service provision efforts; in many
cases, instead, these organisations are criminalised and victimised.

A more positive approach to engaging informal settlers may be considered to meet
Africa’s urban challenge, for at least two reasons. Firstly, Africa’s limited fiscal resources
offer little choice but to prioritise service delivery models that are rooted in local
communities, draw on local resources, and are labour intensive, highly transactional and
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able to deepen both social and financial capital at the neighbourhood scale. Universal
access to services will require, at least partly, legitimising and incorporating these
contingency forms of service delivery with formal state-supplied services.

Secondly, the participatory delivery of infrastructure can generate a sense of
place, where the location and construction of infrastructure engages local needs and
ideas, and where the people who benefit from services are charged with infrastructure
monitoring and maintenance. Ecological infrastructure and ecosystem goods and
services are well suited to this purpose (wetland maintenance, greening of public spaces
and coastal zone rehabilitation), but there is equal potential to engage the urban labour
force in waste management, aspects of infrastructure maintenance, energy monitoring,
non-motorised transport systems at community level, and community policing
(Chapter 7). The forging of new urban identities through public work schemes and place
making, is considered particularly valuable in the context of Africa’s circular migratory
patterns. Numerous successful examples exist of urban infrastructure strategies
engaging non-government actors in policy and service endeavours deliberately (Box 8.5).

Box 8.5. A participatory approach to transforming settlements of the poor in
Uganda’s intermediate cities

The Transforming the Settlements of the Urban Poor (TSUPU) programme was launched in 2010
as a partnership initiative of the Government of Uganda and support partners (Shack/Slum
Dwellers International, co-ordinated by Cities Alliance). It aligns urban development efforts at
the national, local government and community levels in five intermediate cities: Mbale, Mbarara,
Jinja, Arua and Kabale. The programme aims to increase the capacity of actors at each level to
manage urban growth, improve access to services, and formulate and implement inclusive urban
development policies. It privileges community participation.

The programme organised slum communities by mobilising women-led savings groups and
federating these at the settlement, city and national levels. These groups were supported to profile
and map all slums in each city producing data for planning. The programme institutionalised
spaces for dialogue between communities, academia, business and local government where urban
stakeholders reflect on the rich, community-gathered data. The TSUPU project then established
Community Upgrading Funds in each municipality so small projects in informal settlements
could implement local partners’ resolutions.

Community groups have completed close to 100 upgrading projects in each of the 5 secondary
cities in partnership with local authorities. These small projects have catalysed efforts in the
cities to undertake settlement-wide upgrading and secure the tenure of thousands of informal
settlers. The efforts of informal settlers’ groups to convene forums have resulted in allocations
of municipal office space for community data centres in 10 urban councils. Since the first phase
of the programme officially ended in 2013, the slum dweller movement (National Slum Dwellers
Federation of Uganda, NSDFU), local and national government partners have expanded TSUPU to
an additional 14 municipalities and Kampala’s five divisions.

New technology can reduce the costs of infrastructure and service delivery

Sustainable urban development could tap new service delivery opportunities
created by the use of new technologies in the water, sanitation and energy sectors more
efficiently. Providing enough electricity to only 70% of the 635 million Africans who do
not have grid access would require an estimated USD 205 billion in capital investment for
the next two decades in urban and rural areas (Chapter 7). This gap can be bridged, but it
ishuge considering the weak fiscal resources of cities. Yet, the 300 million urban Africans
without access to electricity spend up to 50 times more per kilowatt hour (as much as
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USD 10/kWh) on charcoal, candles, batteries and kerosene; most urban companies rely
on expensive diesel powered generators as back-up (APP, 2015). Africa’s grid reticulated
electricity is twice as expensive as Latin America’s and three times Asia’s. It is often
unreliable: 19 sub-Saharan African countries experienced at least 10 electricity outages
per month between 2005-08, which cost firms an average of USD 307 per hour (Dinh et
al., 2012; Lighting Africa, 2010).

Channelling this money into more efficient energy solutions would create new
business opportunities and improve energy security (see Chapter 7). However, their
institutional, technical and financial fit with the needs of urban energy users has driven
their uptake so far, rather than policies. Results from our AEO survey show that less
than 20% of African countries have implemented strategies on sustainable energy use
(Figure 8.1). To be relevant, infrastructure plans must resonate with commitments made
under the Paris Agreement in the form of Intended Nationally Determined Contributions.

Figure 8.1. Prevalence of strategies on sustainable energy use in Africa, 2015

B8 Adopted and implemented effectively [ Adopted but not implemented effectively
[ Planned for the near future Not planned

Integrating renewable energy
into the national grid

Increasing urban households' 7
and firms' energy efficiency A

Setting environmental regulations
for urban industries

1 1 1 1 1 1 1 1 1

10 20 30 40 50 60 70 80 90 100
% of respondents

Note: Survey answered by country economists of the AfDB and UNDP in 45 country offices in Africa. Response

is weighted to one answer per country.

Source: AEO experts’ survey, 2016.

StatLink iz http://dx.doi.org/10.1787/888933350927
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Planning the growth of intermediary cities contributes to national development

National urban strategies are not only about articulating a metropolitan agenda.
They are holistic approaches to linking cities and towns of different sizes and with
different, evolving functions.

Intermediary cities are essential to reaping the urbanisation dividend but need special
attention

Dealing with the conundrum of Africa’s towns and planning for the growth of
intermediary cities are essential elements of any national urban strategy. As shown in
Chapter 6, two-thirds of the growth in the urban population by 2030 is expected to take
place in cities of less than 500 000 inhabitants. Intermediary cities and towns will thus
play an increasing role in sustaining the benefits of urbanisation in terms of poverty
alleviation and in fostering structural transformation at two main levels:

246 African Economic Outlook © AfDB, OECD, UNDP 2016


http://dx.doi.org/10.1787/888933350927

8. NATIONAL URBAN STRATEGIES FOR SUSTAINABLE CITIES IN AFRICA

1) Intermediary cities and towns help alleviate the congestion of megacities by
capturing a share of demographic growth and rural migration (AfDB/OECD/
UNDP, 2015). They can enhance the country’s overall governance capacity by
better mobilising the available capacity in provincial and national governments.
Intermediary cities and towns will assume a more active role as economic and
social service hubs.

2) They spread the benefits of urbanisation nation-wide and across borders by
enhancing productivity and promoting development in surrounding rural areas
(as described in Chapter 7). Connections between smaller and intermediary cities
and the rural hinterland within the national and transnational economy are
therefore critical. Intermediary cities can leverage economies of scale to deliver
public services to surrounding areas and develop labour-intensive industries such
as textiles and agro-processing or services like tourism, especially those services
that do not require high knowledge spill-overs.

But whether those capacities and connections are there to ensure that growing
intermediary cities and towns effectively play those roles will crucially depend on new
investment and the quality of public policies, by national as well as local governments.
Indeed, most towns and intermediary cities suffer from rapid expansion, high poverty,
little investment and scant formal employment opportunities. Even in a diversifier
country such as South Africa, most intermediate cities have a narrow single-sector
economic base that depends largely on old technologies vulnerable to external market
shocks. Unless their potential is actively developed, intermediary cities and towns run
the risk of a relatively rapid economic decline, expanding further the patterns of “slum
urbanism”.

Tapping the specific assets of intermediary cities requires differentiated policies

In line with the new paradigm of regional policy making, mainstreaming the
promotion of intermediary cities into national urban strategies should aim to tap
their specific assets and unexploited potential rather than compensate them for their
disadvantages, whether induced by size or location (see Chapter 8 in AfDB/OECD/
UNDP, 2015). This requires the following:

» Base the allocation of resources on a thorough understanding of how the optimal
organisation of urban services in intermediary cities - e.g. markets, clinics,
schools, taxi ranks, post offices, and police and petrol stations — might complement
subsistence agriculture and serve the needs of residents.

» Improve connections both between urban cores and their immediate hinterland
and between intermediary cities and the regional and global economy, which can
also reduce peri-urban slums currently existing in most African cities.

» Focus on the development of functional urban areas rather than administrative
perimeters, including functional, transnational urban corridors. The West African
seaboard, along the coast of the Gulf of Guinea, which incorporates big cities as well
as smaller coastal hubs, is a pressing example of the imperative for cross-national
collaboration on such corridors, not least to ensure that the collective response to
urban risks takes account of towns’ realities within larger regional plans.

- Differentiate the planning, finance and institutional support between towns and
intermediary cities in a way that allows them to assume a distinct function in the
national urban network by tapping their specific locational or sectoral advantages.
This can be done through new infrastructure investment or the relocation of a
major public service providing long-term job opportunities; for instance, it might
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make more economic sense to locate certain administrative services in cities rather
than in towns where less of the population would benefit from them. Categorising
intermediary cities for targeted support needs to be flexible and multi-layered
and allow them to move up or down the hierarchy over time. The experience of
South Africa shows that too narrow a focus on the size criterion over functional
characteristics can lead to pressure from local leaders to reclassify intermediary
cities as metropolitan regions without due consideration for changes in their actual
economic potential. The categorisation process may thus: i) include other aspects
such as local governance performance and international competitiveness; and
ii) ensure through adequate incentives that becoming a metropolitan municipality
is not the only development pathway for intermediate cities. Table 8.3 illustrates
possible urban functions of intermediary cities within the national urban network.

Table 8.3. Different urban functions of intermediary cities

Urban function Description

Regional market The city is the main area for production and exchange of goods and services in the local and regional economy.
Service centre The city offers public and private services to the intermediate community and surrounding population.
Regional capital The city hosts regional or national political and administrative institutions.

Tourist centre The city promotes activities linked to domestic or international tourism.

Communication hub  The city acts as a platform for movement of people, goods and information.

Economic location The city holds a strategic role in the national, regional and global economy thanks to its geographic location and
development strategy (e.g. duty-free zone).

Source: Adapted from Song (2013).

Several African countries are promoting intermediary cities

Although they are still a minority, several African countries are already explicitly
targeting the promotion of intermediary cities as a vehicle for a more sustainable
urbanisation:

 Ethiopia has identified intermediary cities as key actors of its national economic
plan: 16 urban centres of less than 500 000 inhabitants now receive targeted
support to develop manufacturing and tourism while Diré Dawa has a special
administration status.

« Madagascar has adopted a multi-sectoral strategy for urban growth poles, investing
in roads and water supply, as well as in vocational training, higher education,
service delivery and capacity building. This has created 13 000 new formal jobs,
mainly in the cities of Nosy Be and Tolanaro (Speakman and Koivisto, 2013: 97).

« Morocco has invested in intermediary cities like Tangier and Mekneés by developing
tourism and the industrial sector. The government’s new regional plan (découpage
territorial) extends decentralisation and greater means for regional development to
cities within Casablanca’s periphery, such as Sidi Slimane and Beni Mellal.

« Rwanda is investing in intermediary cities as a response to rapid population
growth. The plan focuses on the economic development and improved access
to public services in Huye, Muhanga, Musanze, Nyagatare, Rubavu and Rusizi.
Four provincial industrial zones which specialise in agro-processing and low-
skill manufacturing (Bugesera, Huye, Nyabihu and Rusizi) aim to strengthen
rural-urban economic linkages and increase economic opportunities in rural areas.

» South Africa has been aiming to streamline the role of intermediary cities by
implementing a differentiated approach to municipal financing, planning and
support for these cities.
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Multi-level governance can promote urban development strategies

To effectively implement national urban strategies depends on three major actions
in the area of governance: i) empowering local levels of policy making; ii) attracting and
growing the necessary capacity for local governments to function; and iii) enhancing
transparency at all levels of government. A cross-cutting challenge to multi-level
governance and service delivery is to stitch together the initiatives of local communities,
often developed in the absence of formal state involvement, with the financing and roll-
out of formal services.

African urban policy makers at different levels of government need empowering

Central governments are neither equipped, nor well-placed to design and implement
national urban strategies on their own. Urban policies, unlike the wider regional
development policies, require “a more sophisticated participatory multi-level government
approach, involving national, regional and local governments plus other stakeholders,
with the central government playing a convener role” (AfDB/OECD/UNDP, 2015). While
the notion is widely accepted at pan-African level, effective implementation has been
slow and difficult as would be expected in policy areas where political stakes are high.
A number of key principles, however, can guide reforms towards effective multi-level
governance.

Countries recognise the need to empower local governments but have yet to promote
effective decentralisation

African countries largely agree on the need for pursuing more comprehensive
decentralisation to achieve the vision spelled outin Agenda 2063.In June 2014, the African
Union (AU) adopted the African Charter on Values and Principles of Decentralisation,
Local Governance and Local Development (AU, 2014). This has brought the pan-African
policy environment in line with global norms.! At the same AU conference, heads of
state and government approved the creation of the High Council of Local Governments
as an AU institution. Its purpose is to reflect the voice of local governments in the
deliberations of the African Union. The African Charter and the High Council provide
a new impetus for decentralisation and a strong basis for driving reform across the
continent. At the time of writing, however, only Chad, Republic of the Congo (Congo),
Guinea Bissau, Mauritania and Mali have signed the Charter, and Mali is the only
country to have ratified it (Elong-Mbassi, 2016). Furthermore, in many countries the lack
of progress in fiscal decentralisation has greatly hampered progress in administrative
and political decentralisation (AfDB/OECD/UNDP, 2015).

Delayed multi-level governance stands in the way of crucial infrastructural
investment decisions based on thorough spatial analysis. As shown in the African
Economic Outlook 2015, much existing infrastructure and development planning has
been done while ignoring the spatial dimension, i.e. their systemic economic, social
and environmental implications at local level and in the wider regional context. This
often produces suboptimal investment decisions, made without understanding how
the advantages brought about by urbanisation can best be seized to meet the goals of
structural transformation, social inclusion and greater environmental sustainability. As
a result, dysfunctional urban development further prevails.

Although local governments and stakeholders detain unique knowledge on such
systemic implications, without decision-making powers they are deprived of the
capacity to carry out more effective projects at the city level. Weak decentralisation
often means that local projects depend excessively on decisions from the central
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government, and this can discourage local initiatives. Where central states concentrate
the responsibilities of defining and achieving national sustainable development
policies, decisions are likely to remain ill-suited to solving African cities’ economic,
social and environmental challenges. These challenges — while global in nature - are
deeply anchored and intertwined in local contexts. Sustainable policies can therefore
only be effective in the long run if aligned with local needs and owned by local people
(Pinel, 2013).

The pace and extent of multi-level governance reforms depend on local contexts

The main reasons for the mismatch between discourse and implementation in the
multi-level governance reform agenda are to be found in the specific context of each
country’s specific political environment, including social hierarchies, status of land
ownership (see above) or the vested interests of key decision makers. Every country and
subnational area can therefore only put international commitments into action gradually
through trial and error, as part of their own, individual process of political reforms.
Conflict, competition and risks of embezzlement will arise during the reallocation of
authority, power and resources. Effective multi-level governance reforms thus require
committed political leadership in order for negotiations to produce practical decisions
about the form, pace and focus of decentralisation. Examples from Africa across the
five groups classified according to their levels of urbanisation and fertility rates (see
Chapter 6) illustrate the importance of history, the socio-political context and the design
of reform processes for successful implementation.

Angola (natural resources-based): Since Angola’s civil war almost wiped out capacity
at communal and municipal levels, the central government has been managing Luanda
directly, securing the flow of foreign direct investment into infrastructure and real estate.
When Luanda annexed the two adjacent municipalities Icolo e Bengo and Quicama, and
part of Cacuaco in 2011, an “administrative committee” was directly appointed to govern
the new city and is therefore not a reflection of direct citizen control or democratic
election. This may explain why investments purveying to the needs of elites have been
financed, while issues of large-scale urban poverty, ill-health and lack of basic services
continued to prevail (Lawanson, 2015).

Ethiopia (late urbaniser): The country’s governance structure has three main tiers:
federal, regionalandlocal. The 1995 constitution recognises and assigns powers, functions
and revenues between the federal government and the nine regional states and partly
treats two cities - Addis Ababa and Dire Dawa - like state-level governments. The regions
establish local governments according to their own constitutions. The most prevalent
structures — woredas in rural areas and urban local governments — provide education,
health, justice, security and “municipal” services (roads, drainage, etc.). However, most
local governments are unable to cope with rapid economic and demographic growth
due to lack of authority, fiscal resources and skilled personnel. While local governments
can collect revenue to cover the costs of basic services, user charges are insufficient.
While bigger cities depend on unsustainable land-lease revenues, many of the others
lack control over the terms or rate of the lease. Intergovernmental transfers barely cover
recurrent expenditure, let alone capital requirements (World Bank, 2015a).

Nigeria (natural resources-based): The government comprises three distinct
administrative levels: national, state and local. The 1999, post-military rule constitution
lodged responsibility for basic services with both state and local governments without
a clear delineation of their respective roles. State governments have their own revenue
sources and receive intergovernmental transfers, while local governments are merely
administrative extensions of the state. Thus in a megacity state such as Lagos, the state
government is clearly the dominant actor, creating a large democratic distance between
local communities and institutions making decisions about regional infrastructure and
service delivery (Lawanson, 2015).
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Senegal (early urbaniser): In 2013, the parliament passed a law increasing
decentralisation and reforming the Code des Collectivités locales (Local Government
Code). It did not grant local authorities the power to collect taxes but clarified which
tax revenues local councils are entitled to. It granted greater fiscal autonomy to local
authorities and gave taxpayers the right to ask about local fiscal decisions (République
du Sénégal, 2013).

South Africa (diversifier): The South African 1996 constitution provides one of the
most empowering approaches to democratic decentralisation. Instead of delineating
responsibilitiesbetween the three governmentlevels, itextends the notion of autonomous
“spheres” to local government, charging it with an explicit developmental mandate. A
schedule of functions is set out in the constitution for each sphere. Many functions are
concurrent between the three spheres of government, but even in those cases, local
government may still come to a different decision to other spheres of government.
This autonomy is underpinned by significant powers to raise local revenues. In fact,
provincial governments rely more on transfers from national government. Two years
after the constitution was adopted, a White Paper on Local Government was published
which sets the basis for rolling legal reform to entrench the constitutional vision.

Key principles can help advance effective multi-level governance

National urban and regional development strategies must have explicit multi-
level governance arrangements to enable more sustainable and inclusive patterns of
urbanisation. An underlying dilemma is that African countries with a weak national
government capacity tend to have even weaker local government institutions. Efforts
to improve their urban planning capacity are essential in the medium term (see
next section), but an immediate challenge is to identify the multi-level governance
architecture that builds on the local context. Since no blueprint can be applied across all
African countries, a number of guiding principles may help define adequate multi-level
governance systems in a pragmatic way.

First, the basis for decentralisation is recognising that local actors are best placed
to calibrate housing and public transport investment with land-use management
regulations. Infrastructure is inherently spatial, and certain public functions shape
the built environment more than others. For example, energy, transport, housing and
land-use management are essential to foster denser, mixed-use and inclusive urban
forms. Combining them in strategic locations within a spatially coherent framework can
improve economic opportunities and influence urban form but is not easily co-ordinated
at the national scale. The information asymmetries that prevail between national and
local actors are part of the rationale for promoting the active participation of local
stakeholders (AfDB/OECD/UNDP, 2015: xxvi). It is impossible for national or provincial
authorities, acting without local stakeholders, to understand enough the nuances and
complexity of local areas. It falls to local actors to ensure that strategic investment
decisions, inputs and the complex array of interests are mutually reinforcing.

Second, certain functions that address the overall efficiency of the territorial
system are best co-ordinated and financed at national and regional scales. This includes
managing water basins and addressing inter-regional logistics imperatives (long distance
roads, freight, airports, ports) and the cross border migration of the labour force.
Dedicated structures such as metropolitan authorities can enable the governments of
cities, surrounding communes and peri-urban areas to work together across functional
areas for better metropolitan transport or water governance. However, such functions
must speak to the local management of the built environment, which highlights the
importance of legislated co-ordination forums. South Africa’s Inter-governmental
Relations Framework Act (IGR Act no. 13 of 2005) provides one such example. The
Act provides for regular and systemic policy discussions between different levels of
government on all matters of intergovernmental concern. It outlines mechanisms for
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settling intergovernmental disputes and for collaboration on strategic initiatives that
span domestic boundaries. In each province of South Africa, the involved government
actors can determine the scope and focus of the inter-governmental forum. This creates
a mechanism for context-specific dialogue, co-ordination and joint effort without losing
the national perspective. The president also convenes his own national, provincial and
metropolitan political forum.

Third, any effective intergovernmental system must be designed to allow local
empowerment of the majority of urban dwellers who are effectively building their own
communities, towns and cities in the absence of effective state provision (see previous
section). Over time, urban management has to evolve to stitch together the “top-down”
policy agenda of the state and the “bottom-up” efforts of the citizens. There is wide
scope to improve the efficacy and impact of both of these. This will undoubtedly find
expression over time in the emergence of various types of partnerships.

Box 8.6. Small steps to guide multi-level governance reform

For post-conflict and fragile states, “muddling through” may be a strategy for
implementing certain governance reforms. The approach focuses on building
institutions through a series of small, incremental steps, especially when these involve
positive deviations from extant realities. Andrews, Prichett and Woolcock (2012)
propose a Problem-Driven Iterative Adaptation (PDIA), based on four core principles:

1) PDIA focuses on solving locally nominated and defined problems in performance.

2)It seeks to create an authorising environment for decision-making that encourages
experimentation, as opposed to requiring agents to implement projects exactly as
pre-designed.

3)It embeds this experimentation in short-time feedback that facilitates rapid
experimental learning, as opposed to enduring long lag times in learning from ex
post “evaluation”.

4)It actively engages broad sets of agents to ensure that reforms are applicable,

legitimate and relevant, as opposed to a narrow set of external experts promoting
the top-down diffusion of innovation.

China’s “crossing the river by feeling the stones” approach to reforms illustrates these
principles.

Building public-sector capacity is a pillar of national urban strategies

Effective multi-level governance requires new sets of skills, managerial approaches
and institutional culture across all levels and dimensions of the public sector that
implement or contribute to urban policies. In many African countries, inadequate local
capacity is compounded by the lack of incentives for qualified professionals to embrace
a career in local government. Moreover, many governments lack building professionals
such as engineers, planners, urban finance experts, project managers, local economic
development practitioners, environmental and building regulation inspectors, transport
planners, engineers, and land-use lawyers. Thirty-six African countries do not have an
urban planning school. Among those that do, Nigeria has 10 times less registered urban
planners than the United Kingdom despite having 20 million more urban inhabitants.
Africa needs tens of thousands of professionals to manage its cities and towns. It also
needs a new breed of professionals that can cope with the complexities of the urban
environment shaped by informal actors as well as global information networks.
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Filling this gap requires systematic capacity-building programmes. Governments
need the leadership and skills to produce, implement, monitor and evaluate urban
strategies and action plans. Civil society organisations and businesses involved in
the urban agenda can also benefit from the same learning environment. New African
institutions and networks are forming to plug this capacity gap, but these initiatives
need to be scaled up and adapted to local contexts. Here are three successful examples:

» South Africa’'s eThekwini Municipality established the Municipal Institute of
Learning (MILE) to build capacity for local government. Since 2009, MILE has
trained 3 600 local government practitioners in strategic planning, water and
sanitation, solid waste management, and revenue management. The programme
has provided technical support to municipalities neighbouring Durban, as well
as in Malawi, Mozambique, Namibia and Zimbabwe. It fosters collaboration and
learning partnerships and networks with local and international universities,
research institutes in Africa and international development agencies.

» The Association of African Planning Schools is a network of 54 university-based
city and regional planning schools across the continent. It trains urban planners
in Africa to address issues such as informality, land, participation, governance,
climate change, spatial planning and infrastructure. Moreover the network initiated
an African planning law reform process.

« The Ethiopian Civil Service University and Ministry of Urban Development and
Housing scaled up their graduate-level training in urban management to about
350 Master students per year between 2008 and 2015, representing a 12-fold increase
since 2006.

To be successful, a national capacity building programme must involve many
stakeholders. It should include the senior nodal point in the government, ideally
with the president; the national department responsible for territorial planning and
development; the department responsible for regional and local government; and the
national departments charged with infrastructure and economic development. This
cluster must work with the respective national association of local governments to refine
the capacity-building agenda and develop a coherent programme bringing together
the various stakeholders. Once the coalition for capacity-building and the right career
incentives for young professionals are in place, it is possible to leverage the resources
and offerings of various international agencies, according to the local priorities and
demands.

Finally, incentives such as funded bursaries tied to in-service professionals can help
ensure that adequate skills are available in more remote centres, as experimented in
Ethiopia and Zambia. International experiences of in-service training in various sectors,
such as the deployment of doctors to rural hospitals, could be adapted for building
professions. Innovative approaches could also be explored.

Transparency is a key to the success of multi-level governance reforms

Embedding transparency in the seven steps set out at the beginning of this chapter
for the formulation of urban development strategies can help attract finance, increase
the efficiency of projects and improve fiscal legitimacy.

As the next section shows in more detail, accessing new finance for urban
development requires providing potential financiers with information on opportunities
and risks, as well as accountability systems documenting infrastructure inventories,
rates and levy collection, cost recovery and debt-asset ratios. Beyond financial actors,
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however, local actors, close to the point of expenditure, service delivery and citizen
experience, should be among the main beneficiaries of enhanced transparency and
accountability. Open data is one of several instruments for redefining the relationships
between urban actors. By turning data into widely available resources, it can generate
socio-economic innovations, pave the way for new entrepreneurial ambitions or be the
source of new jobs. However, access to national data alone is not enough to enable civic
participation: citizens need to believe in the quality of the information and government
responsiveness. Several countries have developed open data initiatives:

« In Cameroon, the Association Internationale des Maires Francophones (AIMF)
is encouraging the full participation of citizens in the budget cycle. A local
government budget management system based on a software called SIM_ba helps
inform decisions and foster accountability and data availability. As it rolls it out
to different communes, AIMF claims that the use of open data might increase the
share of administrative and public accounts deposited before the Audit Bench of
the Supreme Court from 10% today to at least 50%. The software is being used
in other countries including Burkina Faso, Chad, Comoros, Congo, Guinea, Mali,
Madagascar, Niger and Togo.

» The Kenya Open Data Initiative (KODI) was launched in 2011 to give free access to
government datasets and promote more transparent and effective governance. It
stalled in 2013, as the dataset was not updated, but was re-launched in July 2015
with an improved online portal bringing more timely and diverse data. Today,
31 ministries contribute data, alongside increasing efforts of local governments.
Journalists and civil society are being trained to use it. More than 94 million visitors
have been able to consult 830 data sets, 92 maps and 301 charts. KODI remains
a top-down initiative but plans to adopt more participatory means of generating
data by working with grassroots open data and crowd-sourcing movements. It has
generated interest from Ghana, Rwanda and Tunisia.

Finally, participatory budgets featuring a specific type of open data on the collection
and use of local taxes can improve tax legitimacy. They promote fiscal decentralisation,
makinglocal authorities more inclusive, autonomous and accountable. The YTAX system
set up by Enda Tiers-monde shows how new technology can facilitate participatory
budgets by integrating all actors who manage local taxes: the collector, the inspector,
the controller and the mayor. Each actor has an account within the system and is thus
accountable to the others.

African governments can use various sources to finance national urban
strategies

Step seven of the urban development framework outlined at the outset of this chapter
is to mobilise financial resources in support of national urban strategies and the new
urban agenda for Africa’s structural transformation. As explained above, the financing
gap is huge, and bridging it requires context-specific solutions that tap the opportunities
available in different countries, by:

1) empowering local authorities and making them accountable as part of the
multi-level governance reforms outlined above
2) raising new financial resources through innovative finance mechanisms

3) harnessing the international community’s financial resources and opportunities
for knowledge exchange.

Massive investment in a wide range of infrastructure is necessary for promoting
vibrant and inclusive African cities (Box 8.7). How to mobilise the necessary financing
is addressed here.
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Box 8.7. The size of sub-Saharan Africa’s urban infrastructure gap

Sub-Saharan Africa needs to invest around USD 90 billion per year in infrastructure, of which
USD 60 billion in new infrastructure and USD 30 billion in maintenance. This estimation is based
on the Africa Infrastructure Country Diagnostic (AICD), which assesses infrastructure needs
globally using a sample of 24 countries. The AICD approach divides infrastructure into three
categories:

« productive infrastructure at the national level (for example energy generation and
transmission, telecommunication networks, highways, railways, airports and ports) which
represent 34% of total needs (about USD 31 billion)

» public utilities and services in urban areas (for example roads, electricity, water and
telecommunications) which represent 32% of total needs (about USD 29 billion)

 public utilities and services in rural areas (for example roads, electricity, water, drainage
and irrigation) which represent 34% of total needs (about USD 31 billion).

The base-cost approach, which looks more specifically into needs for urban investment, estimates
that sub-Saharan Africa requires between USD 12.5 billion and USD 35 billion per year depending
on urban extension and population densities. This estimate does not include the cost of land and
superstructure facilities (Paulais, 2012: 96-102).

Fiscal decentralisation comes with capable and accountable local authorities

The lack of financial resources of local authorities in Africa is striking. To ensure that
momentum for policy reform is established and maintained, attention to the financial
dimensions of the urban reform agenda is essential. According to preliminary estimates
by the Global Observatory of Local Finances, 9.5% of national revenues are granted to local
authorities in 19 African states (Figure 8.2), compared with 26% in the European Union.

Figure 8.2. Local authorities’ revenues and spending as share
of African national budgets, 2013
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Note: Preliminary data. The collection of data and checking is ongoing, and the first results have yet to be fully
validated. The panel does not include federal states. Data is for the year 2013 except Angola (2012); Burkina Faso
(2012); Cabo Verde (2011); Egypt (2010); Gabon (2007); Mauritania (2008); South Africa (2012); Togo (spending
2006); Tunisia (2012); Zimbabwe (2012).

Source: UCLG (forthcoming).

StatLink Sa=r http://dx.doi.org/10.1787/888933350932
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Cities cannot address the infrastructure challenge without sufficient empowerment.
The difficult task of providing social assistance to the poor, which is so important in
African cities, can be best managed at the local level. Further, local budget decisions are
more likely to result in well-located infrastructure, aligned to local needs that will crowd
in local resources. However, fiscal decentralisation has proven the most controversial
aspect of multi-level governance reforms due to low capacity and weak accountability.
Local authorities must prove they are accountable, transparent institutions able to
deliver basic services.

The financing tools cities can use depend greatly on the local context (Figure 8.3).
According to the AEO survey, central government transfers and local taxes are ranked as
having the greatest potential for revenue mobilisation, both in terms of magnitude and
stability of funding. However, central government transfer is rated more important in
secondary than in primary cities. In about 40% of the countries, funding from external
donors, land value capture mechanisms and public private partnerships (PPPs) feature
as other important sources of revenue for local governments. Engaging in PPPs seems
more common in primary cities. Globalisation has brought opportunities for innovative
finance, but not all cities can use these new tools equally. Co-operation between local
governments can also rationalise resource mobilisation efforts.

Figure 8.3. Experts’ ratings of local government revenue sources, by revenue
potential and stability in primary and secondary cities
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Note: “Other” includes local government bonds, remittances, and loans from local development banks and from
private financial institutions. Survey answered by country economists of the AfDB and UNDP in 45 country
offices in Africa. Response is weighted to one answer per country.

Source: AEO experts’ survey, 2016.

StatLink si=r http://dx.doi.org/10.1787/888933350945
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Enhanced local finance and effective multi-level governance are two sides of the same coin

Provided local governments are transparent and accountable, fiscal decentralisation
can allow them to finance urban infrastructure through three main channels:

- national transfers, which remain the core of cities’ revenue in many countries
» localtaxes and complementaryinstruments such asland value capture mechanisms

« private finance.

National financial transfers and specialised financial institutions can boost cities’
resources

Mechanisms of equalisation and modalities of transfers vary greatly across African
countries, depending on the extent of the fiscal disequilibrium, the institutional
context of decentralisation or their history. For example, Nigeria automatically transfers
13% of oil revenue to the states hosting production, 60% of which is granted directly to
local authorities. In South Africa, a formula determines the revenue support grant by
using costs estimates. In Uganda, fiscal transfers to local authorities are conditional and
determined on an ad hoc basis. For an analysis of political, administrative and fiscal
decentralisation in Africa, see also AfDB/OECD/UNDP (2015: 189-193).

A dozen countries have set up specialised financial institutions (SFIs) to expand
local authorities’ financial capacity, because most local authorities can hardly access
commercial credits and private capital markets. The status and mandates of SFIs depend
on diverse administrative contexts, levels of economic development and willingness
of the central government to delegate financing mechanisms. SFIs must also respect
macro-prudential guidance. In Tunisia, SFIs have led to over-indebtedness of local
governments (UCLG, 2010: 53). Table 8.4 sketches a typology of SFis.

Table 8.4. Specialised financial institutions in African countries

Central
Characteristics  Country Financing institution Donorloan Capital market Ownresources Taxation government
State-owned or  Morocco FEC y \ Y
private-sector
SFI
Nigeria UDBN v v
Active South Africa  DBSA/INCA v v N
mun@cipal
oredit Tunisia CPSCL N N N
mechanisms
Investment fund  Burkina Faso FICOM/ FPCL v Y
Limited or non- ~ Cameroon FEICOM \
existent municipal
credit mechanism Kenya LGLA v v \
Mali ANICT
Senegal ADM v N \

Note: FEC = Fonds d’Equipement Communal, DBSA = Development Bank of Southern Africa, INCA = Infrastructure
Finance Corporation Limited; CPSCL = Caisse de Préts et de Soutien des Collectivités Locales; FEICOM = Fonds
Spécial d’Equipement et d’Intervention Intercommunale; LGLA = Local Government Loans Authority;
ANICT = Agence Nationale d’Investissement des Collectivités Territoriales; FICOM = Fonds d’Investissement
pour les Collectivités Décentralisées; UDBN = Urban Development Bank of Nigeria.

Source: Paulais (2012).

Local governments can use local tax and land value capture mechanisms more effectively

Cities can also increase their revenues by expanding the fiscal base to local property
and economic activities. Strengthening local fiscal capacities is indispensable for all
African countries: it can build the capacity of local governments but also increase fiscal
legitimacy in general, including among agents in the informal sector. However, local tax
collection is estimated to be about 1% of national income in most countries (AfDB/OECD/
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UNDP/UNECA, 2010: 114). Yatta (2016: 19) estimates that local taxation is extremely low
in seven Central and West African countries according to three indicators:

 Local governments taxed an estimated 0.7% of local households’ revenues.
» Tax on local property is close to 0%.

» The local collection rate was estimated at 0.20-0.58% of the “gross local product”:
when a city generates USD 100 its return is less than USD 0.60.

Evidence suggests similar situations in other countries. Out of 42 African countries,
at least 5 do not levy any local tax (AEO experts’ survey, 2015).

Comparing the revenues of some African cities to some in Colombia and the
Philippines reveals the difficulties African cities face in generating local resources
(Figure 8.4). A dearth of local revenues results in African cities’ strong dependence on
national transfers. Transfers make up over 85% of the revenues of cities such as Banha,
Egypt, or Nyagatare and Rubavu, Rwanda. Having too few locally generated resources
contributes to African cities’ financing gap.

Figure 8.4. Revenues from transfers and locally generated resources, selected
cities in Africa, Colombia and the Philippines
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Note: USD in purchasing power parity, 2013.
Source: UN-Habitat (2015a).
StatLink sa=r http://dx.doi.org/10.1787/888933350956

Developing efficient and fair local fiscal systems can require difficult, profound and
context-specific reforms. For instance, most local taxes are direct taxes, although direct
taxes tend to be more subject to tax evasion when fiscal legitimacy is low. In addition,
local taxes can be more difficult to collect than indirect taxes, in particular where tax
collection is not within local governments’ capacity. Local economic accounts in Central
and West Africa show that the urban informal sector is sometimes taxed at 0.30%,
against 0.10% for the formal sector. In some cases, the informal sector may effectively
pay value-added tax on much of their input already purchased as final goods, while the
formal sector may benefit from certain tax exemptions, for instance those enticing new
investments (Yatta, 2016: 19). Expanding the local tax base, however, especially property
tax, is politically sensitive. The right tax mix largely depends on the national and local
context.
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The capture of land value can complementlocal revenue collection, although it should
not replace local taxes because they are legitimate fiscal instruments. In a context of
rapid urban expansion, land could give national or local authorities a powerful tool for
structuring and financing urbanisation. Land value capture can usefully internalise the
fluctuation of land prices that come with the urbanisation dividend. Usually, it requires
a three-step process:

» Regulatory decisions (change in land use, infrastructure investment, etc.) trigger
an increase in land values.

» The government then institutes a process to capture part or all of the gains in land
valuations.

« The captured land value finances infrastructure investments to offset the negative
effects that come with higher land prices, such as densification and gentrification.
For instance, the government can use these funds to provide affordable housing
(Suzuki et al., 2015).

One example is the tiers associé (associated third party) initiative started in 2007 in
the context of Morocco’s National Slum Removal Policy. To relocate informal settlements,
households were collectively granted a plot of land with rights to build up to three or
four floors. Two households may form an association with a third party who finances the
construction in exchange for parts of the new building, and the households receive two
apartments. This mechanism allowed the rapid creation of formal housing, commercial
real estate and free land for urban development (Toutain, 2015). Table 8.5 shows some
examples of land-based financing initiatives.

Table 8.5. Land-based financing initiatives in Africa

Mechanisms Examples Description

Formal urban extension Land readjustment in the Land readjustment operations on a 312-hectare (3.12 km?) rural area
through voluntary private secondary city of Huango, in the Fatima district have generated 255 lots for housing. A 35% land
land readjustment Angola surface and a land title were given to original owners, 30% to public

utilities and the 35% remaining sold to finance the project. USD 800 000
were collected from land sale and financed small infrastructure

upgrades.
Property tax and land titling Registre Foncier Urbain By clarifing land titles, the RFU intended to increase property taxes and
(RFU), Benin local fiscal revenues. These dramatically increased in the early 1990’s

but decreased towards the end of the decade, mainly for two reasons:

1) the central administration retains the power to collect taxes, and local
taxes are not a priority; and 2) local policy makers hesitate to promote a
tax that is unpopular among voters.

Public land sale Sale of public land in Addis  In Addis Ababa, 94% of land is sold by the communes at a price set
Ababa, Ethiopia by administrative rules. For 2014, the revenue from the sale of land
development rights represented 6% of the city’s total budget of USD 900
million and

9% of its total investment spending.

Source: UN-Habitat (2013) and UCLG (n.d.).

Land value capture opens perspectives for the future. However, it remains incipient
partly due to Africa’s structural weaknesses related to difficult land registry and titling
procedures (see above), dysfunctional real estate and financial markets, and weak
planning policies. Land value capture mechanisms are often ad hoc and difficult to
replicate due to a lack of institutionalisation. Rampant corruption and favouritism can
lead to powerful elites pocketing the increase in land value, as observed in Bamako, Mali
(Durand-Lasserve et al., 2015). Land value capture mechanisms are often the product
of negotiations between various public bodies, owners, users and real estate agencies,
which impli