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Yale Center for the Study of Globalization
The Yale Center for the Study of Globalization (YCSG) was established in 2001 to
enhance understanding of this fundamental process and to promote exchanges

of information and ideas about globalization between Yale and the policy world.

The Center is devoted to examining the impact of our increasingly integrated world
on individuals, communities, and nations. Globalization presents challenges and
opportunities. The Center’s purpose is to support the creation and dissemination of
ideas for seizing the opportunities and overcoming the challenges. It is particularly
focused on practical policies to enable the world’s poorest and weakest citizens to
share in the benefits brought by globalization. It also explores solutions to problems
that, even if they do not result directly from integration, are global in nature, and
can therefore be effectively addressed only through international cooperation. In
addition to drawing on the intellectual resources within the Yale community, the

Center actively collaborates with institutions and individuals across the globe.
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discussing what needs to be done to keep Africa growing and address more effectively
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the one we were able to bring together to debate the challenges, opportunities and
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ment, the most recent in the spring of 2013, we turned our attention to Africa and
plans proceeded apace to undertake a serious discussion of that continent’s eco-
nomic growth and development for, among other topics, its prospective contribution
to the size of the global economy, and more importantly for its consequences in

addressing what is a significant part of the global poverty problem.

In the meantime, a serendipitous occurrence took place at Yale when our univer-

sity’s new president, Peter Salovey, was inaugurated in the fall of 2013. One of
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received comments, we knew that our conference was coming at a propitious time

in the life of our University.

This volume contains 30 papers submitted by the participants in follow-up to their
presentations at the conference. The papers, for the purposes of this e-volume,
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Preamble

The first thing to understand about Africa is that Africa is not monolithic. Africa is
many Africas—in terms of language, of country size and stage of development.
Of the 53 countries on the continent (49 in Sub-Saharan Africa), some are rich
and some poor. Some are rich in minerals; others not. Some are coastal; others
landlocked. Some are at peace; others racked by conflict. Some are beginning to
pursue long-term transformation plans, while others still struggle with daily exigen-
cies. Some have rapidly growing pools of talented businesspeople and dedicated
technocrats, while others work to develop basic skills. Some have world-class

logistics; others have budding express shippers and freight handlers.

That is why | ask you to keep in mind the assets and liabilities of individual countries
when you are trying to form judgments about Africa. You first have to decide what

is your definition of Africa, and whether you can speak about Africa as a single unit.

Most people would nonetheless agree that African countries have some common
features and face some common challenges. Africa has already come a long
way. We have seen exports carry the continent forward, even though only about
10 percent of those exports are of manufactured products. Africa’s medium and
high-tech industries have grown—although recently at less of a pace—but com-

modities and natural resources have up to now been of overwhelming importance.

Of the common challenges, one that | confronted very rapidly when | was at the
World Bank was the strength of governance and in particular the issue of corrup-
tion. One cannot judge Africa as monolithic, but how much of a problem do you
need in two, or three, or four countries to damage the impression of the whole of

Africa? | put corruption first on the list of Africa’s challenges because in the many
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travels | did in Africa, it jumped out at me as a hugely significant issue. Corruption
is rife in a number of countries elsewhere in the world, but the global rankings
show a heavy prevalence of African countries that are deemed to be corrupt in
the context of comparators. My first trip to Africa was to Nigeria in 1961, when |
was working for an American firm. Six months earlier, in October 1956, Nigeria
had become Independent, and | thought it was appropriate for us to go there and
make an investment. A lot of interesting things were happening there at that time,
including a huge amount of corruption. | had to see the Minister of Health about
the project, because he was the one in line to give me some land, which would
be at a substantial price, over its true value. Sadly the pattern of corruption and
concentration of power became prevalent in the vast majority of the emerging

African countries. They had learned from the colonial masters.

There are exceptions, but regrettably Africa has been characterized by corrupt
practices in one form or another since that time. In 1995, for the World Bank, |
went to Mali and visited the president there who was a remarkable, very interesting
man—a poet, living modestly —but my next stop was Cote d’lvoire, where Bedié
was then president, and | went with my wife to stay with him. He had liveried
footmen in uniforms with tails and white gloves. He told us, “I hope you all enjoy
tonight because I've stolen the chef from the Elysée, and we have a 59 Chateau
Lafite for you, and | think you’ll find it a very good meal.” His cabinet officers joined
us for the dinner dressed to the nines, with their bejeweled wives in the latest
French fashions. | just felt sick to discover that in a country at Cote d’lvoire’s stage
of development the things that we had hoped for were not occurring, and that
resources were being misappropriated to a very privileged group that certainly
was not the group we were hoping to see in power. Much of the fault lay at the
feet of the former colonial powers, who had done little or nothing to prepare the

country for self-governance and independence.

At the World Bank, | found it very difficult to be making loans that would deal with
human problems while also understanding that whatever was lent would substantially
go to places other than where it was intended to go. You may be interested to know
that | was the first president of the Bank ever to mention the word “corruption” in a

speech. When my speech was shown in 1996 in draft form to the Bank’s General
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Counsel before | made it, he insisted that | go outside my office to meet him in a
quiet area in the corner. Instead of calling me Jim, he called me Mr. President, so
| knew there was something wrong. And he said, “Mr. President, you cannot use
the ‘c’word in a speech.” | said, “What the hell is the ‘c’ word?” He then whispered,
“Corruption.” | said, “Why can’t | use the word ‘corruption’?” He said, “Because
half of the people on your board represent countries that have very strong corrupt
elements, and we don’t get into those moral issues at the Bank.” Well, that didn’t
stop me, and | talked about corruption, and since then a global anti-corruption
effort has arisen, within civil society and at the national and international govern-
ment level, with the Bank and all multilateral and national institutions undertaking

an ever-increasing spectrum of activities on the corruption front.

Other problematic issues that | see facing African countries are the role and edu-
cation of women—who constitute an enormous and underutilized resource—and
youth education and employment. In Africa as a whole, between 15 and 20 mil-
lion young people are being added to the workforce every year. Africa will be the
youngest continent in terms of the workforce, and so you have to think about how
those people will be engaged. And, if they are not engaged, will they be peaceful
where other young people in other parts of the world have found it necessary not
to be so peaceful? In addition there is a range of development issues starting with
governance and the judicial system, healthcare and the confrontation of AIDS and
other diseases, industrial development, and very importantly, the natural environ-

ment that the continent will face

All this said, | am not pessimistic about Africa. The context for African development
is changing rapidly, and so are African countries themselves. At the turn of the
21st century the 30+ OECD countries, with one billion people, had 80 percent of
the global gross domestic product (GDP), or about 26 trillion US dollars, and the
developing countries, with 5 billion people, which included African countries as
well as China and India, had the other 20 percent, or about US$7 trillion. Indeed,
for nearly 30 years before the year 2000, that 80/20 relationship had been main-
tained, with the vast amount of global GDP going to the so-called rich countries,

and the other 20 percent going to the developing countries.
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But since 1995 we have started to see an important change. The expectations are
that by 2050, when we shall have 9 — 9.5 billion people on the planet, the wealthier
countries’ population will grow by 250 million to 1.25 billion and the developing
countries’ population will grow from 5 billion to more than 8 billion. And the ratio
of the two shares of world income will be not 80/20 but 35/65. That is a dramatic
change. By most estimates, China and India together will have close to half of
world GDP by 2050, and by 2035 or 2040 China will have the largest GDP of
any single country in the world including the United States. In only 20 years from
now, the world’s largest economies will be China, the United States, and India,
and out of the top 30 countries 21 will be countries that we now call developing
countries. Even if my estimates are wrong by two countries, or by five years, or
by a few billion dollars—because no one ever really knows when projecting that
far ahead—the truth is that we are entering now a massive change in the global

economic balance and a massive change in the way in which we look at our world.

Africa itself is changing dramatically, too. Today the continent has about a billion
people, but it is very quickly becoming more populous. By 2050, most estimates

would say, it will have close to 2 billion, or one in five of the world’s people.

Sources of funding have changed, and there is a different atmosphere in Africa
now. We have seen new support for exports and for infrastructure development
from people including the Chinese and the Indians who previously were not on
Africa’s list of largest supporters. | was recently in an African country to see a
construction project and was fascinated to find that there was only a group of
Chinese—including the designers and engineers—who were operating with our
African friends to do the construction. That is not unusual in Africa at the moment,
and when my fellow Americans or those of you who are European think of the
continent, we have always felt a strong affinity with Africans, but to be quite honest
we haven’t done very much for them. Total aid to Africa has been in the order of
US$40+ billion a year, but now when you look at the individual investments being
made there, and when you look at remittances, you see a total cash flow going
to Africa of US$90 — 100 billion a year: multiple times the amount of aid. Twenty
years ago the ratio was nothing like that. And whereas 20 years ago most of the

funding came from the World Bank and the African Development Bank, Africans
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today have a very different attitude to where funding can be obtained: sometimes
on the public market, sometimes from commercial entities, and sometimes from

individuals.

Part of the reason for this new dynamism in Africa is that debt relief has made
new borrowing possible. When | arrived at the World Bank, | noticed that we were
lending Africa US$5, 6, 8 billion a year, sometimes US$10 billion a year, but that
the Bank’s balance sheet was barely increasing. | discovered that the monies we
were lending were being used to repay ourselves for past loans: there were no
net new funds. That is what led me and Michel Camdessus of the International
Monetary Fund to come up with the Heavily Indebted Poor Countries Debt Relief
Initiative (HIPC), to forgive more than US$40 billion of debt over a period of
time, provided that the indebted countries ceased certain activities and that they
developed national poverty reduction strategies that would govern the way the

funds would be spent.

HIPC marked the beginning of a new era for Africa because it allowed money
coming in to be used for the sorts of things that it was intended for, and not used
just to pay old debts back. So as you consider the future of Africa, you can again

look at funding sources as being of material help.

The question then is, What is the Africa that is being supported by these sources
of funds? Is it just Nigeria and five or six other countries? Is it the 49 countries
of Sub-Saharan Africa? What about the three or four places that are currently

engaged in conflict? What about the youth?

The last thing | would say about the big changes taking place in Africa concerns
the blurring of national boundaries. The traditional view of Africa as 53 nation
states is now challenged by technology, with young people connecting by cel-
lular telephone and the Internet to other young people in a way that was never
possible before. Just as we have seen in Asia and in Europe, the arrival of the
cell phone and communications between young people is overcoming national
boundaries. Young people make up half of Africa’s population. Many of them don’t

care what their nationality is. They want jobs and they see the jobs challenge as
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a continental challenge. This will bring about an Africa that is different than the

one that | grew up with.

To sum up, African countries face huge challenges but this does not mean that
they cannot make progress or that we cannot have a positive view about Africa
generally. With increased education, improved governance, a greater role for
women, and a unifying technology, the people on the continent will learn to benefit
from their natural resources and become a stronger force on the world scene.
As never before, the opportunity exists. African leaders must have the maturity
and the foresight to broaden their economic base and make corruption a thing
of the past. Let us hope that the challenge is accepted and that a unified Africa
will take the important place in the world that its anticipated 20 percent of global

population deserves.

In April of 2014 the Yale Center for the Study of Globalization brought together a
select group of academics, practitioners, and policymakers to examine in detail
precisely these and other pressing issues. The conference participants who con-
vened at Yale University explored the sustainability of Africa’s current trajectory,
analyzed which policies and practices have proven most effective throughout the
region, and inquired what needs to be done to keep Africa growing and address
more effectively the acute poverty and human development problems that persist in
some countries. | commend the YCSG for organizing this conference and initiating
an excellent opportunity for members of the international scholarly community as
well as specialists from multilateral institutions from Africa, the US, and Europe
together to look in-depth at Africa’s struggles and its accomplishments. The papers
in this volume contain research and analysis on a range of issues that pertain to
the political, economic, and social aspects of Africa’s past growth and what forces

are shaping its path into the future.

James D. Wolfensohn

Former President, The World Bank
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Ernesto Zedillo

Yale Center for the Study of Globalization

Not too long ago, some observers of global development were calling the growth
performance of the African nations the worst economic disaster of the 20th century.
This judgment could be disputed, given the destruction caused by other human
tragedies like the first and the second world wars. Yet, by any measure, the African
countries’ economic record during most of their independent life in the past century

was undoubtedly no better than dismal.

As reported by the authors of this scathing judgment (Artadi and Sala-i-Martin,
2003), the early gains in per capita GDP that most African countries attained in the
decade or so after Independence (around 1960) started to vanish around the time of
the 1973 oil shock. The fall in income was particularly marked for the Sub-Saharan
countries (SSA), whose GDP per capita started to contract in 1974. This contraction
occurred at an annual average rate of 0.5 percent in the second half of that decade,
at 0.6 percent during the next ten years, and at an even worse negative rate of 1.2

percent during the first half of the 1990s. North Africa fared better, but not by much.

Shockingly, by 1995 the average per capita GDP of Sub-Saharan countries was
lower than it had been a quarter century earlier. This implies that the income gap
between Africa and the rest of the world—the biggest of any region to begin with—

widened even further during that period.

Along with the economic contraction came a significant deterioration in the continent’s
poverty rate, from 42 percent in 1970 to 50 percent in 1995. In Sub-Saharan Africa

the poverty rate worsened from 48 percent in 1970 to 60 percent in 1995. Since

19



Yale Center for the Study of Globalization

the relatively richer Africans did not suffer much during the times of contraction or
stagnation while the poor grew in large numbers and became even poorer, income
distribution further deteriorated during that period of African impoverishment. It is
fair of Thorbecke to assert, in his contribution to this volume, that the few growth
spells that occurred in SSA in the four decades before the turn of the 21st century
tended to be of an enclave type, benefitting only a small segment of society and

generally unsustainable.

All this said, it is now clear that what for too long looked like a secular malaise of the
African economy somehow began to abate around the mid-1990s. The shift went
almost unnoticed for a few years but had become a new trend of growth revival by

the early years of the present century.

By some indicators, the consequences of the African economic shift are quite impres-
sive. Since 2000, Africa’s annual GDP growth has been averaging almost 5 percent,
permitting per capita GDP to grow 2.5 percent annually on average. Remarkably,
the Sub-Saharan economies, after their long period of contraction or stagnation,
have seen their average per capita GDP grow by close to 3 percent since 2000.
Productivity has increased in tandem with economic growth, as reported by Elhiraika
and his co-author. Over the decade and a half, GDP per worker has increased at
an average of 1.6 percent—a figure made up of improvements in human capital
(0.5 percent), accumulation of physical capital per worker (1 percent), and growth

in total factor productivity (0.1 percent).

Rapid growth has allowed for a significant reduction in the poverty rate. In the
Sub-Saharan region, the proportion of people living in extreme poverty fell from 58
percent in 1999 to 48.5 percent in 2010. Yet the absolute number of poor still rose
from 377 to 414 million over the same period and inequality remains extremely high,

as Thorbecke and others report in this volume.

Economic growth has nevertheless fueled some meaningful progress in tackling
a number of the continent’s other key social challenges. For example, under-five
and maternal mortality rates have dropped by around 40 percent since 2000. Life
expectancy in Sub-Saharan Africa, which had risen only 3 percent between 1980

and 2000, has improved by ten percent since the latter year.
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Most countries on the continent have achieved near-universal primary school enroll-
ment and half of them now have achieved gender parity among the enrolled. In
the Sub-Saharan countries, adult literacy rates have been rising faster than in the
past—Dby 9 percent since 2000 to reach 62 percent—though admittedly this rate is

still quite low.

These and other significant improvements in Africa’s economic and social condi-
tions during the last 15 years are described in greater detail by several authors in

this volume.

Granting that an inflection point in Africa’s performance did take place sometime
in the second half of the 1990s, what triggered and further fueled that shift? And—
perhaps more importantly—is it sustainable or, alternatively, what conditions would

need to be met for a real take-off of Africa’s development?
1.1 Reasons for Africa’s growth revival

Kaberuka confidently suggests that by now the answer to the first question should
be clear. He points to improved macroeconomic management; pro-private sector
growth policies; population growth and urbanization; policies that opened up to
foreign trade and investment, thereby stimulating trade within the region and the
rest of the world and significantly improving inflows of direct foreign investment;
booming global markets for natural resources; strengthening of governance and the

rule of law; and a drastic reduction in conflicts and political instability.

Interestingly, some of the volume’s authors give special weight to political and even
geopolitical factors in explaining the recent African awakening. In particular, Devara-
jan, Bates and Block, and Elhiraika and his co-author trace the African inflection
back to the end of the Cold War. In their view, once Africa’s authoritarian regimes
(which were more the rule than the exception until that time) lost their unconditional
support from either of the previously adversarial Cold War powers, and once they
felt pressed by the wave of political liberalization that radiated from Eastern Europe,
they started to surrender their grip on power. The movement towards more open and
competitive political participation in several countries led to the emergence of more

competent leaders, and the use of better policies that not only boosted macroeco-
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nomic management but also began to take into account the voices and interests of
previously marginalized groups. In fact, Devarajan goes so far as to suggest a causal
link between the introduction of competitive elections, more competitive exchange

rates, higher agricultural prices, and enhanced agricultural productivity and output.

Aryeetey believes that an environment more propitious to growth has been determined
crucially by the rise of a new civil society that has relentlessly applied pressure for

better governance in a number of African countries.

Most authors consider improved governance (evidence of which is provided in sev-
eral contributions), to be a fact of the new African reality, seeing it as both a result of
freer political participation and a chief cause of better economic performance. Bates
and Block, in their contribution, research rigorously this explanation for the African
recovery and find that indeed political liberalization caused changes in policies, not
least in agriculture, that boosted productivity and economic growth in many African
countries. For good reason, they allude to the relationship between political reform
and Africa’s economic revival as a robust finding, although they also warn that their

analysis does not explain all of Africa’s recent growth.

That unexplained residual makes it imperative to give proper attention to other
factors at play in the African shift, as stressed in various chapters of this volume.
A few of the authors are not shy about claiming that political changes in Africa—
with the concomitant improvement in economic policies—also gave rise to more
flexible attitudes on the part of foreign donors that then created more latitude for
homegrown reform efforts. The Heavily Indebted Poor Countries Initiative (HIPC),
which has provided debt relief to a number of African countries, may be seen as an
example of more accommodating donor policies responding to domestic political
and economic reforms. Wolfensohn is on target when he claims in his Preamble
that HIPC —by making resources available for better policies and not just to settle

old debts—really marked the beginning of a new era for Africa.

Lopes, Devarajan, and several others emphasize the impact that population growth,
urbanization, and a growing middle class have had on African demand for consumer
goods. Ncube argues that Africa’s demographic transition, by being delayed when

compared with other parts of the developing world, is now — and will be more so in
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the future -- a stronger source of economic growth for the continent than in those

other developing regions.

Thorbecke submits that two important features of Africa’s recent spell of structural
transformation and growth are a more orderly process of rural-to-urban migration,
whereby workers leaving agriculture have been attracted to more productive urban
jobs, and a gradual improvement in agricultural productivity itself. He concludes, at
least tentatively, that because of these two trends the continent’s ongoing transfor-

mation is a more inclusive social and economic process than in the past.

Of course, all authors in the volume recognize that external factors have played a
favorable role in Africa’s good economic performance. As the figures reported in
various chapters clearly indicate, by far the most important among those factors
are the spike in commaodity prices, which actually extended into a rather long cycle,
and the quantum leap in foreign direct investment. Commodity prices that doubled,
indeed tripled for some products, from their late 1990s levels, were bound to relax
the growth constraints faced by those African countries that happen to be resource-
rich. Not surprisingly, booming commodity markets in turn stimulated international
investment into those countries with natural resources. Thus, for a number of Afri-
can economies, the direct gain stemming from improved terms of trade has been
compounded by the benefit of much bigger flows of direct foreign investment. It is
suggestive that the stock of foreign direct investment in Sub-Saharan Africa has
grown almost tenfold since 2000." Asiedu and her co-authors provide an illuminat-

ing analysis of the key determinants and impacts of FDI in Sub-Saharan Africa.

Once it is acknowledged that commodity prices and foreign direct investment have
indeed played a role in Africa’s recent economic expansion, it is essential to point
to China’s impressive economic growth as one of the explanatory variables of such

expansion, as Kaberuka and others highlight in their respective chapters.

It would be impossible to explain the long commodity cycle from which many African
economies benefitted without also noting China’s demand for those commodities,
which has been spurred by that country’s own impressive economic growth. The
expansionary phase of the commodity cycle has been unusually vigorous thanks

to Chinese demand and this is clearly reflected in the trade figures between the
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Asian giant and its African partners. Brautigam’s contribution specifically deals with
China’s economic engagement with Africa. She reports that Chinese trade with the
continent multiplied more than tenfold between 2003 and 2013, reaching US$210
billion in the latter year. China’s FDI in Africa is still modest in size—altogether
US$25 billion at the end of 2013—but it has grown consistently at annual rates of 15
percent or more for several years. Were this pace to continue, the stock of Chinese
FDI in Africa would quadruple to US$100 billion by 2020. Brautigam comments that
Chinese officials consider that goal of FDI in Africa to be realistic, along with a level

of China-Africa trade worth US$400 billion by the same year.

Brautigam also reports that, in absolute terms, Chinese official development assis-
tance (ODA) to Africa is relatively small. However, the fact that more than one half
of China’s total ODA gets allocated to Africa is suggestive of the high priority that
Chinese diplomacy assigns to that continent, with a view to keeping it as an impor-

tant trading partner and investment destination.
1.2 How sustainable is the upturn in performance?

As the role that China’s explosive growth has played in Africa’s good economic
performance is brought into the picture, it is also fitting to start tackling the question
of how sustainable that performance is likely to be, in light of what is proving to be
a permanent slowing down of the Chinese economic dynamism. The double-digit
GDP growth rates that China sustained until the Great Crisis are now a thing of the
past as the country’s leaders not only admit to the slowdown, but also claim to be
planning assiduously for it. GDP growth of around 7 percent per year—still remark-

able—is the targeted new normal for the Chinese economy.

Slower GDP growth in China and in other large economies—some of which, including
those in the European Union, are still affected by the sequel to the Great Crisis—was
bound to have a significant impact on the international commodity markets, whose
super cycle most likely peaked in 2014. Almost certainly, it will be a while before
the resource-rich countries of Africa and of other continents again enjoy the ample
demand and high prices for their commaodities with which they were favored during

most of the last 15 years.
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Just like other developing countries—not a few of them in Latin America—that did
well while the super cycle lasted, the African economies are about to be tested to an
extent not experienced in more than 30 years. If reduced demand and lower prices
for African commodities are followed by slower African growth, then it will be evident
that the recent growth has been riding mostly on the shoulders of other economies’
successes. If this proves to be the case, then most African nations will have only
two roads ahead: either to sink back into mediocre economic performance, with all
its negative social and political consequences, or to embark upon more profound
processes of reform to provide for other engines of economic growth that would

allow them to continue making progress on the social front.

Taking the bad road would be most unfortunate, considering that even the rapid
growth of the last 15 years has failed to create the jobs needed by the vast numbers
of unemployed in Africa. This problem would get much worse in a slower economy
considering, as Page does, that many millions of young people will be entering the
labor market each year in the immediate future. It is also unfortunate because the
continent still confronts extremely high poverty rates. As Ndikumana reminds us,
Sub-Saharan Africa is the only part of the world where the number of poor people
has continued to rise despite its GDP growth, and where income, gender, and
regional inequalities are not only stubbornly high but generally rising. As Thorbecke
points out, next to Latin America, Africa has the worst income distribution in the
world. To these unfortunate facts, Ncube adds that Africa’s record in pursuing the
Millennium Development Goals is mixed and that several of the key 2015 targets

are likely to be missed.

Frankly, despite the growth momentum gained in recent years, one cannot discount a
scenario of renewed disappointment about Africa’s development. As the international
conditions turn less propitious, the structural weaknesses that persist in most African
economies become more restrictive of their capacity to grow. As a number of authors
highlight and document forcefully in this volume, some of those weaknesses, far

from being solved, have become more acute over the recent period of fast growth.

The clearest, and most worrisome, expression of the continent’s structural weakness

is, as Mbaye and his co-authors stress in their contribution, the dualistic (formal and
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informal) nature of most African economies. The informal sector comprises economic

activities outside the fiscal system and other legal regulations.

According to Mbaye and his co-authors, in the low-income countries of Africa the
informal sector generates half of national output, 80 percent of total employment,
and 90 percent of new jobs. The problem with these large shares is what they imply
for those economies’ growth potential, productivity, quality of employment, income

distribution, and fiscal revenues.

People working in the informal sector are either self-employed or working in busi-
ness units employing very few people. Although some informal economic activities
and units may be part of a vast informal commercial network—in some cases even
an international network—they must keep themselves small to remain “outside
the radar” of taxation and regulation. When marginalization from the legal system
is put together with small size, the results, practically automatic for each informal
business unit involved, are lack of legal identity, little or no capital, isolation from
formal sources of credit and technology, and very limited markets, all of which lead

structurally to very low productivity per worker employed.

Ramachandran reports that, compared with other regions, Africa has a larger share
of firms at low levels of employment—reflecting the prevalence of informality. Fur-
thermore, the employment numbers in larger firms tend to be smaller in Africa than
elsewhere. The dynamics of employment duality are also of great concern. There
is evidence that, at least until 2005, labor in African countries shifted from high- to
low-productivity activities. The share of employment in agriculture and services,
where informality is dominant, has risen while that of industry has fallen, so much
so that the share of manufacturing in GDP declined across Africa from 16 percent

in 1980 to just above 10 percent in 2010.

When jobs are created mostly in the informal sector where, as explained, productiv-
ity is structurally the lowest, the impact on GDP growth from the incremental use of
the labor force is much lower than it could be. Lower value added also means lower
incomes for workers absorbed into informal activities. And, if these workers make
up the overwhelming majority of the labor force, their constant or increasing share

in employment may also become a driving force for worsening income inequality.
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The fiscal implications of economic duality are significant because, as Mbaye and
his co-authors explain, the formal sector shoulders a disproportionate tax burden. In
Africa it is not uncommon to find that large formal enterprises provide more than 95
percent of tax revenue, while firms in the informal sector contribute even less than
3 percent, a figure totally inconsistent with their 50 percent share of GDP. Those
authors describe a vicious cycle in which increasing taxes and fees are charged
to a dwindling formal sector, leading some of its constituent firms to either close or
become informal, thus making public finances even more dependent on a narrow-

ing revenue base.

Since formal enterprises, for practical purposes, are the only source of fiscal rev-
enues in many African countries, they obviously carry a burden that makes them
less likely to be internationally competitive. This circumstance is aggravated by the
rather paradoxical fact—considering that African per capita incomes are among the
lowest in the world—that wages and unit labor costs are relatively high for African
firms operating in the formal sector. In this respect, the figures reported by Ram-
achandran are striking: after controlling for firm characteristics and country effects,
African firms pay a wage premium of 50 percent. Even small firms (fewer than 20
workers) in Africa pay higher labor costs relative to GDP than do large firms located
in comparable developing countries. Unlike in other countries, where firms with lower
capital-labor ratios pay less than firms with higher capital intensity, in Africa the cost
of labor seems to be almost invariant to the capital intensity of each formal firm. This
inelasticity of labor cost to each firm’s size and capital intensity strongly suggests

that significant regulatory rigidities exist in the formal labor markets.

In many African countries the bias against employment in the formal sector is
reinforced by trade policy. As also explained by Mbaye and his co-authors, large
disparities in import tariffs and other trade restrictions between neighboring coun-
tries, which persist despite many regional integration attempts, give rise to mas-
sive merchandise smuggling, an activity that, being illegal, obviously relies—at
least at the retail level—on informal businesses that crowd out formal ones from

the market place.

Of course there are many other factors underlying the sharp duality of the African

economies. Some of our authors list factors such as overvalued exchange rates
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that raise the cost of wages; poor infrastructure that, among other consequences,
causes the highest transport prices in the world and an insufficient supply of electricity,
posing one more obstacle to formal firms’ ability to flourish; barriers to competition
that exacerbate the high cost of transport and other important services like banking
and telecommunications, discouraging the creation of new formal businesses; and
an insufficient and inefficient investment in human capital, that partly explains its

relatively high cost.
1.3 Governance

There are other structural weaknesses in Africa’s evolution, but perhaps the one
that offers the greatest challenge may be the political one. Despite the amazing
strides towards democracy achieved in many parts of the continent since the 1990s,
it is also true that the healthier political conditions realized in no small number of
African countries are still somewhat fragile. Bates and Block submit that powerful
forces are at play in Africa that seek to reverse the political reforms that allowed an
improvement in government policies and the recent good economic performance.
In support of this claim, they report that in a large number of countries where term
limits for the chief executive were adopted during the time of political reform 20 or
25 years ago, those limits have been removed, or at least there has been pressure
to have them abolished or extended. They also point out that according to repu-
table sources, a number of African states have regressed recently to lower levels

of political and civil liberties.

Kaberuka warns that overemphasis on the power of the ballot, without mechanisms
to effectively distribute power to the people, is at the root of the political volatility
observed recently in Africa. He questions the value of having countries unthinkingly
adopt Western multiparty democracy, if this encourages corruption and perpetu-
ates politically fragmented and unequal societies and does not deliver clean and
accountable governments. He is not prescriptive about the alternative modalities
of government that may be warranted, stating only that Africans must decide for
themselves what kind of democracy they need to sustain economic growth, but
his essential concern about the fragility of Africa’s polity and governance is to be

taken seriously. In that respect, experiments to find better ways to increase citizens’
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participation in the electoral processes of the kind undertaken — and reported in this

volume — by Wantchekon are potentially of significant value.

Equally, Oduor and his co-author’s econometric analysis of African growth reversals
is pertinent. He finds that improved democracy reduces the probability of growth
reversals and that it also cushions an economy from reversals during episodes of
economic instability. Perhaps not surprisingly, he also finds that civil war is the factor

contributing the most to growth reversals.

African leaders and other political actors should be constantly reminded —as Wolfen-
sohn’s Preamble does for us—of how crucial preserving and strengthening gover-
nance continues to be for Africa, particularly as it pertains to the issue of corruption.
Shapiro and his co-author extend this point forcibly. They argue persuasively that
any discussion of African development would be incomplete without the proper
attention to corruption, for corruption continues to impede the rule of law, good
governance, and state building. They make the strong point that political alternation
is vital to combating corruption. That is why, among other negative consequences,
any democratic reversal that reduces the chance of alternation would make the

pursuit of development more difficult.

Kaufmann tackles, also with serious concern, another aspect of governance that is
crucial for the development of not a few African countries: that of natural resource
governance. He documents that most resource-rich countries, certainly those in
Africa, have substantial deficits in governance that cause poor management of
those resources, with the consequence of excluding the poor from the benefits of
that wealth. He predicts that on present trends the proportion of poor people living
in resource-rich countries will have increased from 20 percent in 1990 to 50 per-
cent by 2030. He perceives corruption to be at the root of this worrisome trend but
warns that corruption is itself the symptom of a broader institutional weakness and
governance failure. This circumstance, afflicting many resource-rich countries, must
be tackled and a good place to do so is in the management of those resources for

true development purposes.

The fact that a significant proportion of natural resources are not properly used

in many African countries should be very worrisome, but it must also be seen as
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an opportunity for the continent’s future development as Acquah submits, even
suggesting — perhaps too optimistically — that revenues from natural resources
properly managed could reach 400 billion US dollars a year, an amount which is
eight times Africa’s development aid receipts. Better governance and management
of those resources, not an impossible task, can be the lever toward new economic
activities—not only in the processing and refining of those commodities but also in
downstream industries, thus rendering higher GDP growth and enhanced genera-
tion of better quality jobs, along with the enlarged fiscal revenues that are so greatly

needed to finance the necessary physical and human infrastructure.

Adam’s contribution, on Tanzania’s opportunities and challenges stemming from
its potential natural gas reserves, proves very effectively that a judicious conjunc-
tion of insights from the development and optimal exploitation of natural resources
literature can be used to provide a set of concrete principles of unquestionable

value for policy makers.
1.4 Agriculture

Africa does not only have hydrocarbons and minerals as natural resources. As
Elhiraika and his co-author stress, the continent is also home to 60 percent of the
world’s uncultivated arable land. This fact, together with the circumstance that agri-
cultural productivity is still lagging in most African countries, strongly suggests that
in this sector another huge reserve for development still resides. A number of our
authors emphasize the role of agriculture as one of the renewed sources of growth
that will be needed if Africa is to sustain its good overall performance of the last 15
years. As several authors explain in their respective chapters, agriculture is crucial
considering that a large proportion of the population (around half a billion Africans)
and around 70 percent of the poor are still rural. Leaving agriculture for other eco-
nomic activities and urbanization alone will not solve the still growing problem of

poverty. This huge challenge must also be tackled within the agricultural sector itself.

Given that Africa’s agricultural value added per worker still lags behind that in other
regions of the world, McArthur rightly observes that most African countries will need
to raise agricultural productivity significantly if they are to be able to achieve widely

distributed economic gains. He explains that in order to achieve the desired rise in
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productivity it will not be enough to increase yields per hectare through modern seeds
cultivated with sufficient fertilizer. Rather, a multiplicity of other policy interventions
would have to be implemented, ranging from lowering transport costs—through
deregulation and better infrastructure —to expanding credit in rural areas and mak-

ing reliable and low-cost energy available to agricultural producers.

Dryden agrees that the goal must be to have sustainable and substantial productiv-
ity gains in African agriculture, as an indispensable condition to keep high rates of
economic growth, achieve an inclusive economic transformation, create jobs for
the youth, and enable dramatic poverty reduction. Based on the work done by the
remarkable Bill and Melinda Gates Foundation, he submits that the right strategy
to pursue that goal must focus on smallholder farmers; key geographies; key staple
crops and livestock; identification, diffusion, and adoption of key technologies and
practices; and the development of comprehensive regional food systems comprising

both the demand and supply sides of the agricultural supply chain.

Omiti and his co-author, too, believe in the importance of looking at entire agri-food
systems rather than paying attention only to the supply aspects of food production.
A holistic approach requires actions comprising natural resources, social networks,
and maintenance of diversity in genetic resources and farming techniques, as well
as policies that create conditions for effective governance. Furthermore, in their
view, special attention should be dedicated to policies aimed to reduce drastically
food losses and food waste. Globally around one third of the food produced in the

world is lost or wasted.

Quite pertinently, Udry warns analysts and policymakers about the pitfalls of follow-
ing rigidly general prescriptions when pursuing higher yields and productivity in the
African agricultural sector. Reporting on several randomized controlled experiments
to provide support to small African farmers, he concludes that interventions, to be
successful, must take into account heterogeneity on the ground—and also that pro-
posed interventions must be tested before being widely applied. A corollary of that
conclusion is that large-scale programs that are introduced from above and purely
state-led are likely to fail. The experiments reported by Udry do provide however

strong support for the validity of a general proposition: that markets with prices, and
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the returns that small farmers may expect to earn from them, do count in determin-
ing yields and productivity. Nyarko arrives basically at the same conclusion. Relying
on multiple interviews of African farmers he asserts that market opportunities are
seized whenever they are available. He claims categorically that if farmers can find

markets for their products, they will figure out the rest.
1.5 Participating in global supply chains

Although all authors would agree that increasing both output and productivity in
agriculture would go a long way toward keeping the African economies moving
forward, and allow them to abate poverty more significantly, some would also argue
strongly that developing a dynamic manufacturing sector is also a must to achieve

the necessary sustained growth.

One reason for this position is that, as Thorbecke and others point out, until now
workers leaving the rural sector have been moving into informal sector jobs in
services instead of into the formal manufacturing sector, where higher productivity
and incomes are to be expected. And, of course, there is also the demographic
factor already mentioned. Looking forward, Ncube and Bhorat insist that Africa
will be a chief driver of growth for the global population and consequently for the
global working-age population. Bhorat reports estimates according to which Africa’s
working age population will increase by 70 percent over the next 15 years—posing
a huge challenge that can hardly be overcome without fast growth in manufactur-
ing activities. These and other considerations make a number of our contributors
advocate active policies to foster African industrialization. Lopes goes so far as to
suggest the adoption of “smart” protectionism, but he rejects “crude” protection-
ism and states that the import-substitution industrialization model used in Latin
America or the export-oriented one used in South East Asia are no longer options
for Africa. Fortunately, in the view of Lopes and other contributors, the fact that
those options are no longer available should not be an insurmountable obstacle for
Africa’s industrial development given the fundamental change that has been taking
place in the pattern of production and trade across the world and consequently in

the international division of labor.
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Lopes, Cattaneo, and Page, in their separate contributions, adhere strongly to a
relatively new view, best articulated by Richard Baldwin (2013), on the development
implications of an essential feature of contemporary globalization: the economic
feasibility of unbundling complex production processes. As computing and telecom-
munication capabilities became cheaper and enormously potent—a phenomenon
known as the Information Technology (IT) Revolution—it became economically
attractive, in the presence of already inexpensive transport costs and lower impedi-
ments to cross-border trade, to separate previously integrated and concentrated
production processes, making international supply chains feasible and profitable.
Production dispersion in internationalized supply chains has become cost effective

and, in many cases, the only way to be competitive.

Before the unbundling of production, industrialization was about economies of scale
as well as vertical integration and clustering of production processes. Consequently,
building a competitive industry required a deep industrial base, a condition histori-

cally achieved by only a small number of countries.

Nowadays, by assimilating off-shored links of the supply chain, developing coun-
tries can industrialize more rapidly without waiting to build the deep industrial base
formerly required. Thanks to the unbundling and to off-shoring complex production
processes, nations can industrialize not by building an industry in its entirety but

by joining a supply chain, making industrialization, in principle, faster and easier.

Our contributors believe that this circumstance is what gives Africa a real opportunity
to industrialize despite being such a conspicuous latecomer to that process. But
they are not naive about the preconditions for the insertion of African economies into
global supply chains. Fulfilling a set of conditions is indispensable if the objective
is to enhance the income and employment stemming from agricultural activities by

moving up the global and regional value chains in the agro-food sector.

As Cattaneo explains, achieving that movement is not only about capacities in the
agricultural sector, but also about the availability of efficient ancillary services, includ-

ing transport and logistics. In fact, Cattaneo believes that the new industrial model,
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by virtue of decomposing production into a multitude of tasks—many of which are
pure services not physical inputs—offers Africa the potential to develop a formal
service economy, linked to modern manufacturing, that would provide many more

and much better jobs for the young labor force.

For this opportunity to materialize, much more must be done to improve the conti-
nent’s human capital. Devarajan opines that despite the sizable resources spent by
African taxpayers and donors alike on health and education, they have little to show
for it. This opinion may be too harsh, but it reflects a valid concern about whether
the human capital deficiencies in Africa are a chief obstacle for further development

if not addressed properly and more effectively.

There is also, of course, the challenge of not having the essential physical infra-
structure—which is much needed under any circumstances. Despite the progress
of recent years, it is hard to see how the African economies can insert themselves
or move up in the global value chains without better provision of electricity, telecom-
munication capabilities, and infrastructure for transport—roads, railroads, airports,
and ports. As Devarajan also reports, exporters from Africa pay some of the highest
transport prices in the world. He argues that the poor state of Africa’s infrastructure
would not be remedied by simply building new infrastructure, but will also require
dismantling the entry and other competition barriers and regulations that have pro-

vided huge rents to a few at the expense of the many.

For African firms to have a serious chance to be part of global value chains, it is
also imperative that their governments move decisively to lower trade barriers, both
among their economies and with respect to the rest of the world, and deliver at last

the long-promised African economic integration.
1.6 Conclusion

The contributors to this volume provide reasons to be both optimistic and troubled

about Africa’s development prospects.

There are reasons for optimism because most African economies have come a
long way from the rather disastrous situation that afflicted them for a long time.

Although none of the authors would dismiss the role that key favorable external
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conditions have played in Africa’s recent fast growth story, their analyses reveal
that much credit should also be given to homegrown domestic conditions and to
decisions taken by Africans themselves to overcome the economic, social, and
political stagnation they endured from the second half of the 1970s well into the
1990s. The fact that the economic and political fundamentals that lie at the root of
recent successes are essentially an African construction should make us believe
that the newly acquired resilience is likely to be sufficient when tested by a less

propitious international environment.

That sufficiency in resilience is likely but not certain. Recent setbacks in countries
like South Africa, Ghana, and Nigeria, not to speak of those that have suffered the
Ebola outbreak and many other disappointing examples, illustrate how uncertain
the African take-off still is. Alongside their reassurances, our contributors provide
a host of reasons to be concerned about the solidity of some aspects of the recent
African progress. They all seem to agree that now that the external environment
brings significant headwinds to African growth, like declining commaodity prices
and slower growth in key trading partners, most countries in the region will need to
reinforce or even redesign a number of their strategies and policies with a view to
fostering employment and productivity across their economies while reducing their
economic duality. The challenge is not only to make sure that some of the basic
macroeconomic fundamentals are restored to the condition they were in before
the global economic turbulence of recent years, but also to embark on a structural

transformation that goes well beyond the efforts applied over the last 20 years.

The most significant transformation needed in Africa consists of strengthening, and
in some cases building, the institutions without which no lasting development will
be possible. This view is clearly voiced by Dercon and his co-author who also sug-
gest that foreign aid must be used actively to promote such institution building. One
could add that among all the necessary institutional reforms, the most urgent and
important are those pertaining to the rule of law. To make African growth inclusive
and thus give it additional sources of dynamism, the playing field must be leveled
for all Africans and this task starts with a system that provides justice and security

for all, not just a few, of the African people. This ambitious but necessary step would
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lead to more accountable and responsible governments and would help a lot to
further unleash the immense potential of the African people towards the develop-

ment of their nations.
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2. Africa’s Policy Choices in an
Era of Rapid Growth

Donald Kaberuka

African Development Bank

Africa is undoubtedly the most discussed continent currently. The discussions mainly
center on her impressive economic performance and whether the growth can be
sustained. There are three main views on Africa’s growth sustainability. First, there
are people who think that Africa is rising because the factors driving today’s growth
are different from those that drove growth in the previous decades. The second view
is that “There is no country called Africa”: that African countries are heterogeneous,
with different economic structures and human and physical endowments, so that
we cannot expect Africa to behave like a single country. The third view is that “We
have seen this over-optimism about Africa before” and it is only a matter of time

before the bubble bursts.
2.1 Rapid growth with no structural transformation

Among these contestations are facts that are known and incontestable. First, itis a
fact that Africa has recorded very impressive growth in the past decade. Sub-Saharan
Africa’s average growth rate stood at an impressive 5.2 percent between 2000 and
2013. Growth has however varied by region and production structure. The West
African region led the pack at 6.84 percent over this period, followed by East Africa
at 6.40 percent and Central Africa at 5.41 percent. Southern Africa grew at 4.49
percent and North Africa at 4.47 percent, mainly because of the effects on South
Africa of the global financial crisis and the effects on North Africa of the Arab Spring.

Net oil exporting countries grew by 5.77 percent while net oil importers grew at 4.55
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percent. Real income per person has also increased—by more than 30 percent in
the last decade. Post-conflict countries posted growth of 6.6 percent while fragile
states grew by 3.6 percent over the same period. There has been improvement in
key welfare indicators as well. Poverty rates are falling, though still high. Between

1999 and 2012, Africa’s average poverty rate fell from 58 percent to 43 percent.

Second, it is incontestable that Africa’s growth is happening with no meaningful
structural transformation. There is no reallocation of resources from low productivity

areas to high productivity areas.

Third, the factors that are driving African growth are well known. Some of these
include increased population growth with attendant increased aggregate demand,
and macroeconomic management that has tremendously improved, compared
to a decade ago, and has largely come with supportive policies for private sector
growth. Instances of political instability have been drastically reduced in the con-
tinent. Political governance and the rule of law have been strengthened and this
has increased economic accountability. Africa has been opening up to international
trade and investment. Natural resources are booming, notably as the result of the
demand for minerals and oil from Asian countries, including China. We also see
greater regional economic integration and improved inflows including of foreign

direct investment and remittances.
2.2 Constraints on growth

But masked in the growth story are what one could call Schumpeterian forces work-
ing behind the scenes and affecting Africa’s growth. First, Africa is starting from a
disadvantaged position on several fronts due to the effects of colonial rule. One of
these is ethnic fragmentation, which started with the colonialists. Recruitment into
the military and civil service by the colonial masters largely followed ethnic leanings,
with those groups who were considered allied to the colonialists given privileged
access to education and administration. This was the case with the Kamba in Kenya,
Tiv in Nigeria, and Acholi in Uganda. Those who were considered less cooperative
were neglected and punished for being unruly and generally left out of government

(Young, 1994). Ethnic fragmentation has continued to haunt Africa to date.
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In addition, many observers characterize colonial rule in Africa and indeed other
parts of the world as an era of “wealth drain” and substantial outflow of financial
resources. For instance, the so-called “home charges” levied by the British constituted
an official transfer of funds from the colonized to Britain in the form of debt service,
pensions, and purchase of military equipment, etc. Government procurement of
civilian goods and armaments was mainly done from the colonists without any effort
to develop industrial capacity in the colonized countries to produce them locally.
Most of the colonial surpluses were repatriated by the metropolitan countries in the
form of interest repayments, salaries, and pensions, and this limited indigenous
capital accumulation and prospects for growth (Bertocchi and Canova, 2002). The
colonialists in most cases left no meaningful industrial and infrastructure base in

place to help Africa jump-start her growth.

Second, we have heard many times about the prevalence of conflict in Africa without
going back to history to try and understand the dynamics. The Cold War in the 1960s
and the resulting global competition between the superpowers and the consequent
search for allies/proxies in the developing world could be cited as the main seed of
conflict in Africa. Angola for instance became a battleground for the superpowers
during the Cold War. On the one hand the USSR and Cuba were supporting and
arming the Angolan government while on the other hand the USA and South Africa
supported the UNITA rebels. In many other cases, the superpowers’ economic and
military support to various governments and rebels in Africa exacerbated the civil
wars that engulfed the continent (McWilliams and Piotrowski, 2005). This trend was
to continue long after the Cold War ended. Before the Cold War, Latin America was
more synonymous with conflict than Africa but this changed with and after the Cold
War. The effects were long term and Africa is still trying to get out of the circle of

civil strife.

Third, Africa has lost her policy space as a result of conditionalities and rules imposed
supposedly to increase free-market forces. Gallagher (2006), for instance, estimates
that of those World Trade Organization rules introduced between 1995 and 2005 that

included requirements for tariff reductions, more than 25 percent shrank developing
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countries’ policy space, leaving these countries limited capacity to generate domestic
revenues. In Uganda, for instance, tariff revenues are estimated to constitute up
to 40 percent of tax revenues, and slashing them not only limits the ability to foster
new industries but also eliminates an important source of funds for financing social
programs. At the end, Africa has lost her capacity to export anything meaningful

and compete in the world stage.

Fourth, western style democracy has been a pre-condition for African countries
seeking foreign aid and loans—with the presumption that democratic values are
alien to Africans. What is not told normally is that democratic values have long been
indigenous to Africans. The prescriptive nature of the democratic values required
of Africans by donors can be compared to what Rudyard Kipling characterizes in
his poem the “White Man’s Burden,” as helping a degenerate race, incapable of
development and civilized behavior. But, looking back, Western multiparty democracy
does not seem to work for Africa. Some African heads of state formed more than
100 parties in their countries to satisfy donors. But there was overemphasis on the
power of the ballot without a mechanism to distribute power to the people. This situ-
ation has created a constituency of serial losers. It has increased political volatility
because the losers feel the system is rigged against them. Other than encouraging
low participation in the electoral process, such a system also lowers the threshold
for violence from a constituency that has very little to lose. It encourages corruption
and perpetuates a politically fragmented and unequal society. What we must learn
from this is that there is no standard form of democracy. Africans must be able to
decide for themselves what kind of democracy they need to boost economic growth.
What Africa needs is clean government that delivers services and is accountable to

the people—even if it does not necessarily resemble Western democracy.

Looking ahead, for Africa to sustain its economic growth momentum it needs to
confront important challenges. With a birth rate of about 3.9 percent per year,
Africa needs to grow by more than 7 percent to sustain the increase in population.
Massive infrastructure deficits in the continent need to be filled. The private sector
is still poorly developed and largely underfinanced, with few projects embodying
public-private partnerships (PPPs). There is too much dependence on the natural

resources boom, and a failure to consider a future without natural resource rents.
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Political instability still stalks the continent, with the return of autocratic governance
in several states. The absence of inclusive growth—in the face of increasing pros-
perity for some groups and regions —is leading to dissatisfaction in many countries.

And corruption remains one of the main impediments to investments into Africa.

Yet, there are also tremendous opportunities that Africa can take advantage of.
African economies rank among the most resilient in the world, due in part to their
low level of integration with global financial markets. Africa boasts a large and
youthful consumption base and high domestic demand, providing a huge market
for goods and services. African financial assets also offer high risk-adjusted returns
and other forms of investments. Lastly, for investors the financial crisis exposed the
potential of making Africa the destination of choice, because it can provide assets
whose values have low correlation with the volatile traditional investment markets

in developed countries.
2.3 Three essentials for transformation

To achieve transformation, Africa must focus on three main things. First there is an
urgent need for Africa to develop her infrastructure. This is not a new message for
us at the African Development Bank. Second, Africa must focus more on economic
integration, going beyond political integration. Trade among the East African countries,
for instance, constitutes 25 percent of their total trade. Africans can and should take
advantage of the large markets that economic integration offers. Third, Africa must
move up the value chains. For example, the minibus is commonly used in most
African countries and has different names in each country: dala dala in Tanzania,
matatu in Kenya, etc. Why can’t Africa start producing this good that is in demand

in most African countries, with each country producing a part of the whole?

The African Development Bank is already leading innovative ways of funding Africa’s
infrastructure gap. Already, 60 percent of the Bank’s portfolio is in infrastructure
with energy development taking the lion’s share. We have also recently launched
Africa50, a dedicated infrastructure fund. African governments must put in place
deliberate policies to improve infrastructure. The Bank has emphasized in its ten-
year strategy the need to focus on governance and accountability, with a particular

attention to fragile states. All efforts must be put in place to make Africa peaceful
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and accountable. On private sector development, the Bank has over the last few
years enhanced and ramped up its financing for Africa’s private sector tenfold.
We have decided to go where others fear to tread, in order to open the doors. We
are encouraging PPPs in a number of our projects. The Bank is providing robust
risk-mitigation instruments, including partial risk guarantees which reassure the
sponsors and unlock financing for complex projects. We are leading the way in
deepening capital markets to mobilize Africa’s own savings. The Bank is leading
discussions and efforts to have Africa enter global value chains, especially in the
field of natural resources. This is in fact the theme of our annual meeting this year
in Kigali, Rwanda. To deal with inequality, we are aggressively embedding inclusive
growth in our projects and have made inclusive growth (along the gender, age, and
geography dimensions) one of the five pillars of the Bank’s ten-year strategy. Africa

must embrace inclusiveness to sustain growth.
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3. Industrialization: The Good
Road Ahead

Carlos Lopes

United Nations Economic Commission for Africa

3.1 Introduction

The title of this colloquium, “Africa at a Fork in the Road,” echoes the expression
used by Secretary-General Kofi Annan, just over ten years ago when he proclaimed
to the UN General Assembly (September 23, 2003): “Excellencies, we have come
to a fork in the road. This may be a moment no less decisive than 1945 itself, when
the United Nations was founded.” Annan was conscious that deep divisions among
UN member states, coupled with a multitude of new and more complex challenges,
called for a review of common rules of engagement. Although he used the word
decisive he obviously was worried about the indecisiveness that could result from

prevailing polarizing views and interpretations.

But today there are no reasons to think that Africa or its leaders are indecisive about

the road ahead.

Africa is making the right choices for itself, even though some of these may not be
well strategized or well planned. At the African Union Summit of 2013, which cel-
ebrated the 50th anniversary of pan-African institutional history, the tone was about
the need to avoid repeating mistakes, and to prepare for the next 50 years with a
vision and agenda that will make sure Africans claim their share of the global fortunes
by 2063. The same boldness is perceived in the elaboration of Africa-specific goals,

or in the negotiation of some key partnerships. A flurry of intra-African initiatives is
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keeping policymakers busier than ever before. Thirty two countries are engaged in
prospective studies. The vast majority of peacekeepers in Africa are from within the
continent. Most of the economic debates center on domestic resource mobilization,

arresting illicit financial flows, or better use of investment streams.

The macroeconomic indicators are the best since Independence. At the turn of the
Millennium, Africa’s GDP was US$600 billion; in 2013 it had jumped to US$2.2 tril-
lion, in one of the fastest growth trajectories in history. In comparison, China took
twelve years to double its GDP per capita, India seventeen years, and the US and

Germany between thirty and sixty years.

Structural transformation now dominates the continental discourse of African lead-
ers. That means a clear realization of what has not happened—as reflected in low
agricultural productivity, a contraction of value added in manufacturing, limited

poverty reduction, and lack of jobs and inclusive policies.

Today, then, the fork in the road for Africa points to one direction and one choice:
the need to use the favorable winds to achieve economic transformation, and to

accomplish this through industrialization.
3.2 Learning from others

In order for Africa to grow and transform there is need to have a clear understand-
ing of the times. Africa is not new to the business of transformation. But Africa must
nevertheless innovate in the business of transformation. Lessons from many parts

of the world will help Africa avoid mistakes and become sophisticated.

Prato, a small town in Italy, was once hailed as that country’s textile capital. In the
last 20 years a surge of Chinese investment brought to the heart of this European
town 50,000 Chinese workers churning out “made in Italy” fashion items with labels
ranging from Fendi or Salvatore Ferragamo all the way to low-cost Zara or Topshop.
Their speed, efficiency, and high productivity are a force to be reckoned with. This
growing community has turned around all the rules of once-quiet Prato, with some

observers accusing China of exporting a sweatshop.

Mexico’s maquiladoras are another phenomenon of contemporary economic pat-

terns. A maquiladora s typically defined as a free-trade-zone manufacturing opera-
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tion in which factories import material and equipment, on a duty-free and tariff-free
basis, for assembly, processing, or manufacturing, and then export the assembled,
processed, or manufactured products back to the country where the raw materials
originated. In Tijuana, Mexican workers know all about their dependence on the
investment and exports taking place across the border to the US. During the years
of receding demand from the big neighbor, 300,000 jobs were lost to competitors
far away in Asia. However, recent rising labor costs in Asia have made Mexican
workers competitive again. Exports from Mexico grew 50 percent between 2009 and
2012, to US$196 billion. By comparison, Africa’s total manufacturing exports are
just US$91 billion, the same as Thailand’s. What is new in Mexico is that Chinese
investors supplied part of the surge of US$7.4 billion investment in the maquiladoras
in 2012. They are encouraging the maquiladoras to pursue a shift to the more lucra-
tive automotive industry. One state to benefit from this investment is Guanajuato,
whose growth is set to accelerate considerably. There have been announcements
of sourcing expansion by firms such as General Motors, Ford, Chrysler, Honda,

Mazda, Nissan, Audi, and Volkswagen.

In China itself the manufacturing of electronic goods has captured the world’s imagi-
nation. Most of the devices and gadgets we use are assembled by Foxconn, the
largest operator in the field, employing more than half a million workers. Foxconn
is the world’s biggest contract electronics manufacturer with clients such as Apple,
Dell, HP, Microsoft, and Sony. It has decided to build a plant in It4, near S&o Paulo,

that will eventually employ 10,000 workers in a half billion dollar investment.
What are the lessons for Africa from these stories?

The changing landscape of international trade and investment has completely
overhauled our understanding of global value chains. Since the 1980s there is a
growing trend for enterprises to spread across several countries for the different
stages and activities of the production process. There is no longer any single firm
that produces any product from A to Z. Production is certainly no longer limited by
physical borders. The value of patents and intellectual property is more substantial
than the value of physical goods anyway. Complex and innovative financial systems,
capital and venture arrangements, and global standards and dispute-settlement

mechanisms have all contributed to a world where crude protectionism does not
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work. However, everybody seems to practice smart protectionism, better defined
as the ability to make the rules work for you and outsmart the systems in order to

attract investment, equity, and markets.

Previously countries had to develop strong industrial bases before they could trade
and compete globally. They can now insert themselves into specific segments
and sub-sectors of global production processes. The rise and expansion of global
value chains is not primarily due to increasing trade in goods—rather it is focused
on technology, finance, investment, and other modern services. For example, this
can be seen in the comparative advantage exercised by China in Prato, not only
because of cheap labor, but also because the Chinese have the ability to quickly
produce and alter production patterns overnight. The main focus of industrialization

in the 21t century is innovation and flexibility.

This leads to a second lesson. The requirements for industrial policy development
are different today than in the 1970s. Key changes include the fact that economic
policy has become open and comparable across regions and countries like never
before. Interested groups want to be part of and contribute to the design of inno-
vative multi-sector strategies. Instruments of economic policy have also changed
significantly, from an overwhelming reliance on administrative direction to a greater
emphasis on modifying market processes through taxation, subsidies, and public
expenditure measures, in order to correct market imbalances. In addition, industrial
policy development has become more polycentric and eclectic, simultaneously

pursuing a variety of objectives rather than just promoting rapid growth.

The industrialization models of import substitution used in Latin America, or the
Southeast Asian export-driven model, are no longer an option for Africa. The Asian
model, in particular, was based on the premise of mass production with cheap labor
and great absorptive capacity and significant resource savings. Africa as a latecomer
will find that this niche is occupied and mostly gone, even if its attractiveness could

be taken into account.

Indeed the third lesson is that Africa has to fight for a level playing field, under adverse

weather. The current trade and climate-change negotiations are not in its favor. Take
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the example of agriculture. Some of our cotton farmers, like the Burkinabe for lint
or the Egyptian for processed cotton, have achieved high productivity but cannot
compete against the subsidies on developed countries’ farming. The subsidies are
officially gone in the categorizations of the WTO, but they are replaced by equal or
higher amounts, through a battery of environmental and insurance premiums that
blurs the frame. If agriculture must play a fundamental role in Africa’s structural
transformation, given that 60 percent of the labor force is employed in that sector,
a mammoth internal effort is needed to increase productivity and take advantage

of our enormous reservoir of unused arable land.
3.3 Strategies for moving forward

External factors are equally pertinent. The international trading system is not helping
Africa industrialize, but that is not going to change easily. Africa needs to strategize

to confront the reality head on.

First, Africa must use its bargaining position by maximizing the demands for value
addition in the commaodities in which it has a dominant position. Africa is home to
12 percent of the world’s oil reserves; the world’s largest renewable energy poten-
tial; 40 percent of the world’s gold; 80 - 90 percent of the world’s chromium and
platinum and 70 percent of its coltan; 60 percent of the world’s unused arable land;
17 percent of the world’s forests; and 53 percent of the world’s cocoa, produced by
two countries—Cote d’lvoire and Ghana—alone. Resources such as these should

be leveraged.

Second, as a latecomer, Africa is not locked into any technology preferences; it can
follow a green and clean energy pathway and leapfrog over old carbon-intensive
industrial models. The growing awareness of environmental degradation and climate
change is giving rise to new research and development priorities, like clean energy
technologies, that could be scaled up rapidly. The continent is well positioned to
absorb, adapt, and build on the vast quantities of scientific and technical knowledge
already available. Its vast hydropower, geothermal, biomass, wind, and solar power
potential is an amazing asset. For example, only 5 percent of Africa’s hydropower

potential has been exploited.
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Third, Africa should focus on its domestic consumption. Africa’s rising population
growth, growing middle class, and rapid urbanization trends will continue to raise
demand for consumer goods. Agribusiness, particularly processed food, holds the
key to meeting this demand. The shift from primary production towards modern,
integrated agribusiness provides a lucrative opportunity for a large number of small-
holder farmers, the majority of whom are women, as well as for generating modern

jobs for the continent’s youth. Africa cannot continue to import yoghurt or toothpaste.

Fourth, industrialization can and should be inclusive. It should avoid having build-
ings collapsing with sweatshop workers trapped inside, or migrants dying in the
desert or sea. That means paying huge attention to the drivers of an integrated

model—mostly the small and medium-scale enterprises.

Fifth, promoting greater regional integration across Africa is an imperative. The scope
for regional integration is still largely untapped due to both tariff and non-tariff barriers

to intra-African trade. Africa’s transformation will require renewed and bolder efforts.
So what are Africa’s chances going forward?

Key drivers for Africa’s transformation arise from the continent’s formidable growth
record, improved economic governance, an export boom, and rising commodity
prices. A growing class of new consumers has brought about a rise in domestic

demand, spurring increased public spending and private investment.

In addition, steady progress is being made in tackling some key social challenges.
Most countries have achieved universal primary enrolment, with rates above 90
percent, and half of African countries have achieved gender parity in primary school
enrolment. Health has also seen major gains, with a 38 percent decrease in under-five
mortality. Similarly, the maternal mortality rate declined 42 percent over the period
covered by the Millennium Development Goals, and adult HIV/AIDS prevalence

rates declined from 5.9 percent in 2001 to 4.9 percent in 2011.

A new brand of Africa is emerging; one that exudes confidence and attractiveness
for investments, and has considerably lowered risk, with investment reaching US$50

billion in 2012.
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But, there is a but...Africa still needs to move from 5 to 6 percent average annual
growth to the magic 7 percent, which is the minimum required to double average
incomes in a decade. There is still a long way to go as poverty remains high, access

to social services weak, and pervasive conflict undermines gains.

Africa therefore needs policy tools and economic enablers. The commonality between
the investments in Prato, Guanajuato, and ItU-Sao Paulo is that they have attracted
the attention of Africa’s number one trading partner: China. The lesson for Africa
is that industrialization is a competitive business. The continent needs to find its
own recipe, its own miracle recipe, if it wants to become one of the factory floors of
the world. Africa’s attractiveness will most likely not be found in producing a Prada
outfit or a spare part for Ford, or in adjusting Apple’s iPhone to the Brazilian market.
Africa’s attractiveness will be to challenge that its coffee has to be Starbucks, its
cocoa Toblerone, or its coltan Samsung, without any slice of the industrial chain

that can also be proudly African.

Late President Nelson Mandela captured the spirit of what Africa’s attitude should
be, in case a fork in the road is evoked: “There is no passion to be found in playing
small and settling for a life that is less than the one you are capable of living...|
could not imagine that the future | was walking towards could compare in any way

to the past that | was leaving behind.”
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4. Reconciling Two Views of
Africa’s Economic Boom

Shantayanan Devarajan*
World Bank

4.1 Introduction

There are two distinct narratives about Africa’s recent economic growth. On one
hand, African GDP has grown relatively rapidly —averaging almost 5 percent a year
since 2000, and is expected to rise even faster in the years ahead. Moreover, the
continent has begun attracting serious amounts of private capital; at US$50 billion
a year, such flows now exceed foreign aid. Poverty is declining. The region has
also made great strides in education and healthcare, with primary school enroliment

rates approaching 90 percent.

On the other hand, Africa’s recent growth has largely followed commodity prices,
and commodities make up the overwhelming share of African exports. Despite the
overall decline in poverty, some rapidly growing countries, such as Burkina Faso,
Mozambique, and Tanzania, have barely managed to reduce their poverty rates.
Much of Africa suffers from rampant corruption, and most of its infrastructure is
in poor condition. Many governments struggle to provide basic services: teach-
ers in Tanzania’s public primary schools are absent 23 percent of the time, while
government-employed doctors in Senegal spend an average total of only 39 min-
utes a day seeing patients. Such deficiencies will only become more pronounced

as Africa’s population booms.

* The text draws heavily from my paper with Wolfgang Fengler, “Africa’s Economic Boom: Why the Pes-
simists and the Optimists Are Both Right,” Foreign Affairs, May/June 2013.
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At first glance, these two narratives about Africa seem irreconcilable. It turns out,
however, that they are two sides of the same coin. The reasons for Africa’s recent
growth, and the shortcomings in terms of infrastructure, structural transformation,
and service delivery, have to do with the political economy of reform. This perspective
leads to the following conclusion: The success of recent reforms and the increased
openness of African societies, fueled in part by new information and communications
technologies, give Africa a good chance of enjoying sustained growth and poverty

reduction in the decades to come.
4.2 Causes of Africa’s rebound

Africa’s rebound has had many causes, including an increase in external assistance
(partly from debt relief), a buoyant global economy until 2008, and high commodity
prices. But the most significant has been an improvement in macroeconomic poli-
cies across Sub-Saharan Africa, which has inspired confidence among investors
and consumers. During the crisis, most countries continued with prudent economic
policies and some even accelerated reforms. Partly as a result of such efforts, Afri-
can economies kept expanding throughout the global recession, and Sub-Saharan
Africa has maintained an average annual growth rate of nearly 5 percent since then,

despite continued volatility in the global economy.

In large part, the vast improvement in macroeconomic policy that began in the late
1990s can be traced to two factors: first, with the end of the Cold War, politics in
Africa became freer, more vibrant, and more open to previously marginalized groups.
Autocratic regimes began to lose their monopolistic grip on power, and countries
throughout the region held competitive elections. Although these openings were
limited, they provided a voice to many segments of African societies that had previ-
ously been marginalized, such as poor farmers in rural areas. Media have become
freer, and communications technology has rapidly spread, especially since 2000. In
several countries, including Ghana, Nigeria, Tanzania, and Uganda, these political
changes brought to power more competent leaders, willing to place technocrats

trained in modern economics in senior positions in government.

Political liberalization also had a less direct but still profound effect on macroeco-

nomic policy. With the introduction of competitive elections, governments realized
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that they needed the support of the rural poor, who constitute a majority in most
African countries, so they allowed exchange rates to become more competitive. As
a result, agricultural productivity and output rose as farmers received higher prices

for their produce.

The second important factor that contributed to the improvement of African macro-
economic policy in the 1990s also involved the democratization of policymaking—
spurred, in this case by external intervention. Beginning in 1999, potential donors
began to require African governments seeking debt relief to also consult with their
own citizens as they crafted policies to help the poor. This new process increased

the chances that local citizens would buy into the policies.

Economic reforms are not the only cause of Africa’s growth surge. Three other fac-

tors have started to play a major role.

The first is demographic changes: since 1960, the population of Sub-Saharan
Africa has grown from fewer than 250 million people to 900 million today. Around
2000, fertility rates began to decline, and so did child mortality rates. The result is
that working-age adults have come to constitute the fastest-growing segment of
the region’s societies. The second factor is urbanization: African populations have
traditionally been mostly rural, but the cities of Sub-Saharan Africa are growing at
astonishing rates. The trend is such that by 2033 most Africans will live in cities.
Technological advances constitute the third and perhaps the most visible sign of
Africa’s economic re-emergence. Cell phones are found even in the poorest places
on the continent. Technological breakthroughs have made low-cost cell phones
affordable to a large number of Africans. Calling rates are among the lowest in the
world. The explosion in mobile technology has spurred innovations such as M-PESA,
the mobile-money system widely embraced in Kenya and Tanzania, which allows
users to make purchases and send cash transfers using their cell phones. In some
countries, the spread of mobile devices has also allowed the information and com-

munication sectors to become important parts of the economy.
4.3 A lack of structural transformation

As mentioned earlier, even in countries that have achieved both rapid growth and
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poverty reduction, such as Ethiopia, Ghana, and Rwanda, there has been remark-
ably little structural transformation. The share of GDP represented by manufacturing,
for example, is scarcely larger than it was before these countries started enjoying
serious growth. There are many reasons why competitive manufacturing has not
taken off in Africa, but most of them revolve around the high costs of production on
the continent. Even though per capita incomes are among the lowest in the world,

wages are relatively high and unit labor costs even higher.

A major explanation for these high costs is the poor state of Africa’s infrastructure.
Behind each of the infrastructure problems is a government failure that, although
harmful to the economy, reflects a political equilibrium that will be difficult to undo
simply by building new infrastructure. Road transport offers a good illustration.
Exporters in the region face some of the highest transport prices in the world. In
2009, a study published by the World Bank showed that vehicle operating costs along
the four main transport corridors in Sub-Saharan Africa are no higher than those in
France. The difference between prices and vehicle operating costs is explained by
the massive profit margins enjoyed by trucking companies in Sub-Saharan Africa,
some of which are close to 100 percent. These companies are able to charge a
hefty premium thanks to regulations in most African countries that prohibit would-be
competitors from entering the trucking industry. These regulations were introduced
40 years ago, when African governments, reflecting economic thinking at the time,
viewed trucking as a natural monopoly because a single company could more eas-
ily ensure that trucks rode at full capacity. Not surprisingly, the outdated rules are
now difficult to revoke because decades of high profits have provided the trucking
industry with plenty of funds to pay for lobbying to maintain the status quo. This
problem is especially acute in places where the trucking business is controlled by

politically connected families.

The problem with industrial policy—the lack of which some people blame for the
absence of structural transformation—is similar to that of infrastructure. Tunisia
provides a good example. Tunisia has a highly educated population, located right
next to Europe, and yet has very few manufactured exports even to Europe. Why?

Now that former President Ben Ali is out of power, we are able to look into what
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happened. It turns out that the firms connected to the Ben Ali family were able to
capture most of the industrial base. To take one factoid, the Ben Ali firms, defined
as those whose yachts have been seized and bank accounts frozen, accounted
for about 1 percent of output but 21 percent of profits. When Ben Ali was in power,
Tunisia introduced regulations prohibiting entry into those sectors where the Ben
Ali firms were prominent. These were sectors like banking, telecommunication,
and railroads, all of which are important if you want to have a competitive export
industry. For instance, Tunisia has the third highest telecom prices in the world,
next to Myanmar and Congo Brazzaville, for no good reason except that the family

owned the major telecoms firm.

Finally, despite some catch-up over the last decade, the countries of Sub-Saharan
Africa still have the lowest levels of human capital in the world. Africa also has been
buffeted by an onslaught of public health crises, including the world’s worst cases

of the HIV/AIDS pandemic.

The lack of sufficiently educated, skilled, healthy workers is even more distressing
because, for decades, donors and African taxpayers alike have spent considerable
resources on health and education; yet they have little to show for it. Post-apartheid
South Africa, for instance, has increased its public spending on schools to redress
the inequitable allocations of the past. Enroliment rates have risen dramatically, but
learning outcomes have hardly changed, and only two in five young adults complete

secondary school.

At least three factors explain this phenomenon. First, resources allocated to address-
ing the problems of poor people do not always reach their intended recipients. A
landmark 2001 World Bank study on public spending showed that in Uganda, only
13 percent of the nonwage resources allocated to public primary education actu-
ally found their way to schools. Similarly, a 2009 study on health spending in Chad
showed that less than one percent of nonwage spending ever arrived at primary
clinics. Second, even when resources do reach schools or clinics, there are often
no teachers or doctors there to use them. A recent report by the African Economic
Research Consortium found that health workers in Senegal and Tanzania were

absent 20 and 21 percent of the time, respectively. Finally, even when providers
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are present, the quality of their services is exceedingly poor. According to a 2009
World Bank review of public expenditures, teachers in Uganda spend less than 20
percent of class time teaching. Teachers in Tanzania spend slightly more time on
instruction, but only 11 percent of them have what education experts consider to
be the minimum level of language skills required for the job. The situation in the
health sector is worse: in Tanzania, the average total amount of time doctors spend

seeing patients is only 29 minutes per day.

These failures to deliver services are not simply the result of unprofessional con-
duct; underlying them is the fact that basic public services have been stolen by or
diverted to political elites. The leakage of public funds intended for education and
healthcare is the most straightforward example. Since these are expenditures for
things other than salaries, officials are easily able to alter the amount of funding
that is actually distributed. As the economists Ritva Reinikka and Jakob Svensson
showed in a 2004 study, the amount of funding that an African school receives
probably depends on the principal’s ties to a government bureaucrat or a local
politician. The poor performance of service providers is similarly bound up in this
form of patronage. Many teachers, for example, also serve as political operatives:
relatively well educated people who run election campaigns for local politicians and
are then rewarded with teachin