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Achieving Strong, Sustained and Shared Growth in Afca in the Post-crisis Global
Economy

The aftermath of the global financial and econourisis, which Africa weathered on
balance well, presents a unique opportunity toimgthontinent’s economic strategies for
the decade aheddsiven the continent’s vast economic potential, plogerty reduction
agenda ‘beyond MDG’ should focus on building a peysus Africa. The way Africa can
achieve prosperity is through economic growth, Whgcstrong, sustained and shared.

The African Development Bank, the UNECA and the Au@lertook a joint study in
collaboration with the Korea Institute for Interivetal Economic Policy, which
highlights key challenges ahead of the continentetch strong, sustained and shared
growth. The study provides evidence on the impéc¢he crisis and longer term trends,
examples of good international practices in setbateas, policy recommendations, and
suggested actions for the way forward. It aimsdotribute to promoting Africa’s voice
on development globally and especially in the debat the G20.

I. Africa in the aftermath of the global financial csis

Africa’s immense economic potential has been reconfirméday the pre-crisis growth

and a fast and strong rebound from the cri&isan average of 5.6 percent a year, Africa
was one of the fastest growing developing regionsnd 2001-08. The growth was
spread across countries, with about 40 percenberhtgrowing at or above 5 percent,
with many sectors contributing (resources, finame&il, agriculture, transportation and
telecommunications).The continent has also shown unexpected resilieheing the
global financial and economic crisis and is nowgistg a robust comeback (Figure 1).
Africa is projected to be the second fastest grgwiegion in 2011, after AsfaThis
strong rebound has brought a renewed recognitionthef continent’s substantial
economic potential.

With Africa rebounding,how should the continent exit from the crisis meages?

Effective counter-cyclical respondas helped some African countries weather thescrisi
Short-term stabilization policies need to be phased not to jeopardize debt
sustainability and undermine investor confidenchilevstrategic capital investments to

* The real GDP grew on average by only 2.5 perdaritthe performance varied from 6.8 percent decline
(Seychelles) to 9.9 percent growth (Ethiopia). Tthpact on SSA was severe, as growth collapsed &om
average of 6.1 percent during 2001-08 to 1.6 penceR009. Since the crisis was an external shtuk,
countries that were more open to trade and greterfiefore the crisis experienced larger growtls fal
2009. Correspondingly, they are expected to rectineefastest, alongside the global revival.

® McKinsey&Co. (2010), ‘Lions on the Move: The pregs and potential of African economies’, which
discusses these developments, underscores thatAfgrowth has been creating business opportariitie
at least four groups of industriesonsumer-facing industries, agriculture, resouragad, infrastructure.

® African Development Bank and OECD (2010), ‘Afric&tonomic Outlook 2010’AfDB: Tunis and
OECD: Paris.



raise productivity need to be made. Given the keaglobal recovery, where feasible,
African governments may want to keep a looser statso in 2011 to prevent stop-go
patterns and ensure continued rebound of their egnms. When exiting the
interventionist policies, fiscal consolidation shibun most cases precede monetary
tightening, even if it may be technically and poétly more complex. In some countries,
social outlays and public expenditures on infragtie need to stay protected, and even
scaled up to support social stability and posticigsowth.

Strong, sustained and shared growth is a key prioty for macroeconomic policy
ahead! given that stabilization was mostly maintained tiyloout the crisisAfrica’s
high growth during 2001-08 was a positive turnadhuut it was not sufficient to narrow
the income gap with more advanced economies. Asémee time, about 40 percent of
Africa’s low-income countries (LICs) had inflatiobelow 5 percent even though
empirical evidence shows that such rates are ysnatlappropriate targets for LICs and
may even hamper growth. To put Africa on a pathtadng, sustained and shared growth,
macroeconomic policy for the next decade needs tiemfrom overemphasizing
macroeconomic stability and to focus on growth. Eeample, countries that now have
inflation above 10 percent and low growth (e.g.geé¥ia) could stimulate growth while
lowering inflation only to high single digits, addéria intends to do. Countries that are
expected to grow below their trend growth in 2010with inflation in single digits (e.g.,
Kenya) could stimulate aggregate demand withodirfgenflation (Figure 2).

With the policy objectives shifting to growthow can macroeconomic frameworks
become more flexible but maintain credibility?During the crisis, countries with more
flexible macroeconomic frameworks fared better. dchieve greater flexibility of
macroeconomic frameworks, pro-cyclical fiscal p@éccould be replaced by rule-based
and counter-cyclical frameworks that leave room dacretion in case of unexpected
shocks. African countries could aim for balanceddris (after grants) over the cycle,
with annual budgets anchored in medium-term experelirameworks. On the monetary
side, where conditions allow, flexible inflationrgating (IT) regimes, now in place in
South Africa and Ghana, could be considered byr@herging and frontier markets.

Unlocking entrepreneurship across regions and seat® with well-designed and
supportive policy and actions,would make growth not only strong but also shaned a
sustainable. Africa will achieve such growth if it is underpirchdy a vibrant private
sector andproductive entrepreneurship. While the formal private sector remains
limited, in some countries it has been thrivingg(eMauritius, South Africa). Dynamic
private sectors have appeared in other countnekjding the flower business in Uganda,
leather processing in Ethiopia, and even the fidustry ‘Nolywood’ in Nigeria.
Industrial policy can play an important role in twing the entrepreneurial spirit across
the continentnot by picking winners, but by removing obstacles to entrepreneurship in
high-potential sectors and industries.

" For growth to be sustainable, it needs to encompasial and environmental aspects.



Increasing resilience through mobilizing domestic esources would also make
Africa’s growth more sustainable and help prepaeedontinent for the next crisislost
countries in Africa, especially in sub-Saharan édyiface large resource gaps due to low
domestic savings and high investment needs. Thape gan be reduced by raising
domestic tax revenues — by deepening the tax Baemgthening tax administration and
formalizing the informal sector. Private savings ¢e raised by banking sector reforms
and through innovative ways such as leveragingldbal wealth or securitizing future
resource inflows (remittances, oil revenues). Asiyneountries still rely on official aid to
supplement their resources, donors need to dishiuirs@adequate amounts and in timely
manner. Support through ODA needs to be guidedatipmal expenditure priorities and
balance the competing needs of the social sectod langer term economic
development. It also needs to be designed so@swal in private sector investment.

Building social safety netswould help ensure that growth is shared with thestmo
vulnerable.The recent global financial and economic crisis &gain underscored the

importance of creating mechanisms in Africa to @cbthe most vulnerable segments of
population against unexpected external shockshAgytobal financial crisis has turned
into a job crisis, African countries realized thla¢y should be paying more attention to
public works programs, such as labor-intensiveastfiucture investment. Moreover,

short-term social safety nets should be supplerdebte well-targeted longer term

protection programs to ensure shared growth imtedium term.

Il. The decade ahead: overcoming obstacles, seizingdppities

Obstacles to access to credit need to be easedpecially those pertaining to trade
finance, SMEs and smallholder farmer&or export-dependent countries with limited
access to trade finance, development of multilateade finance programs and national
guarantee programs would facilitate the flow ofdé&aat all times and hence regional
integration. There are number of ways in which sah¢he underlying constraints of
rural credit can be addressed by modern technoleglyexample, transaction costs can
be reduced with mobile banking (e.g., Kenya) afidrmation asymmetries reduced with
biometric technology (as it is being investigated Malawi). Remittances can be
leveraged for SME lending through, for example usiéization of these flows (through
‘diaspora bonds.)

To make the most out of globalization, attracting ®ble private capital flows is a
priority in the light of the large development nee@specially when climate change
implications are consideredt the same time, volatility of these flows will e to be
managed. Where inflows are particularly large andhok reflect economic fundamentals,
targeted controls at short term inflows could besidered on a temporary basidrican
countries need an increased access to world markets expand their exports They
should continue to demand relaxation of rules afiorrequirements, lowering non-tariff
barriers, and efficient delivery of aid for tradéney need to reiterate calls for a balanced
and early conclusion of the Doha Development Roubeveloped countries should
discourage protectionist practices in trade andnfoe, which would lead to low levels of
trade volume and capital flows, and to put an enaigricultural subsidies.



Attracting development-friendly FDI would help boog growth,® provided that host
countries create a competitive environment so floagign investors can enhance
productivity of existing domestic activities andngeate positive spillovers. Open trade
and investment regimes contribute to the creatibrsuwh environment. Given the
linkages between trade and investment, measureadourage regional integration and
trade could bring in additional ‘market-seeking’ [FMoreover, some minimal threshold
of development is needed for the host countriebeoefit from FDI. Raising human
capital, technological capacity and developingasfructure are thus crucial to attract
‘development-friendly’ FDI and generate positivélspers for domestic economies.

Regional integration can be a source of resiliencguring crises and of sustainable
growth. Integration would help African countries diversthyeir economies and build up
protection against external shocks, while increagfficiency due to the economies of
scale. At the same time, efforts to promote rediamtagration need to be well-designed
and coordinated. The numerous and overlapping megidrade agreements carry
substantial inefficiencies and need to be streadlifo address the costs of regional
integration, strategies include a transparent,table, and rule-based system for sharing
gains and resolving disputes. Moreover, regionat@gents need to be incorporated in
national strategies and policies, with involvemeithe civil society in their formulation
and implementation. Finally, regional strategieseh&o focus on developing areas of
industrial complementarity to raise countries’ aapeto trade.

A stronger human capital base is needed to transfar African countries into
knowledge-based societiesn today’s knowledge-based world, no country caivéhin
the global or regional economy without a capaaityénerate, transmit, and utilize new
knowledge.There is substantial mismatch between the demahdsodern economies
and skills possessed by the recent university gr@adun most African countries. While
unemployment among the educated is high, shortafyskills, especially in ICT, high-
level technical skills and foreign languages pérdis address them, a comprehensive
overhaul of Africa’s higher education systems igdex. In parallel, new sources of
financing for higher education need to be identifisncluding from the private sector.
Different forms of state support should also belawgul, including credit-guarantees,
loan subsidies, and grants. Africa should also mgvammigration policies to ease
mobility of skilled workers to help address skitistages.

Reducing the substantial productivity gapwill also require much stronger human
capital baselLow-productivity agriculture still accounts for ntosmployment in many
African LICs, with the surplus labor typically wang in the informal urban sector.
However, in some frontier markets (e.g., Uganda,zafabique), labor productivity
accelerated in recent years and grew about aslyagsdn India. The large productivity
gaps with advanced economies also imply that thrailhg catch up process, African
countries could grow at rates approaching 10 pémemually. With such rates they even
could, on average, converge to the per capita iectavels of the new EU members
around the year 2050. For this to happen, structtaasformation to high value-added

8 :Development-friendly FDI stimulates jobs creatiima channel for transfers technology and mariager
know-how, does not disrupt local communities anipfreountries embark on green growth path.



activities would need to markedly accelerate, whileenabling external environment and
improved educational systems would also need tim ipdace. Moreover, the importance
of strengthening institutions and improving goverrein Africa cannot be overstated.

Closing Africa’s infrastructure deficit is a key priority in this regard, as the low levels
of public goods and productivity-enhancing investisehave been particularly damaging
the continent’s growth and developmekbr example, World Bank estimates suggest
that if the entire SSA had Mauritius’ infrastruayits growth of real GDP per capita
would increase by 2.3 percentage points a yearil&ly North Africa’s growth would
rise by 1.1 percentage point a year. Moreoverastfucture services on average are
costly relative to other developing regions andhe purchasing power of consumers.
Still, vast differences exist across countries ardtors. Oil exporters have a greater
deficit than oil importers, in part because mostt@m spent the windfall revenues of
2000s mainly on consumption rather than investm@mong sectors, the deficit is most
pronounced in the power sector, while the ICT gapnuch smaller. In fact, several
African frontier markets are ahead of India in trsage of mobile phones, demonstrating
Africa’s capacity to rapidly adopt modern technglog

Innovative forms of financing for infrastructure will need to be found while
traditional mechanisms strengthened, given theeldirgancing needs — currently about
$93 billion a year total and still $76 billion aareif all the efficiencies were addressed.
Given the central role of public funds in financimgrastructure investments, increased
efficiency in their allocation and disbursement mmbe a priority. Among emerging
donors, China’s infrastructure financing in Afribas increased rapidly, often backed by
future export revenues (oil, cocoa, iron). Innowatways to mobilize private funds
include Kenya’'s domestic issuance of infrastructbmnds, Ghana’'s 2007 Eurobond
issuance, and the current plans of Nigeria to &stalbil-financed infrastructure fund
(sovereign wealth fund).

Africa is well positioned to embark on a low carbongrowth and development path,
given its abundant natural and biological resourtresestment opportunities in Africa’s
renewable energy sources, such as solar, hydrad, whermal and biomass could draw
international financing. They would not only helddaess global climate change and
local energy shortage problems, but also createeva global markef Yet public
resources alone cannot fully cover the costs afiate change and set clean development
schemes customized for each African country; peiveihancing will need to be
mobilized as well. Moreover, African countries shibactively utilize projects boosting
green industries, such as clean energy or greaouéigre, initiated by multilateral or
regional institutions. The African Development Banissuances of clean energy bonds
in 2010 are clearly steps in the right direction.

Africa needs to advance its voice in the global ecomic arenato mobilize attention
on long-standing obstacles to its development aimkopportunitiesEven though many
African countries depend on access to concessifands from the IFls, they have only

° A relevant example to the African context is Soéftica’s Green Economy Summit (May 2010), which
called for development of green growth policies egglilations to support the clean technologies.



marginal voice in the governance of these instingi The current international financial
and economic architecture remains dominated bynth@r economies. Yet a cardinal
lesson from successful development elsewhere, riticpiar Asia, is the importance of
country ownership and commitment, of policy andateigies being determined by
country circumstances, the country’s own prioritielis lesson has to be reflected in the
key policy and standard-setting organizations, arfen decisions are made on the
allocation and use of resources for Africa. Hertoerd is a need for continental and
regional representation in the key policy and denisnaking international structures.
Greater scope is also needed for African-led mistihs to engage on equal terms in
global discussions, to put forward African perspad, and to draw attention to the
implications of decisions by global bodies for Af&i In this regard, Africa’s
institutionalized representation in the G20 is iany.

lll. Africa as a new global growth pole

The pre-crisis growth and the rebound have clearlydemonstrated Africa’s capacity

to become a new global growth poleAfrica has changed -- from historically a slow
growth region to one of the fastest growing regionghe world. Fundamental changes
took place on the continent showing an improvingneemic and socio-political
environment. African economies are now expectetddcome a new source of global
economic growth. The sources of this growth stesmfimproved capacity to design and
implement efficient policies, abundant natural teses, a growing labor force, and rapid
urbanization.

Emerging positive perceptions would materializeanto even more private investment,
increased trade, and accelerated growth in Afifcal African countries would catch up

with the 7 percent growth rate of fast-growing emoies on the continent and continue
to grow at that rate, the GDP per capita would ¢eulb 10 years and quadruple in 20.
Africa’s collective GDP is estimated to reach $2r#lion in 2020, and consumer

spending is set to stand at $1.4 trilli8rin that case, Africa would play a significant role
in rebalancing of the global economy, not only tlgle exports, but also as a major
consumer market with its large population. Suppgriifrica’s current efforts to realize

its immense economic potential could thus soondmeticial to the entire world.

In Africa an alternative can be foundto what is now called the new normalcy in the
global economy of low growth, high unemployment amstability on the one hand, high
levels of absolute poverty, and unexplored humatergial. Economic history reveals
that large part of poverty reduction can be achdewe growth — but it has to be strong,
shared and sustained. If Africa can achieve at leas decades of such growth it could
become a new source of dynamism in the global engnd-urther, although Asian
markets continue their breathtaking expansionsn&€hand India would have to increase
their consumer spending markedly if it is to replathe growth lost by advanced
countries since the onset of the crisis. The wodegdsa new driver of consumer

10 McKinsey Global Institute (2010)Lions on the Move: The Progress and Potential oficAf
EconomiesMcKinsey Global Institute: Washington DC.
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demand, a new market, and a new dynamowhich is Africa. Future growth in the
world economy and future jobs in the developingldiavill depend on harnessing both
the productive potential and the untapped conswasrand of the continent. Therefore,
every job not created, every business lost andyeseirepreneurial idea not realized in
Africa are drivers lost to global growth.

11



Figure 1. Africa and other regions, real GDP growth (2008)21), percent

12
10 -
8 .|
6 -
a
2 -
]
-2 -
4 e Advancedeconomies
Centraland eastern Europe " .
6 1 0 eeees ciIs '- <
== ==Developing Asia -
8 Africa
2006 2007 2008 2009 2010 2011

Sources:African Development Bank database and IMF WEO loka.

12



Figure 2. Africa: room to grow and room to inflate 1/
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Atteindre une croissance africaine forte, soutenuet partagée dans une
économie mondiale d’apres crise

La crise financiére et économique mondiale, qudrige a surmontée, offre au
continent une occasion unique pour revoir seségjies économiques pour la décennie
a venir®. Compte tenu du vaste potentiel économique duircamt le plan de la
réduction de la pauvreté au-dela des OMD devraits®entrer sur la construction
d’'une Afrique prospére. L'Afrique ne peut atteintirgorospérité que par une croissance

economique forte, soutenue et partagee.

La Banque africaine de développement, la CEA eCWA ont entrepris une étude
conjointe en collaboration avec l'Institut coréenpblitique économique internationale
qui met I'accent sur les principaux défis que latant doit relever pour atteindre une
croissance forte, soutenue et partagée. Cettle éavient également sur I'impact de la
crise et les tendances a long terme, cite des dgemge bonnes pratiques
internationales dans certains domaines, et sugtEyeecommandations de politique et
des actions pour l'avenir. Elle vise a contribukx pgromotion de la voix africaine sur le

développement globalement et plus spécialementldarelibérations du G20.
IV. L’Afrique a la suite de la crise financiére mondiel

L’énorme potentiel économique de I'Afrique a été reonfirmé par la croissance
d’avant la crise et une reprise rapide et forta adite de cette crise. Avec un taux de
croissance moyen de 5,6% par an, I'Afrique compiaérmi les régions en
développement ayant connu une croissance treserapidcours de la période 2001-
2008. La croissance était répartie entre les paye; prés de 40 pourcent d’entre eux

31e PIB réel a augmenté en moyenne de seulementay5gent, mais la performance a varié de 6,8 poarce
(Seychelles) a 9,9 pourcent de croissance (Ethiobienpact sur I'Afrique subsaharienne a été s&vier croissance
s'est effondrée passant d'une moyenne de 6,1 poyeedant la période 2001-08 & 1,6 pourcent 88.200mme la
crise a été un choc externe, les pays qui ontlégquverts au commerce et qui ont révélé une saioi®e rapide
avant la crise ont connu les baisses de croissdaseplus importantes en 2009. En conséquencsiatiand a ce

gu’ils se relévent plus rapidement, au cours depaise mondiale.
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affichant un taux de croissance supérieur ou é§ébaavec la contribution de plusieurs
secteurs (Ressources humaines, finances, commerdeétall, agriculture, transports et
télécommunicationsf. Le continent a également fait preuve d’une capade
résistance au choc pendant la crise financierecehainique mondiale et connait
actuellement une reprise en force. (Graphique Bfrique prévoit d’étre la seconde
région en termes de croissance en 2011, derriéséel®. Cette forte croissance a donné
lieu & une reconnaissance renouvelée de I'impopatentiel économique du continent.

Maintenant que I'Afrique est en pleine reprisemmment doit-elle retirer les mesures
mises en place pendant la criseRes politiques anticycliques ont permis a certains
pays africains de surmonter la crise. Ces polisqileestabilisation a court terme doivent
étre relaxées petit a petit pour ne pas comproenkttsoutenabilité de la dette et trahir
la confiance des investisseurs, de méme que dE®gls investissements de capital
pour élever la productivité doivent étre prisesp&wlant, vue la fragilité de la reprise
mondiale, dans la mesure du possible, les paysaafs devraient continuer avec des
politiques non-restrictives méme en 2011 pour garame reprise soutenue de leurs
eéconomies. Pour sortir des politiques interventistes, bien qu’il puisse étre
techniquement et politiquement plus complexe, #agssement des finances publiques
doit dans la plupart des cas précéder le ressentamanétaire. Dans certains pays, les
dépenses sociales et d’infrastructure doivent @toéégées et méme augmentées pour
soutenir la stabilité sociale et la croissancead@riode apres crise.

Une croissance forte, soutenue et partagée est umeorité dans la mise en ceuvre

de la politique macroéconomiqué?® étant donné que la stabilisation était en grande
partie maintenue pendant la crise. Bien que laforbissance de I'Afrique au cours de
la période 2001 — 2008 fut assez forte, cela n@ qufit a réduire I'écart de revenu
avec les pays les plus avancés. Parallelemerduled’inflation qu’affichaient pres de
40% de pays africains a faible revenu était de maie 5%, bien que I'expérience

14 McKinsey&Co. (2010), ‘Lions on the Move: The pregs and potential of African economies’, qui
traite de ces développements, souligne que lasznoie en Afrique a crée des opportunités d'affdimes
au moins quatre groupes d'industries: les indisstiéebien de consommation, de l'agriculture, des
ressources naturelles, et des infrastructures

15 Banque africaine de développement et OCDE (2(A&¥spectives Economiques en Afrique, BADnis et
OCDE: Paris.

'8 Une croissance soutenable requiére des aspe@sis@t environnementaux.
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montre que de tels taux d’inflation ne sont gérdnant pas indiqués pour les pays a
faible revenu et pourraient méme compromettredeéssance. Pour mettre I’Afrique sur
la voie d’'une croissance forte, soutenue et pagtalgepolitique macroéconomique au
cours de la prochaine décennie doit cesser d’aecdrdp d’'importance a la stabilité
macroéconomique et mettre I'accent sur la croissaRar exemple, les pays affichant
actuellement un taux d’inflation supérieur a 10%uetfaible taux de croissance (ex.
Nigeria) pourraient procéder a la stimulation deraissance tout en réduisant le taux
d’inflation jusqu’autour de 9% comme ce que le Nige I'intention de faire. Les pays
qui escomptent un taux de croissance inférieurtanidance en 2010-2011 avec un taux
d’inflation autour de 9% (ex. Kenya) devraient siler la demande sans provoquer
'augmentation du taux d’inflation (Graphique 2).

Comment les cadres macroéconomiques peuvent-ils aéenr plus souples tout en
restant crédiblespendantjueles objectifs de politiquesorientent vers la croissance ?
Pendant la crise, les pays aux cadres macroéconemigjus souples se sont mieux
tirés d’affaire. Pour plus de souplesse des cadrasroéconomiques, les politiques
budgétaires pro-cycliques pourraient étre rempkcgar des cadres anticycliques
fondés sur des régles permettant la discrétion aande chocs. Les pays africains
pourraient avoir pour objectif les équilibres buidgres (apres les subventions) au cours
du cycle, avec des budgets annuels ancrés dacadess de dépense a moyen terme.
Sur le plan monétaire, tant que les conditions demgttent, les régimes souples de
ciblage de l'inflation, actuellement en place erpi®#ique Sud-africaine et au Ghana,
pourraient étre envisagés par d’'autres marchésg&aais ainsi que d’'autres marcheés
dynamiques.

La promotion de I'esprit d’entreprenariat appuyée par une politique industrielle
bien élaborée contribuera a rendre la croissance non seulefoelet mais également
partagée et soutenue. L’Afrique ne réalisera catbessance que si elle dispose d’'un
secteur privé dynamique et d'wsprit d’entreprenariat. Bien que le secteur privé
formel reste sous-développé, il enregistre de b®mpeeformances dans certains pays
(ex. Maurice, République Sud-africaine). Des sest@uives dynamiques continuent a
emerger dans d’autres pays, notamment I'horticelleur Ouganda, le traitement du cuir
en Ethiopie et méme [lindustrie cinématographiqidolywood’ au Nigeria. La
politique industrielle peut jouer un réle importaddns le développement de I'esprit
d’entreprenariat a travers le continembn pas en choisissant « les gagnantsmais
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en réduisant les barrieres a l'entreprenariat daessecteurs et industries a forte
potentialité

Le renforcement de la capacité de résistance au aha travers la mobilisation des
ressources nationalescontribuera également a rendre la croissance #feicplus
soutenue et permettra a ce continent de se prép&a@e face aux prochaines crises. La
plupart des pays africains, en particulier ceux I'ddrique sub-saharienne, sont
confrontés a des déficits énormes en matiere d®ueses, en raison du faible taux
d’épargne nationale et des besoins énormes enrmafi@vestissement. Ces déficits
peuvent étre comblés par 'augmentation des revgénéres par la taxe intérieure — en
renforcant 'administration fiscale et en formafisde secteur informel. L'épargne
privée peut étre stimulée par le biais des réforchesecteur bancaire et a travers les
voies novatrices comme la mise en valées fortunesocales ou la titrisation des flux
de capitaux (e.x., transferts des migrants, rexqptrolieres). Etant donné que de
nombreux pays continuent a compter sur l'aide jpuiglipour combler leurs déficits, les
bailleurs de fonds doivent non seulement augmelaete mais aussi assurer un
déboursement previsibleLe support par I'APD doit étre guidé par les ptées des
dépenses nationales et par un équilibre entre és®ifs concurrents des secteurs
sociaux et le développent économique de long terme

La mise sur pied des filets de sécurité socigtermettra de s’assurer que la croissance
est partagée avec les plus vulnérables. La récestefinanciere mondiale a une fois de
plus souligné la nécessité de mettre en place aquf des mécanismes de protection
des couches les plus vulnérables de la populatatreles chocs extérieurs inattendus.
La crise s’étant transformée en crise de I'empleg pays africains on apprécie
'importance des programmes de création d’emplonme les travaux publics, les
investissements dans les infrastructures a fotemsité de main-d’ceuvre. Par ailleurs,
des filets de sécurité sociale doivent étre misoaivre a travers des programmes de
protection a plus long terme bien ciblés, en vuegdeantir la croissance partagée a
moyen terme.

V. La décennie a venir: surmonter les obstacles, sdiss opportunités

Les obstacles a I'accés au crédit doivent étre leyjéen particulier ceux ayant trait au
financement du commerce ainsi que le crédit aux P&Eaux petits exploitants
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agricoles. En ce qui concerne les pays déependanexigortations et ayant un acces
limité au financement du commerce, I'élaboratiors ggogrammes multilatéraux de
financement du commerce ainsi que les programmesnaax de garantie,

Y

contribueront a faciliter les flux commerciaux, et conséquence, l'intégration
régionale. Il existe de nombreuses facons parngulgies certains obstacles sous-
jacents au crédit rural peuvent étre levés a tsalkertechnologie moderne. A titre
d’exemple, les colts des transactions peuventrétieits a travers les transactions
bancaires mobiles (ex. du Kenya) et les asymétieddnformation diminuées a travers
la technologie biométrique (méthode qui fait I'dbgginvestigation au Malawi). Les

transferts de fonds de migrants peuvent servifet' efe levier en faveur des crédits aux
PME, par exemple a travers la titrisation de ces (& travers ‘les bons de la diaspora’).

Afin de tirer le meilleur parti de la mondialisation, I'attraction de flux de capitaux
privés stablesest une priorité pour le développement. Par aslela volatilité de ces
flux de capitaux doit étre gérée. Lorsque les fluantrants sont particulierement
importants et ne refletent pas les fondamentaurdgroaues, des controles sélectifs de
ces flux pourraient étre envisagés sur une basedene. Les pays africains ont
besoin d'un acces accru aux marchés mondiaux pouceroitre leurs exportations

lIs doivent continuer a exiger l'assouplissemers wgles d'origine, la réduction des
barrieres non tarifaires, et une prestation eféicde I'aide pour le commerce. lls ont
besoin de réitérer les appels a une conclusioriadjeaiet rapide du Cycle de Doha pour
le développement. Les pays développés devraientoudgger les pratiques
protectionnistes dans le commerce et les finanaesgquisent le volume des échanges
commerciaux et des flux de capitaux; ils devrai@etamment mettre fin aux

subventions agricoles.

Attirer des IDE productifs pourrait permettre de stimuler la croissance'’, &
condition que les pays hotes créent un environnegmnpétitif afin de permettre aux
investisseurs étrangers de renforcer la produétdets activités nationales existantes, en
vue de générer des retombées positives. Des réglihess de commerce et

" Le développement des IDE engendrant la créatemplbis, est un canal pour les transferts de
technologie et de savoir-faire manageérial, il ngyybe pas les communautés locales et aide lespay

s'engager sur le chemin de la croissance verte.
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d’investissement favorisent la création d'un teVimnnement. Etant donnés les liens
étroits entre le commerce et les investissemengs, miesures de promotion de
l'intégration et du commerce régional peuvent attides IDE ‘a la recherche des
marchés’. Par ailleurs, un seuil minimum de dévedmpent est nécessaire pour
permettre au pays héte de bénéficier des IDE. Meldppement du capital humain et
technologique est en conséquence d'une importaap&ate pour attirer des IDE
productifs et la génération des retombées posipoes les économies nationales.

L’intégration régionale peut constituer une importante source de résistance au
choc pendant les crises et de croissance durabl&’intégration permettra aux pays
africains de diversifier leurs économies et de i€gnpinir contre les chocs extérieurs,
tout en renforcant [Iefficacité résultant des émores d’échelle. Parallelement, les
efforts de promotion de lintégration régionale \dmit étre bien coordonnés. Les
nombreux accords commerciaux régionaux qui se clubsat, présentent des lacunes
de taille et doivent étre rationalisés. Pour réglles colts de I'intégration régionale, il
faudra notamment mettre sur pied un systeme tramspaequitable et fondé sur les
regles claires de partage des gains d’échange etglement des différends. Par
ailleurs, les accords régionaux doivent étre irdegilans les stratégies et politiques
nationales dont la formulation et la mise en cedaigent bénéficier de la participation
de la société civile. Enfin, les stratégies réegiemadoivent se focaliser sur le
développement des zones de complémentarité inellsstafin d’augmenter la capacité
commerciales des pays.

Une base de capital humain plus solide est nécessapour la transformation des
pays africains en sociétés ou le savoir occupe upkace centrale.Dans le monde
actuel fondé sur le savoir, tout pays est contrdentisposer de capacité adéquate de
génerer, de transmettre et d'utiliser de nouvat@snaissances. Il existe une disparité
de taille entre les exigences et attentes des éuesanodernes et la compétence des
récents diplémés des universités dans la pluparipdgs africains. En plus du taux de
chémage éleveédes personnes éduquées, il se pose encore le poble manque de
compétences, particulierement dans le domaine H&sdes connaissances techniques
de haut niveau et des langues étrangeres. Powdrésces problemes, il est nécessaire
de procéder a une restructuration totale du systdmaeseignement supérieur en
Afrique. Par ailleurs, il est nécessaire d’idertifde nouvelles sources de financement
de I'enseignement supérieur, notamment par le weptevé. Il est également nécessaire
d’explorer de différentes formes d’appui du goueenent, notamment, les garanties de
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crédit, les subventions et les crédits. L’Afriqievrait également revoir les politiques
d'immigration pour faciliter la mobilité des trallaurs qualifiés pour aider a faire face
au deéficit de compétence.

La réduction de I'important déficit en matiére de productivité nécessitera également
une base de capital humain solide. La majeure ptiopade chémage dans de nombres
pays africains a faible revenu s’explique encomeyme agriculture a faible rendement,
ainsi que le surplus de la main-d’ceuvre exercangé@méral dans le secteur urbain
informel. Cependant, dans certains marchés dynasi¢@uganda et Mozambique, a
titre d’exemple), la productivité du travail a cenmne accélération au cours des
récentes années et a enregistré une croissancgi@rasssi rapide qu’en Inde. Le grand
déficit de productivité par rapport aux économiésedoppées indique qu’a travers le
processus de rattrapage, les pays africains peatraifficher un taux de croissance
annuel avoisinant 10%. Avec de tels taux, les pEHy€ains pourraient méme, en
moyenne, se rapprocher des niveaux de revenu patahia des nouveaux pays

membres de I'UE autour de l'année 2050. Pour ldisai@on d’'une aussi rapide

croissance, la transformation structurelle en #@ésva haute valeur-ajoutée doit
connaitre une accélération sensible, alors quhwir@ennement extérieur favorable et
des systemes éducatifs améliorés. En outre, litapoe du renforcement des
institutions et I'amélioration de la gouvernanceAdnque ne peut pas étre surestimeée.

La résorption du déficit de I'Afrigue en matiere d’infrastructures constitue une
priorité de taille, étant donné que les niveauklés des biens publics et 'amélioration
médiocre de la productivité des investissements eantdes effets néfastes sur le
développement et la croissance du continent. Rampbe, les estimations de la Banque
mondiale suggere que si 'ensemble des pays deddd sub-saharienne disposait des
infrastructures de I'lle Maurice, la croissance RIB réel par habitant connaitrait une
augmentation annuelle de 2,3 points de pourcentBge.méme, la croissance de
I'Afrique du Nord enregistrerait une augmentatiomaelle de 1,1 point de pourcentage.
Par ailleurs, les services infrastructurels sontreryenne plus chers en Afrique par
rapport aux autres régions en développement ebavopr d’achat des consommateurs.
Des disparités énormes sont observées a traverpdgs et secteurs. Les pays
exportateurs de pétrole affichent un déficit suméria celui des pays importateurs de
I'or noir. Cette situation s’explique en partie parfait que la plupart d’entre eux ont
consacré la manne des années 2000 principalem@ant@sommation plutdt qu’aux
investissements. Le secteur dans lequel le déifait le plus sentir est celui de
I'énergie, alors qu'’il est de loin moins perceptilolans le secteur des TIC. En effet, de
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nombreux marchés dynamiques africains se classeant allnde en matiéere
d’utilisation des téléphones portables ; ce quisiile la capacité africaine a adopter
rapidement la technologie moderne.

Il sera nécessaire de trouvaedes formes novatrices de financement des
infrastructures parallelement au renforcement des mécanismes itrawigls, vu
I'énorme besoin financement actuellement envirom@iBards de dollar EU par an en
total et plus 76 milliards de dollar EU par anaittles gains d’efficacités sont atteints.
Vu le rble central des fonds publics dans le firanent des investissements
infrastructurels, le renforcement de l'efficaci@ng leur allocation et leur décaissement
est une priorité. En ce qui concerne les baillelerfonds émergeants, le financement
des infrastructures par la Chine en Afrique a coonae croissance rapide, souvent
soutenue par les revenus d’exportation futurs @gpgtcacao, fer). Parmi les moyens de
mobilisation des fonds privés, on peut citer I'é&ma nationale des obligations
infrastructurelles au Kenya, I'émission des Eurdigatiions par le Ghana en 2007 ainsi
que le plan de création d’'un Fonds d’infrastrucfimancé par les revenus pétroliers au
Nigeria (Fonds souverain de patrimoine).

L’Afrigue est mieux placée pour se lancer sur une oie de croissance et
développement a faible émission de carboney ses abondantes ressources naturelles
et biologiques. Les opportunités d'investissemeransd les sources d’énergie
renouvelable en Afrique a l'instar de I'énergieas@, de I'hydroélectricité, de I'énergie
éolienne et thermique ainsi que de la biomasserrgient attirer des financements
internationaux. Non seulement ces opportunitésvditissement permettront de lutter
contre les changements climatiques ainsi que l@slgmes locaux relatifs aux pénuries
énergeétiques, elles constitueront également I'ecoade créer un nouveau marché
mondial.®® Mais les ressources publiques toutes seules meepe pas couvrir
totalement les codts du changement climatique reagitre de mettre sur pied des plans
de développement adaptés a chaque pays africanfimencements privés doivent
également étre mobilisés. Par ailleurs, les paysadis doivent activement capitaliser
sur les projets stimulant les industries verted,irgstar de I'agriculture basée sur
I'énergie propre ou agriculture verte initiés pas linstitutions multilatérales et

8 | 'exemple approprié au contexte africain est lenSmt sur I'économie verte organisé par la
République Sud Africaine en mai 2010 qui a lancéppel en faveur de I'élaboration des politiques et

des réglementations de croissance verte en vueulap le recours aux technologies propres.
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régionales. L’émission des bons d’énergie propre l@a Banque africaine de
développement en 2010, constitue une étape déwnteindans la bonne direction.

L’Afrique doit faire entendre sa voix sur la scéneéconomique mondialeen vue de
mobiliser [lattention sur les obstacles qui depuisngtemps entravent son
développement et saisir les opportunités qui seemtént dans la conjoncture actuelle.
Bien que de nombreux pays africains dépendentageds aux financements accordés a
des conditions préférentielles par les IFI, ilsdisposent que des voix marginales dans
la gouvernance desdites institutions. L’architexztufinanciere et économique
internationale actuelle reste dominée par les gmaitonomies développées. Pourtant,
la lecon capitale tirée des bons processus de af@w@inent dans les autres régions,
particulierement en Asie, est celle de I'importandeel’appropriation des politiques et
stratégies déterminées en fonction des conditiocalés et des priorités du pays, ainsi
que I'engagement a les mener a bon port. Cette ldgit se refléter dans la structure et
la gouvernance des organisations internationafes que lors de la prise des décisions
qui ont un impacte sur I'Afrique. D’ou la nécesgit@ne représentation continentale et
régionale au sein des principales structures iatemmales de politique et de prise de
décisions. Il est également nécessaire d’accorties @'envergure aux institutions
dirigées par les Africains, afin de leur permetteeparticiper aux débats mondiaux sur
des bases égalitaires, de présenter les perspeetfivieaines et d’attirer I'attention sur
les conséquences des décisions des institutioesnationales sur I'Afrique. A cet

égard, la représentation institutionnalisée deitide au G20 est une priorité.

VI. Afrique: nouveau pole de croissance mondiale

La croissance de l'avant crise et le rebond derigie ont clairement démontré la
capacité du continent a devenir un nouveau poélerdissance mondiale. L'Afrique a
changé, passant d'une région dont la croissamté aistoriquement lente a lI'une des
régions les plus dynamiques au monde. Des changgermeniamentaux ont eu lieu sur

le continent, démontrant une ameélioration de [emnement économique et
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sociopolitique. Les économies africaines sont déa® appelées a devenir une
nouvelle source de croissance économique mondiads. fondements de cette
croissance proviennent du renforcement de la cepaationcevoir et a mettre en ceuvre
des politiques efficaces, des ressources naturaiiesdantes, d’'une main-d'ceuvre plus
importante, et de l'urbanisation rapide.

De nouvelles perceptions positives se concrétseraiégalement grace aux
investissements privés, a l'accroissement des gebaet a la croissance accélérée en
Afrique. Si tous les pays africains atteignaienttdeix de croissance de 7% des
economies a forte croissance du continent et coaignt de croitre a ce rythme, le PIB
par habitant devrait doubler en 10 ans et quadrugie20 ans. Le PIB de I'Afrique
devrait atteindre 2,6 milliards de dollars en 2080les dépenses de consommation
s'établiraient & 1,4 milliards de dollafsDans ce cas, I'Afrique jouerait un role
important dans le rééquilibrage de I'économie maledinon seulement grace aux
exportations, mais également en tant que marchgraledle consommation due a son
importante population. L'appui aux efforts actuele I'Afrique pour réaliser son
immense potentiel économique pourrait prochainerdéémt bénéfique pour le monde

entier.

L’Afrique peut offrir une alternative a la nouvekenormalité » de I'’économie mondiale

de croissance faible, de chémage élevé, d'ingiabde niveaux de pauvreté absolue
élevés, et de potentiel humain inexploité. L'higg@conomique montre qu’une grande
partie de la pauvreté pourrait étre réduite pardéssance ; mais cette derniére doit étre
forte, soutenue et partagée. Si I'Afrique peutiséalune telle croissance pendant au
moins deux décennies, elle pourrait devenir ungvelle source de dynamisme dans
I'économie mondiale. En outre, bien que les marasstigues continuent leur forte

expansion, la Chine et I'ilnde devraient augmeseigisidépenses de consommation pour
remplacer la croissance perdue par les pays déxésogepuis le début de la crise. Le

monde a besoin d'un nouveau moteur de la demandemd®mmation, d'un nouveau

9 McKinsey Global Institute (2010)jons on the Move: The Progress and Potential otAf
EconomiesMcKinsey Global Institute: Washington DC.
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marché, et d'un nouvel alternateur, qui est I'AféqlLa croissance future de I'économie
mondiale et les emplois futurs dans les pays ereldpgement dépendront de la
mobilisation a la fois du potentiel productif et ¢ demande de consommation
inexploitée du continent. Par conséquent, tout empn créé, toute entreprise perdue
ainsi que toute idée d'entreprise non réalisée figue constituent des moteurs de

croissance perdus pour le monde.
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Graphique 1. L'Afrique et les autres régions : taux de croigsadu PIB réel (2006 —
2011)
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Sources:Perspectives économiques en Afrique et PEM, FMI.
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Graphique 2. Afrique: possibilités de croitre sans accélénaflation 1/

growth gap (percentage points)
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Source: Calculs des auteurs a partir de la base des dodedasBAD.

1/ I'écart de croissance est la différence entrerédssance potentielle (moyenne de 2006 — 2008) et
croissance réelle en 2010. L'écart d'inflation &stdifférence entre I'inflation cible/la tendance d
l'inflation (moyenne de 2001 — 2008) et l'inflatioréelle en 2010. Dans les cas ou la tendance de
I'inflation était de moins de 5%, l'inflation ciblétait fixée a 5%. Dans le méme ordre d’idéesgloeda
tendance de linflation était supérieure a 10%flétion cible a été fixée a 10%. Un écart de caice
positif signifie que le pays doit avoir pour objécin taux de croissance supérieur ; un écart ldfion

positif signifie qu’il pourrait tolérer un taux dflation élevé, en particulier en ce qui concee®pays a

faible revenu affichant un taux d’inflation inféviea 5%. .
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INTRODUCTION

The aftermath of the global financial and economrisis, which Africa weathered well,
presents a unique opportunity to rethink the camtils economic strategies. The key question
that arises in this context is ‘what should be &dis agenda for poverty reduction beyond the
MDGs?’ Given the continent’s vast economic poténtiee agenda should focus on building a
prosperous Africa. The way to achieve this is tglo@conomic growth, which is strong,
sustained and shared. In that context, Africa’sneadc strategies need to take into account
the rising importance of Brazil, Russia, India, @&hiTurkey, South Korea, and South Africa,
as sources of trade, investment and increasingty kalowledge sharing. A related question is
then how African countries can best position thdwesein this new global order to achieve
strong, sustained and shared growth.

To shed light on these issues, the African DevelmnBank, the C-10, the UNECA, and the
AUC undertook a joint study in collaboration withet Korea Institute for International
Economic Policy. The study highlights the key obadles that Africa faces to reach strong,
sustained and shared growth. It provides evidemcthe impact of the crisis and discusses
longer term trends, gives examples of good intenat practices in selected areas, makes
policy recommendations, and suggests concretenacta the way forward. The aim of this
paper is to contribute to promoting Africa’s voioe development globally and especially in
the debates at the G20. The paper includes spé&tibiposed Actions to the G20, notably: an
infrastructure project development initiative, arwvastment-enabling legal facility, and a
catalytic investment portfolio guarantee fund.

The main message that the study aims to convelyatswhile Africa still faces enormous
challenges, its economic potential is immense. Sihdy then suggests some ways that would
help Africa turn this potential into tangible ackheenents. It first reviews Africa’s strong pre-
crisis economic performance, continued prudentpesithat the continent adopted during the
crisis, and an unexpectedly fast and strong rebolindnderscores that going forward,
macroeconomic policies need to shift from overemspiag stability to focusing on growth.
In the following section, the study identifies tlodlowing areas that, if addressed, would help
Africa achieve strong sustained and shared gro@timaking finance inclusive; (i) making
the most out of globalization through managing @giows and trade linkages; (iii) building
strong human capital base; (iv) moving the compmsibf production and employment
toward high value-added activities; (v) building eeon infrastructure; (vi) embarking on the
green growth path; (vii) amplifying Africa’s voicen the global economic arena. If
undertaken, reforms in these areas — together @attitinued adequate and timely support
from the G20 and development partners -- wouldlifate Africa’s growth take off. And if
that were to happen, specifically if Africa coultbg at 7 or more percent for the next two
decades, the continent would emerge as a new addioadl global growth pole. A
prosperous Africa would be beneficial to the entwgld.

Another key message is that while Africa due todé&dayed take-off can draw on good
practices from other developing regions, it alse kaand increasingly so -- its own good
policies to share with others. Examples include effective response to the crisis, where
Africa resisted protectionist tendencies and alsontioued with overall prudent
macroeconomic stance. Another area where Africabsaproud of its achievements is the
innovative application of ICT such as m-banking rii&), m-agriculture (Niger, Senegal),
and in general rapid adoption of the mobile tecbgpl Finally, already prior to the crisis
Africa has markedly built up its capacity to desard implement good economic policies. So



when the financial crisis hit, African countriesosled leadership. With the support of the
African Development Bank, UNECA and AUC, Africa dreon this capacity and swiftly
created the Committee of Ten African Ministers ofdhAce and Central Bank Governors (C-
10) to provide the continent’'s views on key ecormrssues. Now that Africa has been
rebounding, the C-10 has also shifted its focumfarisis responses to policies that would
facilitate strong, shared and sustained growthe-rihin theme of this study.

The study is organized as follows. Following thérdduction, Part 1 maps out Africa’s
economic situation in the aftermath of the glolamcial and economic crisis and discusses
pro-growth policies for the next decade. Part lscdsses major issues for Africa’s
development, while Part Il discusses alternativedats for Africa become another global
growth pole. Key policy messages and the way fodveaie in Conclusions.

PART |. BEYOND THE CRISIS: PRO-GROWTH ORIENTED MACROECONOMIC POLICIES

I.1. The Crisis and the Recovery
1.1.1. High pre-crisis growth, but more is needed

Africa’s GDP grew by 5.6 percent during 2001-08npared to only 2-3 percent during the
previous two decades. Prior to the crisis, Africavg faster than most other regions. The
growth was broad-based, with about 40 percent efcbuntries growing on average by 5
percent or above per year.

A combination of factors contributed to Africa’s pn@ssive growth performance. Prior to the
crisis, Africa was experiencing booming conditiongith buoyant export revenues and
increased capital inflows as global investors faloed interests at home and were searching
for new sources of profit. In addition to suppoetiexternal environment and debt relief,
domestic factors such as reduced conflict, gregielitical stability, and prudent
macroeconomic policies underpinned the continggitsvth. A number of African countries
undertook key structural reforms that improved thesiness environment (e.g., Rwanda,
Ethiopia), the financial sector (Nigeria), admirasion, and governance (Sierra Leone). Some
also further opened up their economies to traddararestment.

Africa’s high growth during 2001-08 was a positivenaround, but only about 25 percent of
low-income countries (LICs) grew at 7 percent orena year during this period. At the same
time, about 40 percent of the countries had irdtatielow 5 percent while 75 percent of the
countries had inflation below 10 percent (Figure.& and A.1.b). In contrast, in the 1990s
only 45 percent of LICs had inflation below 10 part Some countries slashed their rates
markedly from mid-double digits to low-single dmit(e.g. Guinea Bissau) or further
consolidated their stabilization gains by movingnfr high single digit to low single digit
inflation rates (e.g., Cape Verde, Republic of Gyng

Yet in most cases very low inflation rates (belowércent) are not appropriate inflation
targets for Africa’s LICs. Empirical evidence shothsit for LICs inflation hampers growth
only if it exceeds a certain threshold (typicaltlween 10 - 20 percent); below this threshold
the positive impact of reduced inflation on growih insignificant. Moreover, it is

! This section contains case studies on (i) fisadicp experience of South Africa and (ii) monetgrglicy
experience of Kenya. They are issued in a standalmmex, together with Korea’s experience with tapi
flows management; the Annex is available upon rsgue
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recommended that to avoid unintended contractioe#figcts in the event of shocks, LICs
should not aim at inflation below 5 percért the same time, once inflation is stabilized at
low level and expectations adjust, faster growtly imaachieved without raising inflation.

The overall low inflation before the crisis and ti@wth rates suggest that macroeconomic
policy on the continent was too focused on stadtilzn and not enough on raising growth and
living standards. One lesson of the pre-crisis ggpee is that countries with currently higher
(above 10 percent) inflation and lower (below 6ceet) growth (e.g., Malawi, Zambia) may
have room to stimulate growth while keeping théaitidn in high single digits.

Africa’s growth of GDP per capita was lagging tloatmost other regions before the crisis.
The income gap between Africa and the advancedoaci@s narrowed only marginally in the
past decade, with Africa’s per capita GDP amountmg@nly less than 10 percent of per
capital GDP in the European Union. Subsequently,gains in income poverty reduction,
especially in sub-Saharan Africa (SSA) were modesB percent of the SSA population was
still living on less than 2$ a day in 2005, almasthanged from 76 percent in 1990.

Moreover, large differences in growth rates peesishmong subgroups and countries. For
example, oil exporters grew faster than oil imp@rigigure A.2.a) and also achieved positive
fiscal and current account balances (Figure A.22byrowth gap emerged between resource
poor fragile countries (e.g., Burundi, Central A& Republic) and the frontier market
economies (Figures A.3.a and A.3’bJhe low growth in Africa’s resource poor fragile
countries suggests that in addition to utilizingl affectively, these countries need to
implement key structural reforms to restore investimfidence and generate peace dividends.

1.1.2. 2009 was a challenging year for Africa

In 2009, Africa’s high growth was interrupted bysevere external shock in the form of the
global financial and economic crisis. Several exomg aside (mostly emerging market
economies such as South Africa), the impact thrahghfinancial channels of transmission
was weak given the continent’s limited financialegration and low level of cross-border
lending (most lending by African banks is deposiséd)’ Also, the resilience of African

countries, especially the middle income ones, tereal financial shocks increased in the run
up to the crisis; it was much higher than priothe last global recession in the early 1990s.

2 Nigeria is a good example in this regard. Withrent (August 2010) inflation above 10 percent, @entral
Bank aims reducing it to 9.5 percent but not lovegating that growth is the key priority. Empiricalidence
supports for LICs to keep inflation between, sagnl 10 percent, but not necessarily lower (IMR3)0

3 Similarly, about 50 percent of the SSA populatioaswstill living on less than 1.25$ a day in 2005 A
Ravallion (2008) pointed out: “...in 1981 China’s pamtnumbered Africa’s by almost 4:1. Yet by 198GA
had overtaken China in the total count of the poor.

* Frontier market economies are countries that inguiaheir economic fundamentals and accessed ait &bo
access international capital markets. In this papeey include Cape Verde, Ghana, Kenya, Mozambique
Nigeria, Senegal, Tanzania, Uganda, Zambia. Se¢sBleaiBank Research (2009) for discussion.

® Some countries (e.g. Nigeria) saw their tradeittiees dry up.

® Due to low cross-border lending, even countrieth wirong foreign bank presence have not accunililatge
external private sector debts (denominated in doreturrency). Hence they avoided deterioration ef n
investment positions and a currency crisis. Theeabe of housing finance and real estate markstinfaied
an absence of a key mechanism that amplified ttenéial shocks in other regions.
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While shielded from the crisis through financialaohels, most African countries were hit
hard through the real channels such as declinipgrex and FDI and in some cases also aid,
remittances and tourism receipts. Subsequentl200® most key macroeconomic indicators
deteriorated. The real GDP grew on average by 2rypercent, but the performance varied
from 6.8 percent decline (Seychelles) to 9.9 pdrgeowth (Ethiopia). The impact on SSA
was severe, as growth collapsed from an averagelgiercent during 2001-08 to 1.6 percent
in 2009. Since the crisis was an external sho&kgctuntries that were more open to trade and
grew faster before the crisis experienced largewtr falls in 2009. Correspondingly, they
are expected to recover the fastest, alongsidglthal revival (Figures 1.a and 1.b below).

Regarding other key macroeconomic indicators, tbhdaded demand in the advanced
economies and lower commodity prices led to mar#teterioration of trade and current
account balances; oil exporters took a particuldrgavy hit. A number of countries
experienced ‘twin deficits’, as worsening curregt@unt balances were accompanied by
rising fiscal deficits; no marked reversal occuried2010 except for oil exporters (Figure
A.4.a). In low income countries in general and dtese poor) fragile states in particular, the
deterioration of the current account balances ¢b kevels raises concerns about maintaining
hard-won debt sustainability over the medium tefiab{e Al).

The crisis, which was not at all of Africa’s own kirag, had other dire consequences for the
continent, such as slowdown in progress with pgveeduction. ILO’s estimates of the
impact of the crisis on working poverty (i.e. peopiving on less than 1.25 dollar a day)
range from stagnation (at about 52 percent of alkig population) to an increase of about
15 percent in 2009, which would reverse the regais and bring the working poverty rates
back to 2003 levels. Unemployment in Africa is agstimated to have increased markedly,
by about 1 — 4 million people between 2008 and 2@pcific examples include the mining
sector in Zambia where 28 percent of jobs weredtssady in 2008, while the manufacturing
sector in South Africa shrank by about 20 percer2G09.

Figure 1.a.Fastest growing countries in 2008 declined thetnmo2009 1/
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Figure 1.b. Least growing countries in 2009 are expectedliowad the most in 2010 1/
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1.1.3. Africa’s recovery in 2010 and 2011 needsb® supported by appropriate policies

Africa has shown a surprising resilience durings thrisis and is now staging a robust
comeback. The continent as a whole avoided remesand output in only 10 out of 53

countries contracted in 2009. Unlike in the pasessions where Africa lagged the global
recovery, this time Africa’s recovery is in synchittwthe world economy (Table Al). The

growth is expected to reach 4.5 percent in 2010 @fdin 2011. Except Madagascar, all
African countries are projected to record posity@wth in 2010 and in 2011. Many,

including some fragile states, are recovering daasthe commaodity prices rebound. According
to the African Development Bank’s projections, 012 Africa will be again one of the fastest
growing developing regions, second only to Asiay(ife 2).

Figure 2. Africa and other regions, real GDP growth (2008)11), percent
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Several factors have helped Africa weather thascridatively well, especially: (i) cautious
macroeconomic policies adopted across many cosnpiilr to the crisis; (ii) appropriate
counter-cyclical measures were adopted where fieagifast Africa), focusing mostly on
removing supply-side bottlenecks (infrastructur@)i) increased trade and investment
linkages with Asia and other emerging market caestrand (iv) in some sub-regions (East
Africa), more intensive regional integration aldaygd a positive role. The counter-cyclical
policies in particular constituted a welcome dawiafrom the past pro-cyclical stance. In that
context, timely financial support from the multdaal financial institutions, including the
African Development Bank, also helped prevent lgngecyclical cuts in fiscal expenditures.

Nevertheless, as the recent turbulence in Europke danvnward growth revisions in the

United States showed, the global recovery remaagslé and the earlier risk of slower global

recovery has materialized. Accordingly, risks sun@ also Africa’s recovery, mainly through

trade and investment linkages with Europe and thiged States. On a positive side, countries
with intensive trade linkages with China and In¢gag., Angola, Namibia, Gabon, Benin)

could receive extra stimulus from Asia’s robustonery.” Regardless of these opposite
trends, the re-priced risk associated with emerging frontier markets may be raising

Africa’s cost of capital over the medium term, wpbssibly negative implications for the

continent’s potential growth. As the investors’eation shifts from market signals to the

quality of policies, African countries would bertefiom adopting even better policies and
communicating them effectively to partly offset {herception of being ‘higher risk’.

When designing their exit strategies from the srisntervention policies, African
policymakers need to take the uncertain globalwegointo account. To prevent stop-go
policies, exits from crisis interventions should ¢gradual and well coordinated, both across
countries and policies. According to the AfricanoBomic Outlook projections, about 40
percent of countries will experience higher fisdeficit in 2010 than in 2009, suggesting the
continent should not aim for quick exits (AfDB a@&ECD, 2010). Clearly, policies aimed at
short-term stabilization are not sustainable ober medium term as they would jeopardize
hard-won debt sustainability and undermine investumfidence. However, in light of the
weak global recovery, where feasible, African goweents may want to maintain somewhat
accommodative policies also in 2011, while graduedfocusing on medium term objectives.
Such approach would raise predictability and helpcA reach strong, sustained and shared
growth.

Given the overall case for gradual exits from acemdative policies, the key question is how
much policy space African countries have to purthis stance in 2011. The continent
absorbed the global economic crisis well, but thpact was varied. In some countries (e.g.,
Swaziland, Cape Verde) the crisis has reducedisieal fpolicy space by raising deficit and
financing it through debt. In others (e.g., GhddR(C) inflation accelerated, cutting the room
for policies to stimulate aggregate demand. FinaHyspite of overall sound levels, in some
courgtries (e.g., Chad, Malawi) international ressrdeclined to precarious levels (Figure
Ab).

" China-Africa trade represents close to 10 perotoontinent’s exports and imports (Osei and Mub2@1.0).

8 For example, Chad’s reserves collapsed by almdspeBcent between 2008 and 2009, from 3.8 months of
imports to about 2 months. Similarly, Malawi’s imational reserves declined by 35 percent and sibotere 2
weeks of imports in 2009 (down from 1 month in 2008
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While the fiscal situation deteriorated in a numbércountries (Figures A.6.a and A.6.b),
most have emerged from the crisis with strongecafispositions than the advanced
economies. Many of the countries hit hard in 206&enoil or mineral exporters who are
expected to rebound in the near term. A few exoeptaside, debt sustainability has not been
so far a major concern, even though the problem anag over the medium term unless the
current stance is reversed. Given that in 2010 éseth 2011) many countries are projected to
grow below their trend growth, the key policy ckealje is to bring them on a path of strong,
sustained and shared growth. Often, the countrretenperforming on growth are over-
performing on inflation -- with inflation rates bér below 5 percent or within 5 -10 percent,
but below their trends (Figure 3). In these casesintries should not avoid stimulating
aggregate demand for the fear of slightly raisirftation.

The above factors suggest that growth should b&elienacro priority even in the near term
for most African countries, especially LICs. Foosle with ‘room to inflate’, inflation is not a
priority right now as moderate increase can bersa¢klater, once high growth is restored.
Still, with deteriorating fiscal and current accouleficits, fiscal policy needs to ensure that
any ‘extra’ public expenditures are pro-growth otezl. As in 2009 and 2010, African
countries should thus focus on increasing infrastme outlays, which alleviate supply-side
bottlenecks and stimulate medium-term growth whalising short-term aggregate demand.
Building social safety nets will ensure that in fh&ure the most vulnerable segments of the
population are protected and growth is shared. gitipe effect would be also the creation of
automatic fiscal stabilizers on the expenditure sitbw missing in most African countries.

Figure 3. Africa: room to grow and room to inflate 1/

LstadMvoire
QA

0
A
Angola ; ;
10 - a Equatorial Guinea

~~
2
g Madagascar
a A
3 5 Sudan
g A Rwanda
] South Africgad,
3 Egypt Sierra Leone|a A Sey chelles
8 glp A A AKenya A
a', Congo Dem. Rep. Libya UgaAnm 4zambia o 4 Ellil Libﬁria
- A -
a Algeri
© A
=)}
E
o
1
o

Congo Rep. of
A

-10 1

-15 -10 -5 0 5
inflation gap (percentage points)

Source: African Economic Outlook and authors’ calculatiodg. Growth gap is calculate as the difference
between the potential growth (average of 2006 -82@0d the actual growth in 2010. Inflation gapasculated
as the difference between the targeted/trend ioflgaverage of 2001-2008) and the actual inflatio2010. In
cases where inflation trend was below 5 percergetavas set as 5. Similarly, where inflation trevas above
10 percent, target was set at 10. Positive growfisgnean that countries should aim at higher gropahkitive
inflation gap means that there may be some roomflate, especially for low income countries wittflation
below 5 percent.



In reversing the accommodative policies, whereildasAfrica countries should not rush, but
opt for exits that are gradual and orderly. Manyrntdes may want to start with fiscal
consolidation, even though it may be technicallgl politically more complex than monetary
tightening® In LICs, another reason for starting with the disconsolidation is the weak
transmission mechanism of the monetary policy, emahstrated during the past critigt
the same time, African policy makers need to enguae important social outlays as well as
public expenditures on infrastructure remain prigtec

Finally, it remains undisputed that the globalisrisas caused significant, and possibly long-
lasting collateral damage to African economies,clviieeds to be resolved through a global
partnership. The actions of African countries neebte supplemented by measures taken by
developed countries, including provision of adequatd timely financial assistance. Without
such support, the social consequences of the cosill reverse the achievements in terms of
higher growth, greater macroeconomic resilience, smme poverty reduction recorded over
the past decade. The international community tleesis to listen to Africa’s voice on the key
strategic issues and continue to work in partnprshith African countries to ensure
coordinated and smooth exit from the most sevexeaylrecession of the past 60 years.

|.2. Pro-growth macroeconomic policies for the next decke
1.2.1. Shifting from crisis response to supportirggowth

With Africa rebounding, objectives of macroeconomualicy have shifted from containing
the crisis to stimulating medium-term growth and jreation* The key lessons from the
crisis are thatmacroeconomic frameworks need to be more flexiddewmaintaining
credibility. On the fiscal side, pro-cyclical policies needbi replaced by rule-based and
counter-cyclical fiscal frameworks that still leak@om for discretion in case of unexpected
shocks. On the monetary side, where conditionsvakbmnsideration should be given to more
flexible inflation targeting (IT) frameworks, whichf course need to be accompanied by
flexible exchange rate regimes.

Specifically, phasing out pro-cyclical fiscal paéis that prevailed in the run up to the crisis
would help achieve strong, sustained and sharedtrand reduce output volatility. African
countries could aim for balanced budgets (aftentg)eover the cycle. Given the need to raise
efficiency of public spending and maintain debttaumbility, annual budgets should be
anchored in medium-term expenditure frameworksseif in nominal terms rather than as
shares of GDP they would play a counter-cyclicale.radonors could support these
frameworks by giving adequate official aid in a @ipnmanner. To avoid pro-cyclical fiscal
cuts in downturns, African governments need to owmprtheir access to debt financing.

9 Moreover, as fiscal consolidation would reduceraggte demand, continued accommodative monetangesta
would be possible without fueling inflation (Brixia, Kamara, Ndikumana, 2010).

91n spite of lowering of policy rates, growth of ney supply and especially real credit to the pevegctor
declined markedly in 2009.

™ In particular, going forward policy priorities shid not overemphasize vey low inflation at the aafsgrowth,
as was sometimes times the case before the gésiscularly in low-income countries.



Developing efficient local government bond markistghus crucial, together with gaining
access to international bond markets on more cativeeterms*?

As the increasingly globalized economy requireskjuesponses to shocks, there has been a
world-wide trend towards more flexibility in monegaand exchange rate regimé#Among
monetary policy frameworks, flexible inflation tatgng (IT) has become increasingly popular
all over the world during the past decade. Someécafr countries already adopted inflation
targeting (IT) framework (e.g., South Africa, Ghgnathers are planning to do so in the
medium term (e.g., Kenya, Uganda). The crisis haterated the need for flexibility in
macroeconomic frameworks and brought the optioadwipting flexible IT frameworks back
on the top of macroeconomic policy agerffisdnother lesson from the crisis was that
monetary policy should aim at price stability oviee long-term, but not over react to short
term deviations from inflation targets, especiallytimes when output growth is below the
potential.

Recent global developments showed the negativetsftbat freezing up of credit can have
on growth. As the view that in developing countmaenetary policy affects output mostly
through the credit channel has gained acceptanfteaA central bankers have increasingly
focused on credit as the key part of the monetarnsmission mechanism. The crisis has also
shown that in Africa cuts in policy rates do notessary increase credit to the private sector,
pointing to structural rigidities and inefficiensiein financial systems. With these
impediments, private sector alone will not be atdedrive Africa’s near-term recovery;
effective state interventions will be needed.

1.2.2. Private sector development and industriallipg

African policy makers have recognized that for gitovo be sustainable over the longer term,
it needs to be underpinned by a vibrant privateéoseét the same time, in spite of efforts to
undertake structural reforms and deregulation, ftmmal private sector in Africa remains
limited, exhibits low levels of productivity and léghly concentrated in natural resources and
primary production. The recent global economicisrisicreased the attention of African
policymakers on the need to shift from developnuiven solely by markets to the balance
between the market and the state. The governmengt hrale to play also in private sector
development beyond deregulation, through learrimdystrial and technology policiés.

12 Kasekende, Brixiova, and Ndikumana (2010) dis¢hsescounter-cyclical fiscal policies adopted by idin
countries during the crisis.

3 1n 1970s, 90 percent of all countries had fixedhange rate regimes; in 2000 less than 30 perdent o
countries. In Africa, the share of countries witxible regimes has also increased over time. Thi® some
extent to be expected — as economies mature, the v exchange rate flexibility rises (Rogoff,at 2003).
According to the IMF classification, 44 countriest @®f 192 practiced formal inflation targeting asAgril 31,
2008, up from 19 countries (among 187) that haslrdmgime in 2003. Some countries target inflatrdorimally.

14 \Weeks (2010) explains why monetary targeting éffactive in SSA -- as bond markets are under-agpes,
open market operations do not work. Khan (2010¢udised the evolution of monetary policy framewadrks
sub-Saharan African. Heintz and Ndikumana (2018gufised constraints that need to be addressedhefor t
flexible inflation targeting to become effectivedaior central banks to play a greater developmalst r

15 Stiglitz (2010) covers the main elements of leagnindustrial and technology policy.
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The crisis has also underscored the importancexpdre diversification to mitigate adverse
external shocks. Africa’s past experience suggésislowering barriers to competition alone
is not enough. Also, rather than picking winnersliqgymakers need to design industrial
strategy toidentify high-potential export sectors. Specifigalthe industrial policy should
target sectors that are: (i) ‘nearby’ (requiringahilities similar to those in current production
so as to increase economic density); (i) relagivebphisticated (raising the level of
technology); and (iii) facilitating exports of otheophisticated products (having strategic
value)!® In this regard, the oil sector can be particulatallenging to leverage for export
diversification because it uses a specific setkdfss often completely different from other
existing activities (e.g. Algeria). In such sitwais, industrial policy should aim at ‘rising
product density’ through providing the necessarilipugoods for the nearby sectors while
removing barriers to their operations.

Developing the private sector in fragile statesunexs particularly pro-active approacim.
these countries enabling investment climate isassary but only one condition for private
sector development. Since fixed costs of entergg activities and niches in these countries
are particularly high, government interventions aeeded to connect the missing links.
Hence the focus of this new industrial policy stibnbt be on picking winners, but rather on
stimulating the discovery process in high-potentradustries and sectors and providing
supporting institutions as needed. Given the smiakk of markets in many fragile states,
where feasible (e.g., Burundi, Rwanda) private ramiges should seize opportunities from the
regional integration and become part of regiondl global value chains.

1.2.3. Preparing for the next crisis
a. Building social safety nets to assist the mostenalble

The recent global financial crisis has shown thpdrtance for Africa to create mechanisms
in Africa to protect the most vulnerable segmerftpapulation against unexpected shocks.
The need for social safety nets was also demoadtiat2008, when unrests erupted because
of rising food prices in several African countriés.g., Egypt, Senegal, Somalia, Cote
d’Ivoire). While in most African countries, socigppending was preserved during the crisis, in
some (Nigeria) it was cut. The low coverage of phegrams reminded of the importance to
create more robust nets before the next crisis Atghe global financial crisis has turned into
the job crisis, countries throughout Africa havalimed that more attention should be paid to
public works programs, especially where labor-istea infrastructure building is involved.

In addition to short-term social safety nets, watgeted longer term protection programs
would support shared growthin practice, a key obstacle to reforming socidéanets is
the limited knowledge of the existing ones and artipular of prevailing good practices.
Closing this knowledge gap and utilizing good picgs from other developing regions will
go a long way to reducing vulnerability and impraywell-being of people in Africa.

b. Mobilizing resources to increase resilience

8 Hausmann, Klinger and Lopez-Calig (2010) illustrshis approach for Algeria, a country charactetibg
particularly low level of export diversification.

" The African Union adopted in 2008 a social policgmework for Africa to strengthen social protentio
systems, combat hunger, create decent work opptesifor all, and improve access to basic so@alises.
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Given the low domestic savings that characterizecah countries, especially those in Sub-
Saharan Africa, most countries face significanbuese gaps. Financing options for closing
them include mobilizing: (i) domestic resourcesthbpublic and private; (ii) official aid; and
(iif) private capital flows.

Effective ways to raise domestic tax revenues (puavings) — in particular broadening of
the tax base through strengthening tax administraéind formalizing the informal sector —
should be pursued further as feasible. It is léssrdhow to raise private savings, and methods
vary from country to country. In addition to thenkang sector reforms, some innovative
ways such as leveraging the local wealth (land,sésu or securitizing future flows
(remittances, oil revenues) are being explored,(&lhana)?

As measures aimed at domestic resource mobilizatitintake time to implement, many
African countries, especially the LICs, will relyw@id to supplement their resources. To be
effective, donors need to provide aid on a timehedictable and sustained basis. On their
part, countries need to ensure that the increasssiwes due to higher aid are not just sitting
idle. Moreover, a substantial part of aid receighduld finance domestic investment.

Nevertheless, given the substantial developmendsé&e reach the MDGs, especially when
combined with the climate change financing needsnektic revenue mobilization and
foreign aid will not be sufficient. Countries witleed to increasingly rely on private-public
partnerships and private capital flows (below).tHis context, it needs to be emphasized that
debt sustainability and development objectives needbe carefully balanced to achieve
strong, sustainable and shared growth. In partica@agreater flexibility of the IFI's debt
sustainability framework agreed at the end of 2809 step in the right direction.

Box |. Macroeconomic Policies for Strong, Sustainednd Shared Growth —Actions

A. Actions by African countries
1. Exit strategies from the crisis interventions
" Where feasible, African countries should not rusit, opt for exits that are gradual,

orderly and coordinated among countries and pgalicie

. Many countries may want to start with fiscal comdaion which can be more
politically complex, followed by the withdrawal accommodative monetary stance.

" Expenditures on infrastructure and social servatesild be protected even during the
fiscal consolidation phase.

= African policy makers need to communicate theiiges$ effectively to the public t
reduce uncertainty, gain political support, andgt@vestor confidence.

|®)

18 High levels of capital flight, including illicit atflows, continue to impede efforts to raise doneesavings and
should be reversed. On the positive side, in the up the crisis the outflows declined due to imgav
macroeconomic stability and the business envirotmed hence the reassessment of risk-adjustedsetur
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2. Macroeconomic policies for the decade ahead

. Increasing flexibility of macroeconomic policy framorks while maintaining their credibilit
by introducing rule-based frameworks with suffidciemom for discretion.

. On monetary policy side, this implies moving towsaftexible inflation frameworks where

conditions allow (e.g., frontier market economied)),countries may want to pay more attention t®
private sector credit as a key transmission meshani

<

. Removing pro-cyclical bias of fiscal policy by bating budget (after grants) over the
medium term. Introducing or strengthening mediurmtexpenditure frameworks.

. Exploring and introducing new industrial policy facilitate the private sector growth, which

is an important source of growth over the mediumnmte

. Building social safety nets, including public wgskograms, before the next crisis hits and to
reduce probability of its occurring.

. Mobilizing resources to build resilience includitigough financial sector development gnd

also innovative mechanisms such as leveraging tamsiés and future oil revenues. Adapting to Ig
conditions the best practices in these areas fither oegions, such as Asia or Latin America.

B. Actions by G-20 countries and other development paners

. Withdrawal from stimulus policies in advanced coig®t need to take into account impacts
Africa. Protectionist measures introduced during thisis should be abolished and long-stanc
barriers (agriculture) removed to help Africa’s exs recover.

. As feasible, scale up official aid in line with tf205 commitments. Abolish the stop-
patterns of the past and deliver adequate aichielyi and predictable manner. Financial aid in
priority areas (climate change) should not crowdatber development needs.

. Asian countries could share knowledge in poliayaarsuch as industrial policy while taki
into account specific conditions of African couasi

cal

on

ling

go
ew

PART Il. MAJOR ISSUES FOR AFRICA'S ECONOMIC DEVELOP MENT

[1.1. Towards inclusive finance

The state of development of the financial sectaré\frica varies greatly across countries.
While the financial sectors in LICs are among traldis least developed, in middle-income
countries they are much larger and have a broadéttitional coverag® The limited depth
and breadth of the African financial sectors in &l8as been hindering their development.
Albeit increasing in some African LICs in recenty®, credit to the private sector in terms of
GDP has remained low, even in comparison to LICddwoade (Figure 4). For instance, the
constrained rural credit contributes to the lowdurtivity in agriculture, while the inadequate
access to finance by SMEs impedes private secteel@@ment in industry or high-value

19 IMF (2006) covers the pre-crisis challenges oficial sectors in sub-Saharan Africa in detail.

13



added services. In 2009, about 326 million (or 8fcent) adults in sub-Saharan Africa (SSA)
were unbanked, i.e. they did not use formal bamksemi-formal banking institutions to save
or borrow. In addition to those financially excludemany of those with some access to
financial services remain underserved.

While demographic and socio-economic factors matitery are not the only determinants of
the usage of financial services. Other factorshsas enabling regulatory environments,
effective policy actions, and well-targeted and-potive approaches of financial institutions
can raise levels of financial inclusion (Chaia bt 2010). For African policy makers and
multilateral financial institutions, bringing thenlbanked into the formal financial sector and
increasing their access to credit then pose an r@mo challenge, which was only
exacerbated by the global financial crisis (Mafeisind Kamara, 2009).

Figure 4. Credit to the private sector in Africa’s low incoroeuntries, % of GDP, 2008 1/
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Source: World Bank Development Indicators. 1/ 2006 for @&a2005 for Rwanda and Guinea.

Due to the limited integration into the internatbriinancial markets, the global financial
crisis affected Africa less through the financiabnonels than other regions. Macro-prudential
reforms undertaken by many countries in recentsyado helped the continent weather the
crisis. Still, in SSA, growth of credit to the paite sector fell (IMF, 2010).

Among SSA oil exporters especially, the declinixgat proceeds contributed to falling of
foreign assets of the banking sector and a shagjindein the growth of the private sector
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credit in 2009 (Figure A.7 These developments have slowed deepening of Afrazpital
markets and reiterated the importance of diveiidn and financial sector development.

[1.1.1.Limited access to trade finance

Despite the overall limited financial integrati@gveral African countries (e.g., Nigeria) saw
their trade credit lines dry up when the finana@akis hit. While the global trade finance

situation has mostly improved with the ongoing ke, many markets in Africa have

remained under stress as of mid-2010. Despite deghand, banks tightened liquidity for

countries considered to be ‘higher risk’ to the npoihat the trade credit has become
prohibitively expensive, especially for small tresfe' Implementation of the existing capital

adequacy regime has thus contributed to the dnyingf trade finance. Implementation of the
Basel Il rules had increased the capital intensitytrade finance lending, which has

constrained the banks in lending short-term tragéit Given the inherent pro-cyclicality of

the framework, the constraint has become greatemgithe crisis. Going forward, changes to
the Basel Il framework should be considered tovalioore proportionate capital weightings
for traditional trade finance transactigiisternational Chamber of Commerce, 2010).

Regardless of the crisis, for many African low-ine and export-dependent countries the
limited access to trade finance has continuouslyeiied trade and needs to be addreSsed.
The evidenced-based policy recommendations andractire constrained by the limited data,
the available information suggests that in additionmultilateral trade finance programs,

development of national guarantee programs woultitite flow of trade at all times.

[1.1.2. Innovative ways of financing agriculture

In Africa’s low income countries, thiack of access to rural credit and the limited rangf
financial services availablare often mentioned by smallholder farmers anérsths the key
constraint to production. In the late 1980s andyeE890s, the attempts to invigorate lending
to agriculture through agricultural developmentksadid not yield intended results. While in
the 1990s microfinance institutions and concepth @s group liability and micro-insurance
helped reach the unbanked in nonagricultural atbasprogress with agricultural financing
has been lagging. Since the early 2000s, new irtiv@vapproaches to financing agriculture
have thus emerged, often utilizing the modern comipation technology. Examples are:

" Throughmobile bankingthe Equity Bank in Kenya has slashed transactiatscand
brought financial services to the previously unhgopulation in some of the most isolated
rural parts of Kenya. In partnership with othertitasions, the Equity Bank has established a

20 n Morocco, where the state-owned enterprises pl&gy role in the economy, the annual growth rdte o
credit contracted markedly between 2007 and 20@8n fabout 30 percent in 2007 to less than 10 percen
growth in 2009, in part due to stringent bankingulations (Faye and Triki, 2010).

L Even exporters from countries considered ‘lowsk’rivere charged markedly more for endorsing @teif
credit and insurance in early 2010 than beforecttsis.

22 Trade finance also helps African banks and compantegrating into regional and global trade netvgoirk
and outside of Africa, and thus facilitates knovgedharing.
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US$50 million loan facility with accelerated accéssaffordable financing for farmers and
agricultural value chain membérs.

" To address the very losommercial lending to agricultureéStandard Bank of South
Africa, in partnership with the Alliance for Gre&evolution in Africa (AGRA), established a
US$100 million facility to provide financing to sihacale farmers and agricultural
businesses in Africa. The guarantees of these |gansided by AGRA and the Millennium
Challenge Account (MCA), are to be lowered overetim

" The Rabo Development (RD), subsidiary of RabobaXktl{erlands), invested in
banks in Tanzania, Zambia, Mozambique and Rwandh wiview to provide financial
services to the underserved in rural areas. RD aitrtsansforming the local banks into
leading banks with rural orientatiorand hence limits its participation to minoritplses (10-
40 percent). Financing through RD is accompaniedtdphnical assistance from Rabo
International Advisory Services (van Empel, 2010).

. Also, new innovative ways to address the causesdér-provision of credit in rural
areas, such as the asymmetric information aboubWers’ intentions and ability to repay
their loans, are on the way. In MalaWwipmetric technologyas used in a pilot case to reduce
information asymmetries and monitor repayment ratesural borrowers. In the study the
technology increased repayment rates, with thefliereé improved repayments outweighing
the costs of technology adoption. More researckdsired to find out whether the biometric
technology can be scaled up effectively for appilocaon a wider basis (Gine, 2010).

[1.1.3. Inclusive finance for SMESs: leveraging rerttances

While in advanced economies SMEs are often engihggowth and job creation, in many
African countries they often operate on the marginthe economy, in low-productive
activities in the informal sector. The entry bamsie@nd the limited finance for SMEs and
generally the lack of competitive pressures shiatder firms from the need to adopt new
technologies and raise productivity. Subsequerttlg, share of SMEs in employment in
African low-income countries (about 30 percent ess) is well below that of advanced
economies, where SMEs account for the majorityngbleyment.

The causes of underperformance of the Africa’s S3d&tor are complex and often country-
specific. Still, the lack of access to financeited by many entrepreneurs across countries as
the key constraint. Lenders everywhere, and incafin particular, consider the SME sector
risky because of SMEs’ lack of credit history, eklaf collateral, higher risk of failures, and
greater obscurity in their operations than in lafgens. In Africa, additional challenges stem
from the flaws in legal and regulatory environmeatsl underdeveloped capital markets.
Removing the information constraints, i.e. imprayiavailable information about potential
borrowers, and improving access to finance and-teng capital for SMEs would increase
the rate of their start-ups as well as help exmamisi the existing ones

A range of approaches to increasing access of &frBMEs to finance have been tried over
the years, with mixed resulf§.In this context, facilitating the channeling ofmigtances

% Salami, Kamara, and Brixiova (2010) cover theraliéive financing mechanisms in Kenya and Southcafr
in more detail.
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through formal financial institutions may contribub alleviating the credit constraint faced
by SMEs. In particular, the potential entreprenesegking to start SMEs can leverage
remittance inflows as a substitute for collaterad aredit historiesAlternatively, where stable,
the inflows can be used during the risk assesswfetfite remittance-receiving client. This way,
remittances allow the entrepreneurs to get cheap#/or higher credit. Howeveas Comstock et
al. (2009) point out, for this option to be implemed in practiceinstruments to leverage
remittances specifically for productive purposeschto be put in placeCreating framework for
securitization of remittances would be particuldr@pful in this regard®

In addition to the innovative mechanisms, moreiti@tal approaches are another key for
achieving financial inclusion for SMEs. They inctudaising competition in the financial
sector and creating market-based incentives favetgl of sustainable financial access and
broad range of affordable services. The propediytsi should be also strengthened to ease the
collateral bottlenecks that hamper SME accessdditctThe legal and regulatory framework
should be applied even-handedly to minimize diging.

Box I11.1.1 — Towards Inclusive Finance -- Actions

Trade Finance- Actions for African countries and G20

" Improve data collection for trade finance to faatle evidence-based policy analysis and
its implementation.

" Develop national guarantee programs along side oftilateral program for trade
finance.
. Increase the ability of banks to lend short-teradér credit by reducing capital intensjty

of trade finance in the Basel framework (for G20).
Agricultural Finance — Action for African countriesmd G20
" Promote utilization of modern communication metHodg to overcome impediments to
agricultural lending in Africa. Explore other waf@ reducing transaction costs, as was done
through mobile banking in Kenya and for overcominfprmation asymmetries, as is beipg
investigated with biometric technology in Malawi.

" Encourage sharing of knowledge and best practoess African countries.

SME Finance — Actions for African countries

" Create framework for securitization of remittansesthey can be leveraged for SME
lending (as collateral or in banks’ risk assessinent

= Raise competition in the financial sector and @enarket-based incentives for delive
of sustainable financial access and broad rang#afdable services for SMEs.

=

y

. Strengthen property rights and apply the legalragdlatory frameworks even-handedly.

24 Options for financing SMEs in Africa include tréidnal way, i.e. obtaining the bank credit, raisfngds on
capital markets (through corporate bonds, ventapital stock shares), and asset-based financing.
% Steps for securitization of future flows, inclugiremittances, can be found in Kethar and Rath@qR0
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[I.2. International Linkages and Regional Integration
[1.2.1. International Linkages:Making the Most out of Globalization
a. Attracting private capital inflows while managinggir volatility

With low savings rates, volatile export revenuesd asubstantial investment needs that
characterized many African economies before tras;reapital inflows were an indispensable
source of financing. After years of relatively slgwowth, net private capital inflows to Africa
accelerated in the early 2000s and surged betw@e# and 2007, reaching almost US$60
billion in 2007. They exceeded several times theciaf flows. The large inflows in 2000s
made some African emerging and frontier market eooas vulnerable to the risks of
“sudden stops” and reversals of capital fldls.

On balance, Africa’s overall financial integratioemained limited. Africa was thus mostly
shielded from the impact through the financial at&lrwhen the crisis hit. SSA in particular
was more immune to the impact through this chatimeh other developing and emerging
market regions, and it experienced only relativetyall decline in private capital flows
(Figure A.8, Annex). With FDI predominating, thentiment suffered less from the global
credit crunch than other regions with a large cositmm of portfolio flows (Tong and Wei,
2009). However, when it comes to official capitalows, in 2009 SSA received less official
capital inflows (even in relative terms) than metster developing regions, except Asfa.

The limited availability of the official aid in thgears ahead also underscores the importance
for African countries to attract adequate privaapital flows to fuel growth, while managing
their volatility. Clearly, generalizations for ardment as diverse as Africa are likely to be
simplistic or even unsuitable. Still, several psinégarding management of capital flows in
the post-crisis environment are worth highlighting.

First, capital flows to Africa have so far not read levels comparable to those in other
regions or those needed to close the resource’§afesnce bringing in additional — and stable
— flows remains a key policy objective for the miayoof African countries.

Second, in the future, as Africa’s financial int&pn progresses, the issue of capital flows
management will gain more attention. Two basic appines can mitigate possible negative
consequences of large capital flows: (i) a flexilm@croeconomic framework; and (ii)
management on capital inflows and outflows.

" Africa’s resilience during the crisis illustratedet importance of building sufficient
policy space in the macroeconomic frameworks tagatié shocks. Such flexibility can be
achieved through appropriate accumulation of fiseakrves and foreign exchange reserves
during the boom times as well as by increased Higtyi in the exchange rate regimes.

% Further discussion of trends in capital flows,isgs and FDI as well as their impact on Africa’eomic
performance before and during the crisis is in Bx&, Kouakou and Abderrahim (2010).

7 According to OECD (2010), official aid projectedr 2010 will amount to less than 90 percent of whias
committed in 2005.

2 At the other extreme, during 1990s Peru receivenual capital flows of 11 percent of GDP. Similarly
Estonia’s net capital flows amounted to 11 percé@DP in 2006 and 20 percent of GDP in 2007.
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Developing domestic bond markets and gaining actessternational bond markets on
favorable terms would help in this regard.

" Even if macroeconomic frameworks and policies atd, surges in capital flows can

cause problems through, for example, exchangeokaieshooting or asset price bubbles. This
is in part because of pro-cyclical features inherarthe Basel Il system. Moreover, where
investors act according to the herding behaviargdden stops’ of capital flows can occur. In

such cases, targeted controls especially at skom inflows could be considered on a
temporary basis to reduce volatility in the futufer countries that want to prevent “sudden
stops” or abrupt capital outflows during downtuzantrols on outflows can be an option.

Third, it is not clear how quickly in practice themporary capital controls can be imposed
relative to other macroeconomic policies and to twbsatent they may become semi-
permanent. But the large disparities betweendé&igure and thede factocapital controls
suggest that with time, capital controls lose tlefiectiveness as firms and individuals tend to
find their way around them. This disparity pointsthe case for introducing capital flow
controls only on temporary basis, with a clearlyeset.

b. Boosting development-friendly FDI

In the post-crisis world characterized by reducesk appetite of investors and limited
availability of official aid, the economic progres$ many African countries will hinge on
receiving adequate private capital flows, especigDI. While in the past research on the
impact of FDI on the host countries was often ircbosive and sometimes even controversial,
more recent work has shown under what conditionisdab be a catalyst for development.

Specifically, a competitive environment in the hostintry is needed for foreign investors to
enhance productivity of existing activities and gee positive spillovers. Open trade and
investment regimes can contribute to creation chsnvironment, through creating external
competition and thus reducing the industry conegiain. Over time, open markets and
improved business environment tend to create wetfans through re-allocating resources to
their most productive use, and hence increasindumtivity and growtt*° However, to gain
political support and mitigate the social costswth measures, reforms in these areas should
be accompanied by establishment of well-functiorsagial safety nets.

When designing their strategies towards FDI inflopaicy makers need to take into account
that the factors driving FDI are complex and vacyoas countries, sectors and firms. In
addition to natural resources and the market simes{ly lacking in Africa), these typically

include political stability, sound macroeconomidiges, high economic growth, trade and
investment openness, and high quality of instingiodRecognizing the benefits that FDI can
have for their economies, in the 1990s a numbekfo€an countries introduced important

policy innovations and shifted from targeting FDF fspecific sector to establishing broad

29 The Chilean experience showed that controls ontd¢bon inflows distort incentives for efficient gfwlio
allocation and raise cost of financing for smatidanedium-sized firms. Controls on capital outflawsSouth
Africa in recent years led to real exchange raggegation, which reduced export competitivenesqeience
of Korea with capital account management is sunmedrin the standalone annex, available upon request

30 A related strand of research has shown that witdrirflows are accompanied by increased trades asten
the case in emerging market economies, host cesrtnd to accelerate their growth rates.
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enabling environment. These “pull factors”, togetivéh investors increasingly searching for
new sources of profit and resources led to moreifiiws going to Africa.

The aggregate numbers mask important differenaes2609, the FDI inflows to China were
almost twice as large as those to the entire Affidareover, resource rich countries and the
mineral sectors continue to receive the main sbatbe flows, even though in recent years
some LICs such as Rwanda, Uganda, and Zambia teévedgattention of foreign investots.

In the light of these trends and consensus on ¢iséiye impacts that FDI can bring to the
recipient economies, what can African countriepeerlly the LICs, do to attract adequate
flows of development-friendly FDI? An empirical eesch suggests that some minimal
threshold of development is needed for the hoshiti@s to benefit from FDI (Borenzstein et
al., 1998; Alfaro et al., 2004; Wang and Wong, 200%ut differently, if the institutional,
technological and human capital gap with the inmesicountry is wide, the host country will
lack capacity to absorb the technological and “kdmw’ transfers. Efforts to raise human
capital and technological capacity are crucial tteaat ‘development-friendly’ FDI and reap
its maximum benefits.

Moreover, since adequate domestic resources ardede® co-finance FDI projects,
strengthening of domestic financial systems andtaamarkets to facilitate savings and
credit in the host countries would help attract BBIThe African countries aiming to
encourage intra-African FDI and maximize its betsefmay want to adopt measures
encouraging regional integration and trade (beloW)is could attract additional market-
seeking FDI flows from developed economies as well.

As evidenced by the longer-term decline of the slwdithe manufacturing sector in GDP and
limited foreign investment this sector has recejyvadny investors still do not consider Africa
as a profitable location for investments in mantuufang. Presumably, they are not sure that
the expected returns would be high enough to jushé costs, especially given the high
perceived risks As for the risk factors, threetam are particularly relevant: macroeconomic
instability; loss of assets due to non-enforcegbihf contracts; and the poor physical and
technological infrastructure. Moreover, given ttieg African governments typically lack the
financial and human resources to negotiate effelstivor lack the appropriate legal
frameworks, the agreed contracts are either notleimgnted or face high probability
renegotiations. This deters private investment.

While macroeconomic frameworks and outcomes hayeawed markedly prior to the crisis,
African countries could take a number of stepsdidress the other two weaknesses. Reducing
transaction costs through investment in infrastmectwould be one way to make African
countries more attractive to investors, improvimgdé policy instruments another. Poor
physical infrastructure, in particular, raises #igantly trade costs and reduces
competitiveness of Africa relative to other regiohevertheless, while policymakers and

%1 The composition of FDI sources has also changeingithe past two decades. While intra-African FiDivs
remain overall low, they constitute an importantiree of investment funds in several countries, esfig in
Southern Africa (e.g. Mauritius). More recently,giifia became active investor in the banking seaibther
African countries as well as outside of the coniine

32 pAghion et al. (2009) provide theoretical framewarid empirical evidence.
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donors agree in principle on the need to addrassbifttleneck, in reality the situation will
take time to rectify (Kandiero and Ndikumana, 2010)

African countries, especially LICS, would benefibrh technical and financial assistance
from G20 and development partners to build up tleajpacity to negotiate. In sum, the
contracts must be perceived as fair by African toes to be durable, which so far often has
not been the case, especially in resource richtdesnand fragile states. Strengthening of
legal frameworks would help contract implementation

The positive impact of FDI on growth and developimeh host countries is unlikely to
materialize unless the other participants of thiscess, e.g. multinational enterprises, the
sending countries and the international communityplement supporting policies. For
example, given that trade and FDI reinforce eatieroand some FDI is even contingent on
trade, further trade liberalization in sending dos would be FDI-enhancing. Equally
important is that sending companies take into aatcéechnological priorities of recipient
countries and where feasible ‘clean’ technologeegatilitate sustainable development. As
OECD (2002) points out, MNEs have a key role toyplay utilizing adequate technology,
sharing knowledge, and adhering to good standdrdsrporate behavior.

As mentioned above, private sector investment tdcam countries, especially LICs, is
hampered by (i) high perceived risk of investingAiinica and (ii) uncertainty surrounding the
contracts between foreign investors and Africanntewparts. To address these bottlenecks,
Africa asks the G20 to support (i) the African ¢gta investment portfolio guarantee fund to
reduce the investment risk and (ii) the Africané@stment-enabling legal facility to assist
African governments to acquire the necessary legadcity to negotiate complex commercial
contracts in their best interests.

C. Removing remaining barriers to trade

Given the dual linkages between FDI and trade, iogenp to trade is one venue through
which African countries can attract FDI and reapager benefits from it. In addition to the
FDI channel, trade openness is often considereideat key determinant of growth and job
creation, at least in the medium term. Prior to¢hsis, the value of Africa’s trade (imports
and exports) had broken the US$ one trillion m&ikl, with Africa’s exports accounting for
less than 4 percent of world exports and Africagports for less than 3 percent of world
imports, the continent’s participation in the glbliade has been marginal. Reversing this
marginalization in the global trade and moving &drs trade up on the technology ladder are
then key policy challenges for both African and aatved economies.

The global economic crisis put Africa’s trade penfiance to the further test. Due to the lack
of export diversification, African trade fell ingérsecond half of 2008 till the first half of 2009,

in response to both the collapse in commodity grened import demand in trading partners.
This was reflected in a sizeable decrease in exadue of 30.9 per cent, and a slightly lower

fall in import value of 19.5 per cent in 2009. Tibatively less weakened import demand in
Africa was driven by the fall in commodity pricesiweh favored the net importers. On the

more positive note, exports and imports are eséchad recover in 2010 at 15.3 and 11.3 per
cent, respectively, driven mostly by the graduabgl recovery (ECA and AUC, 2010).

Africa’s trade response to the crisis has been Ignaidtermined by its trade bias, with
approximately 80 percent of exports being oil, mate and agricultural goods; fuels and
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mining products accounting for the largest partitier, the US and EU receive nearly two
thirds of Africa’s exports whilst intra-regionalatte barely accounts for 10 per cent of total
African trade. This lack of diversification, both ferms of export products and destinations,
explains both the high volatility of African tradle recent years, as well as the strong impact
of the crisis through the trade channel. As thatnatly strong East African performance
during the crisis illustrates, the regional inteigna could in part reduce this volatility (below).

In recent years, Africa has diversified its tradwl anvestments links into Asia and other
emerging market economies. Still, the growing Selath trade with Asia has remained
unbalanced, with Africa’s trade accounting for omlyout 2 percent of Asia’s imports. In
contrast, Asia accounted for almost 40 percentfat&s exports in 2008. Overall, the weak
diversification of African trade both in terms afopucts and destinations will require special
focus. The Aid for Trade initiative provides an opginity to address these challenges if
infrastructure, trade facilitation and building duxtive capacities are well prioritized.

In the near future, the trade is expected to irsgegiven the double-coincidence of needs
(Asia needs natural resources while Africa needsufeatured goods). Over the medium
term, the gradual technological upgrade in Chipatgiuction will create (and to some extent
has already created) space for Africa to deve®prderperforming manufacturing sector. To
seize this opportunity, Africa needs to remove kejtlenecks that hindered its structural
transformation and industrialization in the past.

The main bottlenecks that Africa needs to removeadhieve greater and more diverse
participation in the global trade and investmemiude: weak trade policy (high tariff and
non-tariff barriers) in some key sectors (agriadfumanufacturing); supply-side bottlenecks
(poor infrastructure such as road transport, paitts and customs); relatively weak business
environment as well as barriers to competition, atteér ‘behind-the-border’ constraints.

While conceptually straightforward, reforms to aeklr these constraints are politically
difficult to implement. This is because their cogtsuld fall rather quickly on well-defined
groups, while the benefits would be less tangibl@ dispersed over time and larger segments
of population. Nevertheless, several countries magde progress in these areas, showing it is
possible and setting examples for others.

Reaping benefits from multilateral trade linkages

The fact that after a decade of negotiations, tiehaDDevelopment Round has not been
concluded is a major setback to international tré&dpositive outcome in the Doha Round of
international trade negotiations of the World Tr&dieganization (WTO) remains critical to

Africa’s increased participation in global tratfeAfrica’s negotiations on the Economic

Partnership Agreements (EPAs) with the EU are ko A rapid conclusion of the Doha

Round and resolution of the outstanding issuekenBPAs negotiations would raise Africa’s

medium term prospects in both regional and intéwnat trade. Clear linkages between the
Doha Round and the EPAs also need to be established

% These are the most challenging regional tradecaggats, given the inclusion of LDCs in African syioups
negotiations, the reciprocal nature of trade refatj the burdens such relations pose on Africaigoral
integration and industrialization agenda, achieviogpatibility with WTO regulation without washirdpwn
African preferences, as well as the limitationsSmuth-South cooperation.
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[1.2.2. Moving ahead with Regional Integration
a. Maximizing benefits, mitigating costs

For more than four decades now, regional integnatias been at the centre of Africa’s
development visiod? It would help African economies to diversify andild up protection
against external shocks. It would also bring alsoliistantial benefits due to the economies of
scale. Coordinated macro-economic policies, enltaniexibility and the collective
exploitation of resources, all preconditions focassful regional integration, could go a long
way towards finding new sustainable growth patlas thany African countries need.

On the more cautious side, the prevailing lackesurce and production complementarities
between many African countries limits both intraadaextra- regional trade. Without
integration though, most countries risk to remagpehdent on the world economy as
producers of primary commodities and importers ahafactured goods.

At the same time, regional integration generatdasonty benefits, but also substantial costs,
especially during the transition period, which makeessential that countries assess the
prospective benefits and costs of the process wbrefSo far, concerns about unequal
distribution of benefits of integration and polation of the process around the larger anchor
countries have gone unaddressed. Integration preggiaave no provisions for handling
possible imbalances in neither economic benefibs, ate there compensation mechanisms
(excepting a few examples) for losses to governmewenue that could arise from trade
liberalization. To be effective, regional integaati strategies should include a transparent,
equitable, rule-based system for sharing gainsrasadlving disputes. At the national levels,
creating social safety nets for those most adwesécted by regional integration (e.g. job
losses due to trade liberalization, etc.) coulg lyain political support for the reforms.

b. Challenges to regional integration

The prevailing institutional landscape is over-cded with — often overlapping — regional
trade arrangements (RTAs). Overall, RTAs have beeffective in fostering intra-regional
trade, as evidenced by its low volumes and oveceotmation in a few commodities. To a
large extent, these patters reflect the lack obusse and production complementarities
among the RTA members. Existing RTAs need to beasttined as countries’ multiple
memberships make the regional integration framewtnknately too costly.

More specifically, the rudimentary stage of mantddng in most African countries
constrains the scope for increased production fplgudiverse range of products to the
enlarged regional markets. The mere extension ef dbnsumer market will thus be
ineffective in boosting intra-regional trade. Thedardeveloped infrastructure, particularly in
energy and transport, acts as an additional sehotikeneck. It adds to the already high cost
of doing business, undermining the competitiveresafrican products, both regionally and
internationally. Increasing sophistication of thenekstic production and strengthening
competitiveness are thus key steps for raisin@irggional trade. Finally, regional strategies

% Africa’s integration vision is in the Treaty esliahing the African Economic Community (AEC) whicame
into force in May 1994. The realization that Affigéntegration needed a fresh impetus led Africamegnments
to reaffirm the importance of integration in therStitutive Act of the African Union, promulgateddnly 2000.
The African Union (AU) maintains the thrust of tliduja Treaty of forging an economically (and perhap
politically) unified continent. The revitalizatioof Africa’s integration through the establishmehttee African
Union process was bolstered by the New Partnefshiffrican Development (NEPAD), a program of th&l A
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have to focus on developing areas of industrialmementarity to raise countries’ capacity to
trade.

Enhancing factor mobility

Many factors hinder the mobility of production faxs in Africa and need to be addressed.
The labor market is protected and reserved prignafdr nationals, although other
complementary qualified and productive workers rbayavailable across the border. The
presence ofmassive foreign workers leads often to tension wigtionals, especially in
periods of significant unemployment. This, in tumay create tensions with countries of
origin of the migratory labor. The restrictions eaffing the access to more vibrant labor
markets lead to illegal immigration that furtheraegrbates frictions between individual
countries; these impediments need to be removaitaAthus needs to revamp immigration
policies to ease mobility of skilled workers tomelddress skill shortages.

The export of capital, including profit, is alsallssubjected to numerous restrictions. The
restricted access for foreigners to some factogs [@nd) or sectors (e.g., insurance, banking,
telecommunications and energy) is another limitatmthe free movement of capital into and
among African countries. The emergence of sulsredi capital markets may help
circumvent such capital flows restrictions, althbutpese markets are yet to prove their
capacity to significantly attract such flows. Adtlgh many countries (e.g., Sierra Leone)
adopted generous investment codes aimed at atgaéiDl, the response in terms of
increased FDI flows has been weak, underscoringe again the importance of overall
enabling investment climate rather than sectorifipéscentives®

Financing of integration

Financing permeates the entire integration proc@$ge major sources of funding of

integration institutions and programs in Africa die assessed contributions by member
states; (ii) self-financing mechanisms; (iii) lieit income generating activities by RECs; (iv)
grants from regional and sub-regional financiatitngons; and (v) cross-border investment
from member countries, including FDI. All these sms of funds have their limitations.

The difficult financial situation is exacerbated thy fact that most development assistance by
donors focuses on national development frameworks, given the challenges that Africa
faces and the limitations of the small nation-sategionalism needs to be mainstreamed in
development programs. Loans for regional prograrasabso hard to obtain for a number of
reasons including inadequate capacities to forraulb&nkable regional projects. The
procedures or criteria for granting such loanseesly involving multiple countries, have
been opaque and difficult to deal with by Africasuatries in the context of their integration
aspirations; they need to be streamlined.

All these factors lead to a relative abundancentd#gration programs and projects in Africa
that cannot be realized because of the lack ofifignd’he key challenge in this area is then
bringing the number of projects in line with avai financing. On one hand, this calls for
enhancing support from donors for regional prograam&l projects. Developing loan
guarantee schemes for regional programs could hduheStill, given the return to fiscal

% Even when the incentives entice the FDI flows, degelopment impact of such flows is unclear (B,
Kouakou, and Abderrahim, 2010).
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prudence in donor countries after the crisis, afigve financing sources need to be sought.
At the same time, the projects need to be streachliand prioritized to reflect more
realistically the available funding.

Mainstreaming regional integration at national lév@volving civil society

Regional agreements and projects are rarely incatga into the national development plans
and budget$® The weakness of national mechanisms often masiféself by failure of
countries to translate commitments in regionalttesainto substantive changes in national
policies, legislation, and regulations. Better iempentation of regional integration decisions at
the national level is thus needed.

As with most major reforms, governments cannot aqish regional integration without
support of their people. So far the integration bagn driven mainly by governments.
Involvement of civil society in formulation and ex#ion of national policies is key for
ensuring that these policies will be implementddstiategically involved, the civil society
can contribute its creative energies and ideakeacommunity building andonsolidation of
programs. It can also provide ‘checks and balanoasgjovernments’ policies and actions.
Finally, effective government communication and Iv@igeted outreach programs to key
constituencies could be helpful in gaining populapport for regional integration.

Box I1.2.1. Making the Most out of Globalization —Actions
Actions by African countries
Facilitate Global Economic Linkages, on Mutuallyrigéicial Terms

Capital Flows(i) Increasing flexibility of macroeconomic framerks to create room for managirig
their volatility; (ii) In countries where inflowstge, temporary controls on inflows or outflows can
be considered, together with a plan for their reahov
FDI:

In general, (i) create competitive environmentoge barriers to trade and investment; (ii
Accompany these measures by building social saety for the most vulnerable; (iii)
strengthen domestic financial systems; raise huragital and technological capacity.

=

Specifically, G20 should support: (1) the Africeatalytic investment portfolio guarantee
fund and (ii) the African investment-enabling legadility.

Trade: Strengthen trade policy (e.g., reducing tariffisl amon-tariff barriers); remove supply-side
bottlenecks (e.g., building infrastructure); redudibehind the border constraint’ (e.g., improving
further business environment).

Move ahead with Regional Integration

= Encouraging TradeStreamline and reduce the number of RTAs. Createrssparent
equitable, rule-based system for sharing gaingesalving disputes from trade and integration.

% For instance, in many countries regional integratmatters are scattered among several ministriels a
departments (Finance, Economic Planning, Trade laddstry, Foreign Affairs, Regional Integration) @&m
uncoordinated manner. Even when a ministry is $igally created to take charge of regional inteigraissues,

it is often not adequately empowered or equippezhture effective coordination and oversight.
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. Enhancing Factor Mobility:(i) Streamline the cross-border regulation so tfmakeign
workers with the right skills can move efficiently the countries with relevant job opening;

Phase out restrictions on regional mobility of talpincluding profit repatriation; (iii) Remov
restrictions on access of foreigners to factonsrotluction or profitable sectors.

i

1)

= Financing of Regional Integration:(i) Rationalize procedures for granting loans [for
regional integration programs; (ii) Bring the numloé regional integration projects down through
prioritizing and the realistic assessment of thailable sources of financing.

= Involving Civil Society: (i) Incorporate regional projects into the natiom@velopment
plans and budgets; (ii) Involve civil society insign and execution of national policies; (iii)
Conduct effective outreach to communicate the natigolicies and regional programs to key
constituencies.

Actions by G20 countries and other development pars

Capital Flows Improve international regulations to reduce thelical bias inherent in the Basel |l
system.

EDI: (i) Remove trade barriers in advanced/emergingaeteeconomies to enhance FDI flows|to
Africa; (if) Encourage sending companies to utilmedern and clean technology, share knowledge,
and adhere to good standards of corporate behavior.

Trade Conclude the Doha Round and resolve the outstanidgwes in the Economic Partnership

Agreement negotiations.

11.3. Human Resource Development
[1.3.1. Human Resource Development in Africa
Human resources and economic growth

By enhancing the skills, knowledge and abilitiesnofividuals, human resource development
(HRD) serves to improve the productivity of peoplhich supports economic and social
development. Therefore, the development of humaourees or human capital is critical
component of development strategy.

Africa’s challenges in human resource development

Human development is one of the major challengesdaAfrica today. Human resource
development is a critical factor in the fight taluee poverty. Poverty reduction in Africa will
be achieved only through high and sustained econayowth, which in turn requires
significant enhancement in human resources.

Poverty in Africa threatens the most basic compbrérhnuman resources, namely health.
About 200 million people are chronically malnouashand 43 percent of children under five
are stunted because of malnutrition. On average oun of ten malaria deaths globally occur
in SSA. Furthermore, more than 20 million peopléirica live with HIV/AIDS.
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The deficiency in education hinders the accumutatibhuman capital in Africa. 38 percent
of the adult population in SSA is illiterate and B&rcent of children will not complete
primary school. Only 5 percent of the relevant ggrip is enrolled in tertiary institutions.

[1.3.2. Africa’s progress in Human Resource Develognt

Although the lag in HRD is an obstacle to econogriowth, the last decade saw a stride in
Africa’s human resource development. Africa condmuto make progress toward the
achievement in HRD-related Millennium Developmenvad (MDGs), but the progress
continues to considerably lag behind most of otlegions of the world. The region made
substantial progress also in Education for All (BER#&hich is monitored by UNESCO.

Progress in all the three parts of human resounessbeen achieved: population health,
education attainment, and workforce skills.

Population health

Population health is a precondition for further elepment in human resources such as
education and employment. Substantial progressbeas made in Africa in improving the
health status of the population. Since 1990 thetatityr rate for children under age five
(MDG 4) in Sub-Saharan Africa (SSA) countries dregy 22 per cent — from 184 deaths
per 1,000 live births to 144 in 2008.

The risk of death from HIV/AIDS or malarias is deahg. The downward trend in HIV
prevalence rate and deaths associated with AID8uis to improvements in access to
treatment, changes in behavior, and reductionfacttion among the most vulnerable groups.
HIV/AIDS-related deaths fell from 2 million in 20080 1.4 million in 2007 and new
infections declined from 3 million to 2.7 millionudng the same period. In spite of this
progress there is still long way to go; Sub-Sahahita which accounts for 72 per cent of
all new HIV infection in 2008. Child deaths from laa@as declined mainly due to the wider
usage of insecticide-treated nets (ITNs). Thankadreased allocation of financial resources,
sixteen SSA countries have at least tripled ITNgesamong children under five since 2000.
Nonetheless, overall ITN usage still falls shortlemand.

Resolving the poverty and hunger is essential fondmn resource development. In this respect
Africa is making steady progress. The proportiorpebple living on less than $1.25 a day

(MDG 1), dropped by 7 % points from 58 % in 199(%10% in 2005. The percentage of Sub-

Saharan African people suffering from hunger isacsteady decline. It decreased to 26 per
cent in 2005-07 from 31 per cent of 1990-92. Néhaddss this ratio is still high and progress

is slower than in other regions. In addition theyéring effects of the food price hike in 2008

and the reduced income due to the financial ccsidd worsen the situation.

Educational attainment

Africa has made significant achievements in edocali attainment (Figure 5yrogress
towards universal primary enrolment in particulas lbeen significant in the region since the
World Education Forum in Dakar, despite mixed ressand slower gains in recent years.
SSA has registered remarkable progress since 1D8&ducing its out-of-school population
by nearly 13 million, down to 32 million in 20070/®e countries with large out-of-school
populations in 1999 had made significant reductidnys 2007 (e.g. Ethiopia, Kenya,
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Mozambique, Tanzania, and Zambia). Between 1999280F, the average net enrolment
ratio (NER) in sub-Saharan Africa increased fror5® 73%. Still, challenges remain -- an
estimated 38 percent of the adult population in S&A153 million adults, lack the basic
literacy and numeracy skills needed in everydag. IDn a more positive note, the adult
literacy rate in SSA has been increasing durind20t reach about 60 percent in 2007.

Improvements in education attainment hinge critycalso on a better quality of education.

Many countries in SSA — including Burkina Faso, i, the Niger and Senegal- have
more than doubled the teacher workforce, in mosesamproving the pupil-teacher ratio.

According to UNESCO (2010) an additional 1.2 mitliteachers have to be recruited in sub-
Saharan Africa to reach universal primary educabp2015

Figure. 5 Net primary enrollment and primary completiorertdr African countries
Net Primary Enrollment Primary Completion Rate
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Source: ECA, AU, and AfDB (2009), p.14.

SSA’s progress towards achieving the Education Abr has been facilitated in many
countries by increases in government spending atetniational aid for education. Strong
economic growth and poverty reduction gains havertdmuted to progress. Public spending
on primary education in sub-Saharan Africa rose28% in real terms between 2000 and
2005. International aid is vital for the financimd education in sub-Saharan Africa. The
region is the largest recipient of total officiadw&lopment assistance, accounting for about
one in every three dollars. Averaged over 20062047, total annual aid to education to sub-
Saharan Africa amounted to US$3.9 billion, up fro®$2.7 billion a year in 1999 and 2009
(UNESCO, 2010).

Workforce and employment

In SSA, employment rates are higher than in otlesrelbping regions. At the same time,
working poverty and vulnerable employment are vergvalent in SSA. For instance, the
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proportion of employed people living below $ 1.28ay was expected to reach 64 percent in
2009, in part due to the economic crisis. The IL@&imates of the share of vulnerable
employment for 2009 range from 75.7 per cent totaup9.6 per cent, which would take the

region back to 2003 levels of working poverty (ILZD10).

11.3.3 The role of G20 in Africa’'s human resourcesyelopment
The challenge of youth unemployment

In Africa — as in other regions, young people (a@jbs— 24 years) are disproportionately
affected by working poverty, unemployment and vedide employment. The youth in SSA
in mid-2000s made up about 40 percent of the wgrkige population, but 60 percent of the
total unemployed, reflecting that this group is tigatarly impacted by labor market
imperfections. Moreover, the young people are nlitedy to be in the informal sector than
adults, and less likely to be wage employees dreseployed. Specifically, in 2005 in
Ethiopia, 81.4 percent and 12.5 percent of youthiewia the informal sector and self-
employed, respectively, in comparison to 43 pereswt 49.6 percent for the adults. The still
high fertility rates along with the ongoing demagne in Africa are likely to increase the
pressure for job creation over the coming decades.

G20's role in bridging better human resources taenemployment

Africa’s youth follow two paths in their transitisrto working life: many go to work directly
with little benefit of formal schooling, while otrejoin the work force after a time in the
formal school system. Those who enter the laboketatirectly without formal training are
more likely to end up in low productivity jobs. Telp Africa reduce youth unemployment,
G20 can cooperate with African countries in théolwing areas: secondary education, higher
education, technical and vocational education aaithing (TVET), and knowledge sharing
for policy capacity.

Increasing access to secondary education

The gap in secondary enrollment rates between 3$f8Aother developing regions widened
between 1990 and 2000, though it has been slowhpwang since then. In the early 2000s,
the average enrollment rates for SSA were well\wedlmse in other regions (Figure 6). This
gap in secondary enrollments has serious conseesefioc competitiveness and growth.
Competitiveness, especially in high value-addedlarmviedge-based sectors of the economy,
depends on knowledge, skills, and competenciexa$sd with abstract reasoning, analysis,
language and communication skills, and the appticabf science and technology. These
assets are acquired most efficiently through semgndchooling. The Association for the
Development of Education in Africa (ADEA), nationajovernments and bilateral
development agencies, and the World Bank recoghiencreased enroliment in secondary
schooling to be a priority for most of SSA, alsateate base for higher education.

Reforming higher education systems
To transform African countries into knowledge-basedieties, a comprehensive overhaul of
higher education systems is needed in a numbeowiftdes. In today’s knowledge-based

world, no country can reach strong, sustained dratesl growth without a capacity to
generate, transmit, and utilize new knowledge. Dedis recognition, Africa’s stock of
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human capital with tertiary-level skills is belowat in countries with similar levels of
development; this applies especially to sub-Sah#&faica. Moreover, there is substantial
mismatch between the demands of modern economigsskilts possessed by the recent
university graduates in most African countries. Whinemployment among the educated is
high, shortages of skills, especially in ICT, highel technical skills and foreign languages
persist. To reform Africa’s higher education syssethough, new sources of financing for
higher education need to be identified, includingnf the private sector. Different forms of
state support should also be explored, includiegitiguarantees, loan subsidies, and grants.

Africa asks G20 countries to raise the emphasistagher education in their development
agenda in Africa; this is beyond the MDGsSpecifically, donors need to increase aid
allocation to higher education in African countriassupport of the enrolment capacity and
quality of education provided by the African teryianstitutions.

Table 1. Distribution of youth and adults by job statusgercent)

Employed Unemployed Out of the labor force
Youth Adults Youth Adults Youth Adults

SHIP data

Burundi, 1938 70.4 95.8 0.3 04 293 3.8
Cote d'loire, 1996 51.4 81.8 3.0 29 466 153
Camercon, 2001 42.7 B0.9 7.2 4.7 501 14.4
Ghana, 1998 177 78.4 31.3 87 510 1248
Guinea, 1994 69.9 878 8.3 53 218 6.9
Kemya, 1997 20.8 58.2 a7 1.1 75.5 407
Mozamblgue, 1996 220 59.5 22 14 758 391
Mauritania, 2000 28.4 50.4 a1 34 68.6 462
Malawi, 1997 203 58.8 13 15 B4 397
Nigeria, 1996 2341 76.7 b5 1.2 7.4 221
Sierra Leons, 2003 404 B5.4 528 10.2 71 4.4
580 Tome and Principe, 2000 328 68.1 4.1 0.8 63.1 A
Uganda, 1999 178 66.0 0.7 0.8 814 334
Zambia, 1993 8.7 7.7 6.7 42 b4 & 181
55A-14 (mean) dhh 733 9.3 33 53 234
55A-14 (median) 30.6 7.2 39 22 589 2041
LFS data

Ethiopla, 2005 728 86.5 28 18 23 116
Madagascar, 2005 . 93.3 1.7 28 26.6 41
Tanzania, 2005 44 835 49 1.8 20:7 4.6

Sovirce: World Bank Survey-Based Harmonized Indicators Program {SHIFY), Ethiopia LFS 2005, Madagascar EPM 2005 and Tanzania ILFS 200506

Recited from World Bank (2009), p.5.

More skills for African youth through Technical avidcational Education and Training
There has been debate about responsibility of gowent for providing Technical and

Vocational Education and Training (TVET) and thade-off between the achievement of
skills development with TVET and the provision afiversal basic education. Nevertheless,
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skills development for participants in the laborcfis important in Sub-Saharan Africa today
for several reasons. Technological change andnitreased competition require higher skills
and productivity among workers. Furthermore, TVEVital for investment promotion in that
the availability of skilled labor is a critical d@tminant of foreign investment.

Figure 6. Gross Enrollment Ratios in secondary educationglgyon (2004 or latest)
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Source: Verspoor (2008), p.24

A key challenge for African economies over the nebgcade is to create productive
employment opportunities for the 7 to 10 millionnentrants to the labor force annually. In a
typical African country, as much as 85% of totalpdmyment is engaged in the informal
economy, with most of this in smallholder agricudtu Growth in the informal sector is
probably a permanent feature of African labor mexker the near future. Reaching the
informal sector with skills development will be reasingly important for poverty reduction
and sustained growth.

State-sponsored training systems play an importdatin all countries in Sub-Saharan Africa.
The challenge is how to reform these institutiamsniake them more responsive to markets
and more effective in the use of resources. Amdregvarious providers of TVET, state-
sponsored training frequently responds to the denfan more costly skills and provides
better geographical coverage, but it also suffesmfpoor quality and a lack of connection
with market needs. Budget pressures since thedeaside have limited capital improvements
and operating expenses, with adverse consequences.

Governments have a public interest in removinglskibnstraints to economic development
and in promoting access to skills for those whosargally and economically disadvantaged.
Meeting the evolving market needs will require camed efforts of governments and the
private sector in designing, financing, and opegatiemand-driven TVET institutions.

Better public capacity through knowledge sharing
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The performance of public sector in Africa is «dli for poverty reduction and sustained
economic growth. In many African countries publiovgrnance and accountability have
improved with the introduction of democracy and tenmitment to the rule of the law since
the 1990s. Nevertheless, capacity in public sett@nagement remains weaker than in other
developing regions. The role of the public sectoessential human resource development as
a means for sustained economic growth. The enhatem public capacity in Africa is
especially critical for the establishment of an iemwnent that is conducive to
entrepreneurship.

Support from the G20 for capacity building in thebpc sector would help Africa enhance
human resource development and job creation. The/lledge and know-how learned from
the development experiences of G20 member countradsding Korea who achieved rapid
economic growth in part due to active roles of gowgent might provide African countries
with valuable lessons and help avoid possible griroipolicy-making. Sharing of knowledge
and experience of G20 members would be a good legioicupport public capacity in Africa.

The support for capacity building needs to addties=e dimensions of public sector capacity:
human capacity, organizational capacity, and wmstihal capacity (World Bank 2005).
Workers in the public sector are supposed to h&ills $0 analyze development needs, to
design and implement policies, and to deliver sewi Public organizations should be bound
by a common purpose, with clear objectives andiriternal structures, processes, systems,
and other resources to achieve them. Lastly, utgiital capacity implies the formal ‘rules of
game’ and informal norms that provide the framewwfrlgoals and incentives within which
organizations and people operate.

G20 members could put their knowledge, human ressyiand financial resources to support
improvement in these three dimensions. Correspghdithe ownership of African partners
is essential for the success of capacity buildirmgmams. While external assistance can help
by providing inputs to enhance the functioning b€ tpublic sector, it cannot directly
influence the cultural factors and political ecoryodimensions underpinning the demand for
public sector performance. Therefore, capacityding efforts will succeed only where they
take adequate account of the prevailing local igalitand institutional realities, and are
country-owned rather than donor-driven.

Box 11.3.1. A case for knowledge sharing: Korea’ KSP

Korea represents economic success among the cmumivat had experienced colonizatjon
and late industrialization. Moreover, Korea is afi¢che few countries which have become|an
aid donor country from a recipient country. As Hust country of G20 summit in 2010 and a
member of DAC, Korea wants to repay the benefiisfinternational society by expanding
its commitment to development cooperation.

One of the major features in Korean economic dereknt since the early 1960s was the
active role of the government in the rise of indestand private sectors. During the process,
the Korean government introduced and implemententessfully many policies such as
export promotion, gradual import liberalization pital and exchange market liberalization,
privatization of state-owned enterprises and baskgcial economic zone, ICT industry
promotion, and so on.
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From its development process, the Korean goverhheanned that building policymaking

capacity and accumulating knowledge for developmanpublic sector is essential for

successful economic development. In addition, tloeeEn government recognized that the
experience and knowledge that it had earned dutsndevelopment process would be very
valuable assets that can be shared with develamogtries. Against these backgrounds, jthe
Korean government took it as a pillar of its inetfanal development cooperation to share its
own development experiences with others.

This development experience is institutionalizedhes'Knowledge Sharing Program (KSP)'
which is run by the Ministry of Strategy and Finan€onsultation teams, comprised |by
former senior government officer, experts from g@plinstitutes and universities, provige

Navoi Special Economic Zone of Uzbekistan in 2008] served as a reference for the
membership negotiation of Azerbaijan.

The KSP might be considered as a model of 'globalwkedge partnership' envisioned py
international society. The Korean government wikpa&nd the size and area of KSP and
operate it jointly with multilateral developmentrid& such as World Bank, AFDB and ADB.

II.4. Structural transformation for strong, sustained, and shared growth
[1.4.1. Labor productivity in Africa: gaps and opptunities

Africa’s pre-crisis boom and its surprisingly femtd strong recovery have reiterated the
continent’s immense economic potential. Moreovlg pre-crisis boom was broad-based
across countries and wide-spread across sectorg) wiany (e.g., mining, retail,
telecommunications, banking, agriculture) contibytto high growth®” Moreover, the
growth acceleration was not just driven by the camity boom, but reflected markedly
improved pre-crisis macroeconomic policies andcstnal reforms, such as reforms of the
financial sector and labor regulations, and sttesiged business environment.

Surely, at only 3 percent of world GDP and traddric&’s current weight in the global
economy is low® Moreover, low-productivity agriculture still accois for most (about 60
percent) of employment in many African LICs, whilee surplus labor from agriculture
typically works in the informal urban sectdt.A significant and long-standing labor

3" The sectoral trends are documented in AfDB and DEZD10) and McKinsey&Co. (2010).

3 According to the IMF WEO database, in 2008 Afrimounted for only 2.1 percent of world GDP in entr
prices and for 3.2 percent in PPP terms. SharatefSaharan Africa (SSA) was about 2 percent.

39 While the productivity in the urban sector is abdle agricultural productivity, it is still oftenarkedly lower
than in the formal sector. This leads to the logragate productivity.
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productivity gap between many of Africa’s LICs anther developing countries has thus
emerged. On a more positive note, in some fromtiarkets (e.g., Uganda, Mozambique),
labor productivity accelerated in recent years gmadv as rapidly as in India (Figure 7).

Figure 7. Labor productivity, Index (1991 = 100), 1991 — 2008
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Source: African Development Bank, ILO and authors’ caltiga. 1/ Labor productivity is measured in terms of
number of people employed, not working hours.

Furthermore, the large productivity gaps with adeth economies imply that through the
catch up process, African countries could reach @&aP growth rates approaching 10

percent annuall§® With such rates African countries possibly coald,average, converge to

the per capita income levels of the new EU membeosind the year 2050 (Klein, 2006).

However, for this convergence to happen, structdurahsformation from subsistence

agriculture to industry and high value-added sewigvould need to markedly accelerate.
Other factors, such as an enabling external enwiesrt and improved educational systems
would also need to be in place.

The lack of structural transformation has been Akéilles heel of reform efforts in most
African countries so far. While the share of adtie¢ decreased somewhat over the last two
decades (from 18.2 percent of GDP in 1990 to 16r8ent in 2008), it was due to shifts into
mostly low-value added services (e.g. trade) anaMaing, even though in some countries the
share of financial services and telecommunicatioas also increased. The manufacturing
sub-sector remained underdeveloped and in facstieaslily declined since the early 1990s; in
2008 it amounted to about 10 percent of GDP congptrenore than 30 percent in East Asia
(Figure A.9). Several African middle-income couesri(Egypt, South Africa, Tunisia) have
well-developed manufacturing sectors and buoyawices (McKinsey&Co., 2010).

0 One of the underlying assumptions is that the fatjmn growth is slightly above 2 percent.
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Overall, due to the limited structural transforrmatiand diversification, most countries are
heavily dependent on the production and exportaditional primary products and highly
vulnerable to external shocks. As many African eroies are dominated by natural resource
extraction sectors that require very specializedo$eskills, diversifying of production and
increasing the technological content are challejg®everal exceptions aside (e.g., Egypt,
Mauritius, Morocco, South Africa, and Tunisia), tlhek of economic diversification and the
low technological level have been constrainingigbdf many African countries to compete
globally. They also hampered regional integratibhe global financial crisis has reiterated
the need for Africa to diversify its economies dimdl new and sustainable sources of growth.

Despite this overall somewhat bleak aggregate m@octum labor productivity trends, several
middle-income countries (Algeria, Botswana, Egyjttyla, Mauritius, Morocco, South Africa
and Tunisia) give rise to hope. About forty companiocated in these countries have been
expanding regionally and in some instances glob&ilyact, with annual growth of revenues
of about 24 percent during 2003 — 08, these conegagiiew faster than established firms in
advanced economies; they were also more profi{@aston Consulting Group, 2010).

Pockets of dynamism can also already be found imymadrican frontier markets, pointing to
the entrepreneurial spirit throughout the contineRbr example, the cut-flower business in
Kenya and Uganda has blossomed, while refineddegtfoducts from Ethiopia have entered
high-end fashion stores in New York. The Nigeridm findustry, ‘Nollywood’, one of the
largest in the world, has been very active in reggrars and became a major source of
employment in the country (Klein, 2006). The keesion is then how such dynamism can
be extended to the rest of the sectors in thesetites and elsewhere on the continent.

I1.4.2. Advancing structural transformation, raisig productivity

In most African LICs, boosting productivity in aguiture is a key challenge and precondition
for increased productivity in other activiti&swWhile causes of low productivity in agriculture

are numerous and country-specific, often they dtem the lack of access to markets, credit
and technology. These constraints need to be amtesogether with strengthening

institutions (e.g., land ownership), providing tiag to enhance skills, and removing

obstacles to trade. Promoting regional value chamnts— more broadly — regional integration
will help Africa overcome the additional limitatisrof small national markets and populations
(UNECA and UUC, 2009). Improved infrastructure, famcapacities, technology transfer,
and increased funding for research could also fede agricultural productivit§f

For the structural transformation and productivity take off, constraints to new high-
productivity firms in industry and high-value addactivities need to be removed. Given the
supply-side bottlenecks, a key for reducing pro@umctosts continues to be investment in and
maintenance of infrastructure. In some countriesy.(eSouth Africa), the demand
inefficiencies caused by energy pricing below ftdcovery of costs should be removed

*1 Golin, Parente and Rogerson (2002) showed inibragéd general equilibrium model that agricultugedwth
is central to development, as its low productidiéin substantially delay industrialization.

2 Salami, Kamara and Brixiova (2010) discuss coirggao raising productivity of agriculture in Easfrica.

Ravallion (2008) highlighted lessons in this regtrat Africa can draw from China’s experience aonid that
to reduce poverty, African countries should: (ijseaproductivity of agriculture through both marketsed
incentives and public support; and (ii) create vitictioning state institutions.
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(OECD, 2010)** Africa would benefit from increased competitiongroduct markets; more
developed financial markets, and strengthened ganee. Reforms before the crisis and few
success stories (e.g. Rwanda) notwithstandingyithe business environment still reduces
Africa’s competitiveness (Eifert, Gelb and Ramaairan, 2005; Figure A.10). Labor markets
would function better if they were deregulated aodial safety nets developed. Moreover,
the importance of strengthening institutions angrioning governance in Africa cannot be
overstated.

Experiences from other developing regions poirthéocentral role played by industrial policy
and other sectoral strategies in bringing aboutefasndustrialization and structural
transformation to high-value added activities. TiBiparticularly the case in Africa’s LDCs,
where successful activities and entrepreneursieipfien associated with mere survival rather
than involvement in highly productive activitiesqiigaglia and Fukasaku, 2007). The policies
range from incentives for technology developmendl @doption to pro-growth oriented
macroeconomic stance. The new industrial policyukhaot pick winners, but remove overall
obstacles to entrepreneurship in high-potentiatosgcand industries. At the same time,
policymakers should avoid subsidizing energy-intemsand carbon-intensive industries
through these initiatives, but facilitate Africaisove to new and green growth path.

For these reforms to yield the intended resultg. (gtructural transformation and increased
productivity), additional policy space is neededhbat the national levels and in multilateral
trade and financial agreements. This requires tbilime increased domestic savings, deepen
capital markets and widen access to credit fordirmgeneral and SMEs, farmers, and small
investors in particular (AfDB and OECD, 2010). Mesdnile, multilateral and bilateral donors
would facilitate this transformation through incseey their financial support to Africa, along
the lines of statements at the 2005 Gleneagles #urBy working closely with recipient
countries, they would make their financial suppodre effective through better coordination,
increased flexibility and real country ownershipeaternally funded projects.

Box I1.4.1. Structural Transformation for Strong, Sustained and Shared Growth --
Actions

Actions by African countries

Raising productivity in agriculturdi) Increase access of smallholder farmers to etarlcredit
and technology; (ii) Strengthen institutions (elgnd ownership), provide training to enhance
skills, and remove obstacles to trade; (iii) Proenoegional value chains and regional
integration overall; (iv) Improved infrastructurbuman capacities, technology transfer, and
increased funding for research.

Facilitating structural transformation to high vedadded industry and servicgy: Remove
regulatory constraints to creation of new high-prctdvity firms; (i) Continue to invest in
infrastructure and maintain it; (iii) Phase out @& inefficiencies caused by energy pricing
below full recovery of costs; (iii) Eliminate themaining rigidities in the business environment
to cut cost of production.

Implementing effective industrial policyt) provide incentives for technology developmand
adoption in high potential industries; (ii) adopbfgrowth oriented macroeconomic stance; (iii)
facilitate Africa’s move to new growth path, avadbsidizing energy-intensive and carbon-
intensive industries.

43 OECD (2010) discusses these issues in detail.
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Create policy space to support structural transhtion: Mobilize domestic savings, develop
capital markets, and improve access to credit MESand farmers.

Actions by G20 and development partners

Help create policy space to support structural sfiemmation: Increase financial support to
Africa, along the lines of (growth-adjusted) stagens at the 2005 Gleneagles summit. Imprpve
donor coordination, increase flexibility of projéahding and encourage real country ownership
of externally funded projects.

Il. 5 Infrastructure Deficit: Challenge and Opportu nity for Growth
[1.5.1 Africa’s Infrastructure Deficit: The Facts

For several decades now, researchers, Africanypoéikers, and donors have recognized that
the lack of infrastructure networks in basic argekectricity, transport, ICT and water)
hampers growth and sustainable development on ¢méinent** However, Africa, and
especially sub-Saharan Africa (SSA), ranks congilsten the bottom of developing regions
in access to infrastructure services (Table 2.a 2aM. According to the World Bank
estimates, Africa’s total financing needs in 20@®&anted to $93 billion a year. Of this, only
$45 billion is currently financed. Even if all refos aimed at raising efficiency of the
infrastructure sector were to succeed and reduegdp by $17 million, a $ 31 billion a year
gap would still remain unaddress&d.

The aggregate deficit numbers mask substantia¢réifices across Africa’s sub-groups and
sub-regions as well sectors. Specifically, theastiructure deficit is most pronounced in the
power sector where many countries suffer from r@agylower shortages and expansive
emergency power, while the ICT gap is much smallerfact, several African frontier
markets are ahead of major emerging market ecorsosuieh as India in the usage of mobile
phones, demonstrating that in an enabling enviroimddrica can rapidly adopt modern
technology (Figure A.11.a and A.11.b). As far asi&ds sub-regions, infrastructure in East
Africa particularly lags behind regional peers (eSputh Asia) or more advanced sub-regions
on the continent (e.g., Southern Africa). The isfracture deficit of oil exporters relative to
oil importers reflects in part that during the lastnmodity boom the extra oil revenues were
mostly spent on consumption rather than investrtegt, Nigeria)*®

In addition to the limited overall availability, whe the infrastructure services do exist they
are very costly in comparison with other developiagions (Table 3). They also tend to be
expansive relative to the purchasing power of pakrusers, which leaves part of the
networks unutilized as many of the potential useessimply ‘priced out’ of the market. Two
main factors are behind the high prices of utilayiffs: (i) high cost of production due to the

a4 Agenor (2010) develops a theoretical model of lomg-development based on public infrastructurehas t
main engine of growth. In his model, a large stoftvard spending on infrastructure will generateréase in
growth only if governance is adequate, i.e. thegeof efficiency of public investment is suffictgnhigh.

*5 Of the annual $93 billion, about 2/3 are new apixpenditures and 1/3 is on operation and madmiems
(Foster and Briceno-Garmedia, 2008).

“% In part due to the war heritage, infrastructurg ijefragile states is particularly worrisome.
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lack of economies of scale (e.g., power tariffeoasrAfrica) or (ii) high profit margins due to
the lack of competition (e.g., road freight tanjfts

Table 2a.SSA’s Infrastructure Deficit

South East SSA Oil  SSA Qil
SSA Asia Asia Exporters Importers

Transport

Density of paved road network 1/ 49 149 59 14 57

Density of total road network 1/ 152 306 237 70 173
ICT

Density of fixed phone line 2/ 33 39 90 16 38

Density of mobile phone line 2/ 101 86 208 118 97

Density of internet connections 2/ 2.8 1.7 6.6 1.7 3.1
Energy

Electrical generating capacity 3/ 70 154 231 66 71

Access to electricity 4/ 18 44 57 26 16
Water and sanitation

Water 4/ 63 72 75 59 64

Sanitation 4/ 35 48 60 34 35

Source:Yepes et al. (2008). 1/ km/1000 km2 (2001). 2ksubers per 1000 people (2004). 3/ MW per 1
million people (2003). 4/ Percent of household$waitcess (2002-2004).

Table 2.b.Infrastructure Deficit in SSA’s LICs and SSA’s stédgions

ssas QM looowas EAC sADC  Central
LICs LICs
Transport
Density of paved road network|l/ 31 134 38 8 92 41
Density of total road network 1 137 211 144 105 214 132
ICT
Density of fixed phone line 2/ 10 78 28 6 74 13
Density of mobile phone line 2/ 55 76 72 54 180 74
Density of internet connections 3
2/ 2 2.4 2.1 5.5 1.7
Energy
Electrical generating capacity 3/ 37 326 31 24 175 44
Access to electricity 4/ 16 41 18 7 21 18
Water and sanitation
Water 4/ 60 12 63 64 71 58
Sanitation 4/ 34 o1 35 45 43 28

Source:Yepes et al. (2008). 1/ km/1000 km2 (2001). 2ksubers per 1000 people (2004). 3/ MW per 1
million people (2003). 4/ Percent of household$waitcess (2002-2004).

“"The lack of economies of scale reflects the fragew nature of Africa (with very large number ofda
locked countries) and the limited progress withaagl economic integration.
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In some cases (e.g., internet provision), bothofactplay a role’® The high costs of
infrastructure services markedly reduce the contiee productivity (by half) and
competitiveness, while preventing it to reach megful gains in poverty reduction.

Table 3.Cost of Infrastructure: SSA and other regions

Other developing

Tariffs SSA regions
Power ($ per kilowatt hour) 0.02-0.46 0.05-0.10
Water ($ per cubic meter) 0.86-6.56 0.03-0.60
Road freight ($ per ton km) 0.04-0.14 0.01-0.04
Mobile phone ($ per basket/month) 2.60-21.00 9.9
International phone ($ per 3 min. to US)  0.44-12.502

Internet dial-up ($ per month) 6.70-148 11

Source: Foster and Briceno-Garmendia (2008).

High prices for services are one of numerous ioefficies that permeate the infrastructure
sectors. Others include: (i) excessive allocatidrpublic resources to ICT (especially in
MICs) at the expanse of priority areas (energy);€ss than full implementation of the fiscal
budgets allocated for investment on infrastructuiig} insufficient maintenance which
creates need for expansive rehabilitation; (ivffioencies and losses during the distribution
phase; (v) pricing of infrastructure services belbw cost. Timely maintenance in particular
could go a long way in reducing the funding neatis;e estimates suggest that, for example,
$1 spent on road maintenance saves approximatety ri¢habilitation.

The persistently high Africa’s infrastructure déficas imposed major cost on the continent in
terms of foregone growth and missed opportunit@spoverty reduction. For example, if
SSA were to reach the level of infrastructure ofukigus, its growth of real GDP per capita
would increase by 2.3 percentage points a yearil&@ly if North Africa had Mauritius’
infrastructure, growth would rise by 1.1 percentpgit a year. The extra growth would stem
mostly from building additional infrastructure, mat than from improved quality of the
existing one (Calderon, 2008).

The key question is then how to generate finantiag would reduce the infrastructure gap.
Efforts to raise funds need to be accompanied foynmes to address the existing inefficiencies
(improved regulation, governance, budgeting, bettézing). Such reform would not only
reduce Africa’s overall infrastructure financingedls, but also increase returns on investment,
thus making the sectors more attractive for priyeteicipation.

[1.5.2. Traditional and innovative sources of infigructure financing

In 2008, Africa’s infrastructure expenditures ami@anto about $45 billion, of which 2/3
were financed domestically (mostly from budgetsiraebudgetary funds, state-owned
enterprises) and 1/3 was financed from externalrcesu (ODA, private investors and
emerging market economies). In most African coestrpublic sector predominates financing

8 Foster and Briceno-Garmendia (2008) discuss tHastors and other challenges related to Africa’s
infrastructure.
9 Similarly, if SSA had infrastructure of South Karét would grow by 2.4 percentage points a yearemo
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of water, transport and energy, while ICT has alyegained substantial interest of private
investors.

Given the importance of public funds and centralegoment budgets in financing new
infrastructure investments, improvements/increasédiency in allocation and disbursement
of these funds must be a priority. In that regakftican countries may want to strengthen
medium-term expenditure frameworks (discussed irt Paand improve fiscal governance
and transparency. These measures need to be sa@ppéehby efforts to improve domestic
revenue collection on countries where it is lowg(eUganda), while strengthening overall
domestic resource mobilization across Africa. Cairtpart, donors need to deliver financing
for infrastructure in a timely and predictable manand put appropriate emphasis on funds
for maintenance, not only new investments.

However, as improving domestic resource mobilizai®likely to take time and the official
aid from traditional donors will clearly not rissufficiently) in the near future, African
countries need to seek new sources of funds, eftber emerging donors or the private
sector. Among emerging donors, China has beercphatly active in Africa for several years
now. Specifically, China’s infrastructure finance@nmmitments in sub-Saharan Africa
increased from $ 0.5 billion in 2001 to $7.1 biflian 2006 and $4.5 billion in 2007, with
many projects backed by natural resources or futewenue flows. For example, Chinese
investments in Sudan, Angola and Nigeria were &adky oil, the 2006 investment in Gabon
by iron, and the 2007 investment in Ghana by c¢Eoater et al. 2008).

Regarding increasing private sector participationinfrastructure beyond ICTKenya's
issuance of infrastructure bonds finance roads serves as an example for othentges
with more developed domestic financial marketsoltofv.>® The purpose of issuance was to
boost growth as well as develop capital markets emse their transparency. The first
infrastructure bond (US$232 million), sold in Fedory 2009, had maturity of 12 years and
was over-subscribed by 45 percent. The secondharttibfrastructure bonds, issued later in
2009, were twice over-subscribed. One of the ingegatoffered, which contributed to the
bond’s over-subscription, is that holders can heeltond as collateral to acquire bank loans
and banks can pledge it as collateral for repos.

As Kenya’'s experience shows, when long term finagpaieeded for infrastructure is not
available from the banking system, infrastructunads can be an efficient alternative. They,
as well as other local currency bonds, reduce ntyatand currency mismatches in banks’
balance sheets, thus reducing risk of banking €rise

Ghana’'s 2007 Eurobond issuang@mints to the possibility and importance of acoesgs
international markets on good terms, even thougBhana’s case the resources generated by
the bond issuance could have been used more eé#BctiThe current plans dfligeria to
establish oil-financed infrastructure funsl worth exploring by other Africa’s resource rich
emerging and frontier marketsThe need for the frontier markets to shift ‘awagni aid

*0|n 2001, Kenya has embarked on revamp of its doé®nd market. Since then, it has succeeded to
lengthening the maturity profile of the debt.

L A sovereign wealth fund financed by oil revenueeigpected to be set up by October 2010 with abaut $
billion, according to the statement by Finance Mgtiei Aganga in early September.
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dependence’ was also recognized by IFIs. Correspglyd pace for non-concessional
borrowing was made in the context of the debt snehality framework.

More generally, a shortage of bankable projectsamesna key bottleneck to private
investment in the infrastructure sectors, whichdset® be addressed. Improving the ways
infrastructure financiers and facilities work toget could also go a long way in closing
Africa’s infrastructure gap. Africa asks the G20 sapport the African infrastructure
development initiative to develop an acceleratqgeblpe of bankable infrastructure projects
with focus on (i) cross-border investments, (ii)t@vaand sanitation, and (iii) renewable
energy. The initiative also aims at introducing laiobrative ways between infrastructure
financiers and facilities. Finally, when takindeader view of sustainable growth (i.e. one
encompassing not only financial but also social angironmental aspects), it becomes
important that African countries shift where possito ‘clean energy financing’. Donors and
multilateral financial institutions need to suppdhem in this endeavor. The African
Development Bank’s issuance of its first clean gpdiond in early 2010 and the subsequent
issuances later in the year are clearly stepseimigint directiorr?

Box 11.5.1 Infrastructure Deficit: Challenge and Opportunity for Growth -- Actions

Strengtheriraditional mechanisms of financingnfrastructure.

= Specifically, improve and increase efficiency itoehtion and disbursement of public funds
through government budgets, also through strengthenedium term framework&20).

= Improve further fiscal governance and transparergyengthen resource mobilizatign,
including through better tax revenue collection dauntries where it is low(African
countries).

Continue and enhan@enovative ways of infrastructure financing

= Explore options for/viability of issuance of locaifrastructural bonds (as in Kenya);
sovereign bonds on international markets (as inn&par in case of resource rich emerging
and frontier markets -- infrastructure wealth fuasdplanned in NigerigAfrican countries).

= |ncrease share of clean energy finangifjican countries, G20, other partners).

= Support the African infrastructure developmentiative toincrease the number of
bankable projectsin Africa (G20 and other partners).

In parallel,address inefficienciesin building, maintenance and pricing of infrastiue to cut the
financing gap. Ease regulations to raise compatitio telecommunications, the energy sector,|etc
(African countries).

2 These bonds were issued within the Bank’s Cleardsnfor Development Investment Framework, which is
step towards shifting energy investments to fagar-tarbon development paths.
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I1.6. Green growth development path for Africa
11.6.1. Introduction: Green growth as a strategiaiprity in the global economy

On 21 June 2010, ahead of the G20 summit in Torah®oUN Secretary General Ban Ki-
moon urged leaders of the biggest 20 developed dmwdloping countries to focus on
development, green growth, and the needs of the mdserable in designing recovery
strategies. According to him, “the best way to erdeathe framework for strong, sustainable
and balanced economic growth is to put developritent and centre, and to invest in a green
economic recovery for alP? Indeed, in responding to the global financialisrithe Toronto
Summit reiterated their commitment to a green recpand sustainable global growith.

In the process of global economic recovery, graemwth is considered a strategic priority by
the G20, as well as major global institutions alavith the traditional concept of growth

based on GDP, while it encompasses a wide rangbjettives that are critical to long term
global economic development. To be specific, theealve of green growth is for reviving

the global economy, boosting employment, expediting fight against climate change,
therefore, ultimately to achieve a sustainable g¢noiw the world economy. In that sense,
green growth is relevant beyond relieving the impdi¢he current economic crisis.

The G20 has 66 percent of the world’'s populatialmdpcing almost 90 percent of global
GDP. They are also responsible for 80 percentabajlgreenhouse gas emissions, as well as
commanding much of the world’s annual USD 150-2%0ioh fossil fuel subsidie¥.
Therefore, they are required to ensure that thmiestments set out to stimulate stagnant
economies contribute to mitigating climate changs, well as reaching the impending
millennium development goals (MDGs) especially erating the poverty. In this context
that, for the G20 meeting in Pittsburgh, the UNEHed on the 20 largest economies to
engage in a Global Green New Deal by investingeastl 1 percent of their total GDP in
promoting green economic sectdt$JNEP suggested that the G20 countries use a isignif
proportion of their investments focusing on imprayienergy efficiency in buildings,
supporting renewable energy technologies, sust@natbnsport technologies, ecological
infrastructure, and sustainable agriculture. Algiouhere is a large gap to fill among
countries, progress has been made as many goveswpen in the effort to adopt
expansionary stimulus packages, including greewilroriented policies’

%3 Referring to UN News Service “Ban urges focus emefopment and green growth ahead of G20 summit”
on 21 June 2010 http://www.un.org/apps/news

> The G20 Toronto Summit Declaration, para. 41, 26ne 2010
%5 Global Green New Deal- An Update for the G20 Bittgh Summit p.1, UNEP, September 2009.
*% Global Green New Deal- An Update for the G20 Bittgh Summit p.1, UNEP, September 2009.

>" According to a report from UNEP report on a GloBaken New Deal, almost 15 percent of the global
stimulus packages to date can be considered gneeatiire, and these commitments are largely coratedtin
a few leading members of the G20. Yet another tdpom HSBC Global Research by Robins at al. in@2a6ad
2010 about green stimulus, of the USD 3.3 trilldlocated worldwide to fiscal stimulus over 2008-%D 522
billion was devoted to such green expendituregawibreaks, and it seems that not only developedtdes but
some emerging economies like China (spending USDhillion from September 2008 through December 2009
which accounts to a third of its total fiscal sp@gdl contributed to a significant extent.
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In consideration of the significance of green gitgwhe coming G20 Summit in Seoul will
take the issue as a new approach for the develdpagamda, on which the host country
would like to focus along with the global financishfety net. As the premier forum for
international economic cooperation, the G20 Sund®als with environmentally and socially
sustainable economic growth and “green growth’ndaubtedly the central to the agenda.

11.6.2. Clean development mechanism viable for Asdai

When it comes to green growth, the question oVigbility or feasibility in applying green
development strategies to developing or under-dgeel countries is raised, as it seems to
require cutting edge technologies and a huge amufunvestments. However, that question
does not penetrate through the fundamental at&ribfithe issue. As it should be focusing on
how to accomplish the way to have a green econoatlyer than on whether it is viable for
certain groups of countries. Many issues relatethéodevelopment agenda, such as climate
change, food and energy security, job creation, @oneerty eradication, demand intensified
international cooperation. Therefore, industriadiz®untries, as well as developing countries
and lower income countries including many stateghenAfrican continent, should also be
concerned about adopting clean development mechaiigile many African countries are
among the most vulnerable to the impacts of theneeconomic crisis and climate changes,
it is critical to devise a clean development megrarin the region.

The recent global recession served as a wake-ufocahe world leaders, including those in
Africa. It caused a drastic drop in global demand &ade, which in turn affected on global
output. Facing the negative impact of the crisisfimancial and commodity markets, the
global economy is keen to find a new source orva mechanism for sustainable growth. In
this context, green growth has emerged as a cdotna$ of to the daunting task of economic
recovery and the MDGs achievement. It is about ypngs economic development, while
reducing pollution and greenhouse gas emissionaresihg the efficient use of natural
resources and maintaining biodiversity. That isjremment oriented investments are needed.

Along with overcoming the current economic recassidfrica is given the daunting task of

maintaining stability in the economy, accomplishisgstainable economic growth and
employment, and addressing food security and cénaditange. For dealing with the task,
more investment is needed in Africa’s real economfrastructure, transportation, energy,
agriculture and communications are the sectors tsgiecially need such intensified

investments. By inducing more investments in thesaors, the continent could sustain the
momentum for further growth, as well as addresstiger economy-related issues. The
investments with green growth initiatives in Afrideave critical meaning to the world

economy, as it could broaden its markets by theltesf the continent’s growth. From both

perspectives of Africa and its international parsngreen growth initiatives should lie in the
centre of their concerns.

In fact, Africa has shown resilience in confrontithg current crisis maintaining 2.5 percent
growth rate in 2009, while those of their internatl partners have been contracted. As for
the sub-Saharan region, its real GDP growth rat20ih0 is projected to be 4.1 percéht.
Based on the data, the continent can be considefgel rich in potential as a new growth pole
in the global economic system..The G20 has madmitsmitment for an environmentally and

8 See “Regional economic outlook, Sub-Saharan Afrigaathering the storm”, Table SAl: real GDP
growth, Oct. 2009.
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socially sustainable economic growth and activelgaged in a green growth déaFor this
purpose, African countries need to set a speaific ¢arbon growth path in relation to the
development agenda to induce more financing ressurc

Given the gravity of the issue in the long run, tdoening G20 Summit in Seoul would take
the development issue as a major element of thedagd he development agenda itself is not
a new subject to the international institutionsfamums, even to the G20 Summits. For the
Pittsburgh meeting, the leaders of the G20 wemmadly called for contributing to sustainable
economic growth by engaging in a global green neal,dvhich requests them to invest at
least 1 percent of their total GDP in promotingegreeconomic sectors. In the Summit in
Seoul, the Korean government will suggest more o$pacific approach towards the
development agenda as to giving a new momentuneveloping countries with a growth-
oriented strategy. And that would definitely becompliance with the notion of green growth.
As a G20 member country, Korea has been workingadwancing the progress towards
sustainable low carbon economy by adopting the iG@owth Strategy. The country is
making enormous effort to transition into a greear®my, which is a new paradigm to create
jobs, as well as to have a new growth momentumth®ftotal green spending in the Asia
Pacific region that amounts to USD 342 billion, Kathas devoted a substantial amount while
it allocated nearly 80% of its total expenditure geen investment®. Along with that,
showing the government-wide effort towards greeowgn, the Presidential Committee on
Green Growth was established in February 2bfi® implementing green growth strategies
over the 5 year period from 2009 to 2013. The kaheéffort that the Korean government has
made is notable, as it could represent what bengfégen growth strategies can bring about,
while major economies that caused or were hit trdhe global crisis fall short of their
commitment in relative terms.

Korea has already shared its green growth visiaih wirica in the second round of the
Korea-Africa Forum as they adopted Korea-Africa &ré&rowth Initiative—an annex to the
Seoul Declaration—, promising to achieve sustamagtowth in a coordinated and
harmonized manner. To be more specific, Korea afitaA“agreed to expand bilateral and
multilateral channels for dialogue between Kored Africa to build a consensus on green
growth and hold policy forums to strengthen pasthar for low-carbon green growti*By
the accord, the two agreed to implement environalezgoperative projects, such as water
supply, waste treatment, and other managementahatsources. Furthermore, being fully
aware of the need to transition into a new paradigtmch is expected to bring in more
benefits by tackling the global environmental issunel the creation of green markets, both
parties agreed on mutual cooperation for explodlegn development mechanism including
transfer of green technologies.

To sum up the aforementioned facts, it is safeap that a foundation for international
cooperation in preparing a green growth path has lestablished, and developing countries
including many in the African continent have shatteel need for it. And as the host country

*9 Global Green New Deal- An Update for the G20 Bittgh Summit p.1, UNEP, September 2009

0 See Edward B. Babier, “Toward a Global Green RenoovThe G20 and the Asia-Pacific Region,” The
Asia-Pacific Journal, 28-2-10, 12 July, 2010.

®1 See http://www.greengrowth.go.kr for more inforimatabout the Korean government's taking initiasive
for green growth.

%2 Referring to “Korea, Africa Share “green growthision” by Kim Sue-young, 24 Nov. 2009
http://www.koreatimes.co.kr/www/news/nation/2009M113 56038.html
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for the coming Summit, Korea is keen on taking st the key agenda in relation to
development for the post-crisis era.

11.6.3. Policy recommendations

To realize its abundant potential to become anatieggor growth pole in the global economy
addressing other issues like climate change andrpogradication, Africa should show the
world their willingness to do so.

Domestic leadership matters: policy choices forftitare

To cope with the impact of the crisis and to seize opportunities to develop, African
countries can learn from the Korean economic deemt history, in its early stage of
development where it was demonstrated that thengiless of the government to drive the
direction of domestic industries plays a big raMith weak economic fundamentals, the role
of the government to ensure a stable environmentnfgestments cannot be emphasized
enough. Therefore, to induce more investment tosbgoeen growth strategies in Africa,
governments of the continent need to pursue domesform, in order to create a conducive
environment for cooperation with other actors, & as specific schemes for development.

African countries huge reserves for energy rescuarel growth potential continue to attract
investors in the developed Western partners asagedimerging Asian economies. Compared
to the Korean case, the starting point for devisind implementing development initiatives is
strong, so much so that if the domestic leaders ta& right strategies in forging an enabling
macroeconomic environment for green growth pathwatld help not only to protect the
continent’s natural resources, but also to contelio the world economy’s progress in the
transition to new paradigm of sustainable growth.

Devising a clean development strategy: preparingcec development mechanism

Given its abundant natural and biological resoyrge®d opportunities exist to set a low
carbon growth and development path. With a cohdremstment scheme in line with clean
development, the continent could attract finan@atl technological support of investors
including rich countries, and multilateral or reggd institutions.

For example, investing in Africa’s renewable enespurces, such as solar, hydro, wind,
thermal and biomass would be a good project to drda@rnational financing, as it could
contribute not only to addressing global climatarayes and local energy shortage problems,
but also to providing a chance to create a newajlofarket®® This kind of investment can
bring about more jobs and trade chances in Africa.

A relevant example to the African context wouldS®uth Africa’s Green Economy Summit
in May 2010, calling for the development of greeovgh policies and regulations which

% For the need of green growth strategy in Afrieder to Michael Keating, “Green Growth strategyb¥éa
for African economy”, The Great Debate UK, Reutetg, June 2009http://blogs.reuters.com/great-debate-
uk/2009/06/12/green-growth-strategy-viable-for-edri-economy
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support the development of clean technoloffé&he country anticipates gains in terms of job
creation by boosting the renewable energy sectbesd@ positive experiences should be
emulated in other countries.

Cooperation with multilateral and regional institohs
u Cooperation with international institutions

Whilst the work of developing a “green growth stigy” requires a broad and flexible mix of

instruments in several policy areas, including tiaxa technology, human resource and
natural resource management and other infrasteigstiablishment, it is necessary to devise
those schemes in close cooperation with the intiemea partners. Even though the level of

socio-economic development of African countrieseaand many are largely dependent on
official development aid from abroad, they showd#et part in the coordinated effort of the

international society by promoting their clean depenent strategies.

When the world is keen on finding a new growth gagan, many international organizations
and multinational banks are pursuing projects me lwith the trend. The OECD member
countries consisting of major donors to the comtirfeas recognized the importance of green
growth, pledging their continuous effort on innadwat and reforms, for tackling climate
change and setting the framework for green gréWextending this initiative, the Pittsburgh
G20 Summit was requested to build on the joint workEPOC and the Economic Policy
Committee on the economic and environmental benefitemoving fossil fuel subsidié%s

an OECD member country and the host country ottmeing G20 Summit, Korea takes the
agenda of green growth as the basic principle @hriewing a sustainable recovery and a
growth momentum, calling for more direct implemeiota of the existing commitment.

Africa, as the continent on the centre of concdansthe international bodies in terms of
global economic issues, cannot afford to stay khim this multilateral effort for clean
development given its growing interdependence withworld economy. Undoubtedly, some
takes a skeptical look on this notion for Africaymg that it has little contributed to the
world’s climate change but is unfairly compelledsiware the responsibility as international
community demands a new development scheme withehigosts. One of the reasons for
skeptical opinions towards Africa’s green growtlitiaives is because implementation or
application of green technologies is not viableudnder-developed countries due to the higher
the costs of adopting new technology.

However, this problem can be solved though for Wedge sharing with multilateral
institutions, regional bodies as well as individualestors. By enhancing the cooperation

% For further summarized information about the sutnisee “summit calls for government to fast-track
green growth”, South Africa The Good News, 21 Mayl@ www.sagoodnews.co.za/economy/
summit_calls_for_govt_to_ fast-track_green_growtthlh

% To see more specific contents of commitment iati@h to the coming G20 summit in Seoul, referhe t
remarks by Angel Gurria, OECD Secretary-GenerahegKorean G20 leadership: Assessing the key idanes
2010- New sources of sustainable and balanced gtod¥ Nov. 2009, www.oecd.org/document/18/
0,3343,en_33873108_33873555_44080146_1_1_1 In@0.ht

 Quoted from the remarks by Angel Gurria, OECD Stuy-General, at the Environment Policy
Committee meeting (EPOC) under the subject of “Trowagreen growth: how can the Environment Policy
Committee contribute?”, 21 Oct. 2009.
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with these international organizations, African woies could tap more financial resources to
invest and benefit from the transfer of green tetbgy in support of sustainable economic
growth.

[ | Inclusion of the private sector

Given that green growth encompasses a wide rangenof/ations, public resources alone
cannot fully cover the costs associated with clenahange and set clean development
schemes customized for each country in Africa. &fee, international economic
organizations and forums should discuss ways tenitiize private capital to participate in
those clean development schemes in the regiorhemptocess of development, the ultimate
goal of relevant schemes should be independenteriarlented industrial development.
Providing another African perspective, the AfDB lhegn working on diverse pilot programs
to expand the sources of investments, such as edslevenergy sector or infrastructure to
utilize the given natural resources in the contin®y expanding investment opportunities,
Africa could induce more finance to fill the gaptween its demand for investments and
public resources in hands. The G20 countries ahdramnultilateral economic institutions
should redefine their role, growing out of theaditional role as aid donors to partners in
preparation for the coming era.

11.6.4. Concluding remarks

The world economy has been facing a critical phesesitioning towards a new development
paradigm. As the green growth strategy is constléoebe a must process for recovering
from the current economic deadlock, it is put o ¢entre of the negotiation table set by the
G20. Given its framework, the G20 Summit will nateg hard-binding strategies for green

growth in terms of development.

Africa has been showing stable economic growthterlast decade and proved its potential
to be a new growth pole in the post crisis glolwan®my. With its growing interdependence
with the global economy, the continent is requii@garticipate in the international efforts for
achieving sustainable economic growth by embragnegn growth development mechanism.
By doing so, many African countries could draw moneestments from international public
funds and private sector, providing a new sourcgroWwth. Thus, African countries have to
ensure determined leadership to choose the rightigm to achieve stable political and
macroeconomic conditions and to align nationalredts with the global economic objectives
of clean sustainable growth. Furthermore, they khaatively utilize projects boosting green
industries, such as clean energy or green agrreylinitiated by multilateral or regional
institutions. Cooperation with those institutions support of the clean development
mechanism will yield economic benefits with minineslvironmental costs.

[1.7. Global Governance and Africa’s Voice in the hternational Financial Architecture

[1.7.1 Current Position

Although Africa currently has only limited linkages the global financial system, the
financial and economic crisis, and the precediraggifprice crisis — none of them of Africa’s
own making -- demonstrated clearly that the comting highly impacted by global volatility.
Its growth prospects were diminished, there wagdugtion in investment, credit and in
particular trade credit dried up. Much the sameliap to climate change: Africa has
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contributed the least to past emissions (and dmrigs less than 4 percent to global warming
now), yet the continent is projected to be hit leatdy climate change. It is already feeling its
effects, and bearing the costs.

It has been said repeatedly that global crisesineglobal solutions, taking fair account of
the interests of all parties. Many African couedgridepend on access to concessional
resources or loans from the IFIs, but have limitette in governance of these institutions.
The current international financial and economuhdecture remains dominated by the major
economies. When approached by developing and @myeopuntries, the response from
capital and financial markets are also guided npdstlthe stance taken by the IFIs.

The G7 and traditional donors are the major shadehns in the IMF, and the World Bank,
and substantial shareholders in the Regional Dewedmt Banks. They dominate strategy
and policy development, priority setting, and reseuallocation, particularly for low income
countries. Until recently, a broadly shared vigine so-called ‘Washington Consensus’,
guided the approach of both multilateral and bikdtelevelopment institutions. It had a
significant impact on many African countries thrbudecisions on for example policy
conditionality; debt sustainability and fiscal spaeligibility and conditions for debt relief;
credit policies; performance based allocation sgsteHarmonization and coordination of
policy in practice meant as much the presentatioa common position by donors, rather
than conformity with the strategic policy framewaskd choices of the recipient. Poverty
reduction strategies, designed to ensure countmyemship behind IMF and World Bank
lending, played in reality marginal role. Howevtite recent global financial crisis exposed
the weaknesses of the Washington consensus amdrfoan policy makers also reinforced
search for new development paradigm.

The G20 is now emerging as the leading forum feerimational economic and financial
governance. However its remit, the scope of its kwand its relationship to other
international organizations is still evolving. GRiembers recognize that its legitimacy and
credibility will depend also on its composition.h@ces have to be made between inclusion
and efficiency. It is acknowledged that Europ@vsr-represented (unless economic size is
the sole criterion) and that Africa is under repréged. G20 is seeking to reach out to non-
members.

Consensus seems to have emerged that G20 Leadetiagaeshould retain a broad focus on
economic and financial matters. It is uncertairwhitiey will deal with issues such as
development, energy, trade and climate changetrendxtent to which there should be more
overtly political issues discussed, such as peadesacurity — as is the case in the G8. There
are discussions about setting up a permanent Sgatebut for the moment the host nation
retains a central role, usually in consultationhwilhe host of the next meeting. With the
initiative of Korea to put development forefronttime coming Seoul Summit it is likely that
over time the G20 process will supplant the develempt agenda of the G8. The host country
decides on invitations to non-G20 members.

Representatives of G20 Heads (Sherpas) will megulady, but much of the policy
preparation for the Summits will fall to Finance i4iters. The G20 Finance group has a
relatively well defined composition and mandateyafice Deputies meet frequently and this
places a premium of continuity of participationpertise and experience in the issues being
discussed. The World Bank and IMF are observetkarG20 but can play a substantive role
at the finance level. The African Union was repnésd in London and Pittsburgh as an
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observer, at the invitation of the host governmeAtsa result of this observer status, Africa
has not been able to fully participate at the nmggstof the Sherpas and Finance Ministers.

The crisis has added weight to the Basel CommitteeBanking Supervision and the
Financial Stability Board on which Africa has alsoant representation. Although not
systemically important in the financial system ag, fAfrican countries are directly affected
by the decisions taken in these bodies, which ateatways in the best interests of their
financial sectors.

Basel Il will become the framework for banking siyigion and regulation globally. Potential

implications for Africa are that the new arrangeisemight adversely affect the cost of
financing, and inhibit cross border financial flows countries where public and private
borrowers are rated at a higher level of risk. rByodeling risk-weighted assets, Basel Il is
likely to influence also how credit will be alloeat within countries, to the real economy.

[1.7.2 Assessment

Other sections of this paper have shown the neethéwe innovative approaches; that “one
size fits all” prescriptions are inadequate. Busthas usual is not acceptable. The G20 have
agreed that as part of their own mutual assessthegtwill consider the impact of their
policy actions on LICs. This is welcome, but roamst be created for input from the LICs
themselves.

A cardinal lesson from successful development dieee; in particular Asia, is the
importance of country ownership and commitmenfalfcy and strategies being determined
by country circumstances, the country’s own priesit For instance, the balance between the
market and the state will differ from country touodry and from time to time. More policy
space has to be given to LIC and emerging economiéss has to be reflected in the key
policy and standard setting organizations, and wlesmsions are made on the allocation and
use of resources. Africa therefore needs to beusdely represented, to have its voice heard,
in the key policy and decision making internatios#iuctures, not just being informally
consulted.

Africa’s patterns of trade and investment haverattesignificantly over the past decade.
China, India and other emerging market (e.g., GGsntries have become major trading
partners, have invested in Africa, and have becdom®rs of development assistance. Much
of this has been bilateral rather than channelexith multilateral organizations.

Other sources of finance, particularly remittanaed FDI flows, have become an important
source of funds for many African countries, morepamant than aid. These are directly
affected by economic circumstances and the politie§20 countries. At the same time,
using these flows productively, providing the secand enabling environment for domestic
and foreign investors while attracting developmfeieiadly FDI, is critical for Africa’s
growth prospects.

[1.7.3 Recommendations

Mobilizing domestic resources, making the mostaie use, maximizing the value of the
development resources is fundamental for Africeetich its economic potential and become
a global pole of growth. African countries musbyde the policy frameworks, the sound
policies, effective institutions and accountablevegpance on which this will depend.
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Accountability of African Leaders is to their owitizens above all. Both they and the donors
of development assistance are right to expecttsesuEqually Africa must be able to engage
fully in key international governance bodies; ihnat continue simply to be the recipient of
decisions made elsewhere.

Of course all 53 African countries cannot all beresented individually in every
organization. Nor is it realistic to expect oneigoy alone, such as South Africa in the G20,
to set aside completely its own national concemsrder to represent all other countries.
There has therefore to be more scope for contihani regional representation, scope for
African-led institutions to be able to engage omagerms in global discussions, to put
forward African perspectives and to draw attentmthe implications for African countries.

Africa should have permanent representation aG®@ to ensure participation at all levels of
preparation towards the Summits. The African Urdbrrourse remains the primary political
voice for Africa as such and should participat&20 meetings. Within the continent Africa
has a number of overlapping regional organizatiangd economic communities; efforts to
rationalize and streamline the structures and reduwplication should continue. Investing in
African development institutions, where African otnes have a majority shareholding such
as the African Development Bank, should be a pgiiagrity for G20 countries.

Africa should be adequately represented on then€iahStability Board, possibly through the
Association of African Central Banks, which is agmat coordinating and monitoring
progress in the strengthening of financial regalati

In addition, Africa should have a say in G20 recandations on the reform of the
international financial architecture.

[1.7.4 Next Steps

Existing commitments to increase African sharemgdin the IMF and World Bank Boards,
and to governance reforms in the IFIs, should @eémented swiftly.

African countries themselves must improve theilemtive discussion on key financial and
economic issues so that African representatives may a full part in international

discussions. The Committee of Ten African Finaktimisters and Central Bank Governors
(the C10) should continue to meet regularly, prewadvice to African Heads and to the G20.

The Paris and Accra Accords on harmonization shdagddgiven full effect and African
countries should take the lead in proposing impmoMeats in current practice.

South — South cooperation and lesson learning hay@od deal to contribute; Korea should
encourage the emerging country G20 members to bee mpoo-active and develop
comprehensive programs of cooperation with Afrisaaontinent.

More space should be given for African countriesnéike their own policy choices and to be
accountable for the results. As a first step tneent CPIA methodology and its application
in Africa should be reviewed jointly by African camies, IDA/ADF Deputies, WB and AfDB
staff and early recommendations made to respeBtaeds.
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PART Ill. AFRICA AS A NEW SOURCE OF GLOBAL ECONOMIC GROWTH
[1l. 1. New Trend in Africa’s Economic Growth

Africa has changed. It has become one of the wef&btest growing economic regions, from
a country which has been historically renowned adoa growth region. Africa’s annual
economic growth rate has increased to averageddeipt in the period of 2001-2008 from
2.3 percent in the 1990s. It has exceeded the lgboteaiage growth rate more than twice in
the 2000s. Among all African countries, more th& (about 40 percent) countries recorded
an average growth rate of over 5 percent betwe6t a0d 2008.

This high growth trend seems to have gained aestadiis. Figure 8 shows the stable trend of
economic growth in Africa in the 2000s until 20@.en during the financial crisis, African
countries recorded 2.5% of growth rate in 2009 Jevtiie world economy shrank significantly.
The IMF estimated that African countries would grow4.6% in 2010 also. Despite anemic
global economic downturn, Africa is maintainingabust growth rate with its 2010 estimate
twice as high as that of 2009. African economiegaéed their stable growth capacity, as well
as resiliencé!

Figure 8. Annual Growth Rate (percent)
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Source: Global Insight.

What would explain this new trend of economic gtowvt Africa? Africa’s economic upturn
was caused by political and macroeconomic stabdigl microeconomic reforms. Even
though natural resources accounted for 24% of thelevgrowth, all the economic sectors
contributed to the overall economic growth inclgiresources, finance, retail, agriculture,
transportation and telecommunication. This newdrgmicates that there is a fundamental
change occurring in Africa. McKinsey Global Insteu2010) argues that the key to Africa’s
growth surge was government reforms that createzhtgr political stability, improved
macroeconomic stability and invigorated businesstose® Among others, Gueller (2009)

67 Additional information on growth trends is in ghepA.12-A.16.

% McKinsey Global Institute (2010),"Lions on the move: The progress and potential oficAh

economies . June 2010.
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emphasizes Africa’s economic environment improvedbétter macroeconomic management,
better fiscal and balance of payment positions, meer external debt levefS.Political
stability across the continent has improved as.Wélé economic reform index announced by
the International Finance Corporation (IFC), thévgte sector arm of the World Bank,
supports such movement. The African continent whised to be ranked at a lower level in
the past was placed third, following East Europd @ECD countries, showing prudent
economic reforms leading to the creation of a pasibusiness climate in the region. The
economic environment in Africa became more prodegtilue to all of these aforementioned
fundamental changes.

Africa’s new growth trend provides a new visionthe future of the continent and the global
economy. Africa used to be a continent that neet#snational aid due to persistent war and
poverty. The continent which has been dependemiicbis now showing promising economic
growth with its own effort toward overcoming powednd developing domestic industries.
Africa now attracts attention from the world nothoras an aid destination, but also an
investment destination. Fast growing African ecom@msignal the second generation of
emerging markets in this continéhthe world expects a new market and a new source of
demand, which would contribute to the rebalancihgl@bal economy.

[11.2. Possible Directions for Economic Growth in Africa
Long-Term Growth Potential

The McKinsey Global Institute (2010) draws rosydeierm prospects on the basis of growth
potential in Africa’* First, natural resources will continue to increasalth in this continent
from a rising global demand. The continent is eneldwith 10 percent of the world’s oil
reserves, 8% of gas reserves, 40% of gold resanes wealth of other precious metals. Fast
growing demand for raw materials will induce foreidirect investment not only to explore
the resources, but also to develop infrastructwtech would have positive spillover effects
to the neighboring region. The second growth paderg the sheer size of arable land. The
size of Africa’s land is much greater than thatG#fina, USA, Europe or any other region.
With the increasing number of population, land wibnstitute an attractive investment
destination. The third asset us Africa’s labor &rahich is expected to reach 1.1 billion by
2040. The large workforce will form a basis of gdbbonsumption, as well as production.

The aforementioned factors will induce a long-teegsonomic development. The critical
guestion now is, however, whether this region wdddable to continue the high economic
growth and take advantage of the favorable natwmatitions. Due to the wide variations
across African economies, it is not appropriatadopt one growth strategy for all the regions.
African regions are classified often into threefour groups; the oil-exporting countries,
resource poor but diversified economies, and slmwth economies. The Slow-growth
group includes coastal and land-locked economiesaus® the access to international trade

% Giller (2009), “Africa Rising: The Next Generatiof Emerging Markets?” p.2.

O Nellor (2009) indentifies eight sub-Saharan Africuntries as new emerging markets: Botswana, &han
Mozambique, Nigeria, Tanzania, Uganda, and Zambia.

"L See the details in McKinsey Global Institute (201014-24.
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determines economic growthGiven this wide variation, African countries magpdy the
flying-geese model or the growth-pole strategyitid possible directions of development.

The Flying-Geese Model

The flying-geese model, a theory of industrial degeent in latecomer economies, can be
used to explore the prospects of African econonirehistrial development follows a pattern
where countries transit from the production of lowe higher technology goods. The
industrial structure of a country advances fromstonption goods to capital goods industry
through diversification and differentiation fromhet industries. In order for countries to
move from textiles and simple assembly to more dermproducts, they need to move up the
learning curve, notably through investment andrietdgy transfer from advanced economies.

Economic development in East Asia in the 1980'ssillates this process. Japanese firms
sparked an industrial boom in East Asia, where pemdustrializing countries of the region
played a central role in the rapid expansion of uf@cturing in Asia. As such, one country
can lead other economies toward industrializatpassing older technologies down to the
followers as its own incomes rise and it moves imtwver technologies. In Asia, Japan was
the leader of this flying-geese model.

Because there is such great variety in the Afrieeonomies’ stages of development, natural
resource endowments, and historical heritage, Wiagtgeese model can be applied to
broaden the basis of economic growth. It is prégiges diversity that works to facilitate the
flying-geese pattern of shared development, as eachtry is able to take advantage of its
distinctiveness to develop with a supportive divisiof labor” Africa’s most advanced
economies such as Egypt, Morocco, South Africa, &ndisia have already established
significant manufacturing and service sectors. Menufacturing sector of these countries
already stands under competition pressure, dubetadlatively higher unit labor costs than
those in China or India. South Africa and Moroctarted to move toward producing higher
value goods by investing in automotive industriethey shift the industries with lower value
to neighboring countries which are ready to adbptt, the flying-geese model will begin to
materialize in Africa.

The Growth Pole Strategy

Growth does not appear everywhere at the same boteather begins at a certain selected
point, which receives concentrated resource infart$ast growth. According to the growth
pole theory by Francois Perroux, growth is assurteedriginate in a region where a
propulsive industry is located, which then spretsurrounding regions. The concept was
broadly used in developmental plans for develogingntries in the 1970s, such as The
National Land Development Plan in South Kofea.

The growth pole theory can have a significant iggiion for development in Sub-Saharan

2 Among others, See World Bank (2007)Africa Development Indictors 20Q7.

3 Refer on flying geese model to Kojima, Kiyoshi (B): The 'flying geese' model of Asian economic
development: origin, theoretical extensions, amioral policy implications. In Journal of Asian Eaomics 11,
pp.375-401.

™ In the U.S. the concept of growth poles has Uigtiaken the form emphasizing geographic locatidmicty

are called “growth center” related to the concdmgglomeration. England, too, has applied grovdale pheory
to regional policy since the 1960s.
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Africa; the whole continent can enjoy positive kpiter effects of selected growth poles. The
region’s recent performance offers evidence of gutential. Meanwhile, there are several
conditions for the application to work. First, & important to select efficient growth poles
that have not only a large growth potential, bsbadn advanced supply-demand and market
relations, so that propagation effects can takeepédfectively through various channels. The
selected regions should be able to internallyragabnomies of scale, as well as to externally
achieve localization along with associated indastri Additionally, technological
advancement and innovations are key requirememtshi® growth pole to have terminal
effects on the whole economy. Second, th#&alanced developmenhat is a crucial
shortcoming of thegrowth-pole strategy should be minimized. As lirditeesources are
concentrated on selected regiomsgional discriminationtends to worsen following fast
industrialization. In order to ameliorate such alpem, urbanization should take place as
economic growth progresses. The high urbanizatte of the African continent that exceeds
any other region in the world can be an asBké following table compares the rate of urban
growth in various regions in the world.

Table 4 .Urban Growth Rate in Different Regions (%)

Region 1950-55 1980-85 2000-2005 2010-1 2025-30
World 3 2.7 2.1 1.9 1.5
Africa 4.7 4.3 3.9 3.2 2.9
Asia 3.5 3.6 2.5 2.3 1.8
Europe 2 0.79 0.21 0.17 0.14
The Caribbean 4.4 3 2 15 0.98
North America 2.7 1.2 1.4 1.2 0.86
New Zealand 2.8 1.2 1.4 1 0.82

*Source: Maddison, Angus (2003), The World Econadrigtorical Statistics. OECD, Paris

As the table shows African cities grow faster tllaose of other regions. Now, 40 percent
among the 1 billion African people live in citieShe urbanization drives development in
Africa by boosting productivity, demand, and invesnt, taking use of economies of scale.
Given the vast landmass and scarce capital, foceeds to build a growth pole would be

more feasible for Africa’s development. It will irgase efficiency of investment to develop a
core region in the urban area, which would act astalyst to growth in the neighboring

regions. The growth pole strategy may fit for Afmc development considering its

geographical and economic environment.

There are many options to build growth poles inagdraccording to the regional scale. At the
level of an individual country, each country maysider developing certain cities as growth
poles, while groups of countries may try to develegions as specified growth poles such as
export pole, tourism pole, IT pole, etc. Establighspecial economic zones or international
integration among related countries would help enpnt these ideas. Developing growth
poles would attract foreign investment more eadulg to higher efficiency.

111.3. Possible Scenarios for African economic growh *°

> The discussion on growth scenario will be focusadmainly Sub-Saharan region, because the northern
Africa has relatively better economic condition sigiering their absolute income level.
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Comparison with Fast-growing Group (FGG): Exportien Growth

If African countries adopt the above-mentioned dgtostrategies, the fast growing countries
in the region will be a reference for other cowdriLet us pay attention to the four fastest
growing countries among the non-oil exporting coest Botswana, Mozambique, Tanzania,
and Uganda. This Fast-growing Group (FGG) demotestran average growth rate of 6.8%
between 2000 and 2008. The table below summareesaterage growth rate of each GDP
component in FGG compared to that in Sub-SaharaicaAbetween 2000 and 2008. The
exports growth rate in this group is significantigher than that of the Sub-Saharan Africa,
while government expenditure, fixed investment, angorts grow slower in FGG. Strong
export growth has led economic growth in thesedesiving countries.

Table 5. Components of Economic Growth between 2000 afi:2BGG and Sub-Saharan
Africa (SSA), in percent

FGG SSA excluding FGG
Real GDP Growth 6.8 4.2
Private Consumption Growth 6.8 5.1
Government Expenditure Growth 7.4 8.5
Fixed Investment Growth 1/ 7.6 10.9
Exports Growth 12.4 5.7
Imports Growth 7.4 8.5

Source: Global Insight. 1/ Fixed investment congts a relatively minor share of GDP.

These countries are dependent on export revenuisatoce investment and consumption.
FGG supports an optimistic prediction about thearwg growth, in that the countries without
oil resources, such as Mozambique and Tanzaniahaneing relatively high growth rates of
approximately 6-7%. Even though the countries i@ BGG are not oil-exporters, exports
remain a driving mechanism for economic growth. Tinn prerequisite for this pattern of
economic growth may be the access to internatitraale, because even many resource
abundant countries in Africa cannot increase tlsiports due to the lack of necessary
infrastructure and international network for tra@&ports-led economic growth cannot take
place instantly. It requires a longer term to takace due to technology transition, policy
implementation, international cooperation, etc. ¢tent takes time for Sub-Saharan countries
to follow the growth strategy of FGG.

Comparison with Emerging Economies: The Capital kdaApproach

IMF named eight Sub-Saharan African countries #ratshowing high growth rates as the
Second-Generation Emerging Market (SGEM) focusetheir potential economic growth in

its September 2008 issueihance and DevelopmefitThe countries in Sub-Saharan Africa
are classified as emerging markets; if they havarnftial markets and attract investor interest.
Nellor (2009) suggests to apply the following qimest as criteria to discern the “emerging

®The Term “emerging market” was coined by Interoradi Finance Corporation (IFC) in 1980 to refer to
developing countries with stock markets that weegitining to demonstrate the features of the mattoek
markets in industrial countries. IFC introduced newn "frontier markets” to describe countries wittarkets
that are smaller and less liquid than those imbee advanced emerging market. Nellor (2009).
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market”: First, has there been a takeoff in gronle@ond, is growth led by the private sector,
and has public policy embraced market-led growth®dl are there financial markets in
which to invest?

The SGEM consists of Botswana, Ghana, Kenya, Morgmb Nigeria, Tanzania, Uganda
and Zambia, who account for approximately 40 pdrcdrthe region's population outside
South Africa and almost one-half of its GDP. ThgheéiSGEM countries recorded high
economic growth rate of 8% during the period betw2@00 and 2008, which is considerably
higher than the average growth rate of Sub-Sahafiaca as a whole. Per capita GDP level
for SGEM countries will be US$10,282 in ten yeard 16,652 in twenty yeafs,

The following table summarizes the average growtk of each GDP component in SGEM
and Sub-Saharan Africa, during the period of 2@0R008. Compared to Sub-Saharan Africa
including SGEM, two distinct features are obserie@GEM. First, all the components are
significantly high positive around 10% growth ineey field. Second, fixed investment,

imports, and exports grow considerably fast and tea countries’ growth.

Table 6. Components of Economic Growth between 2000 al0@:286GEM and SSA (%)

SGEM Sub-Saharan Africa including SGEM
Private Consumption Growth 8.6 6.0
Government Expenditure Growth 11.8 8.0
Fixed Investment Growth 16.3 115
Exports Growth 9.7 5.4
Imports Growth 17.1 8.9

African SGEM countries are very active in all econo fields from private consumption to

exports. They import investment goods and exparited investments to produce export
goods. This pattern is not much different from thigadvanced emerging markets. Distinctive
features with the SGEM countries’ growth pattere argh fixed investment growth and

imports growth. Imports grow even much faster ttigir exports. These growths can be only
realizable if they are able to attract externalitehpnflows. The open capital market has
worked as the channel to induce foreign investmehigh contributes to economic growth.

Can other Sub-Saharan African countries followgtavth path of SGEM? Table 3 compares
the growth rate of Sub-Saharan region with thatde¥eloping countries and emerging

economies. Sub-Saharan African countries havedjtreaught up with the real GDP growth

rate of developing countries, although not with sgimg economies. Sub-Saharan countries
show higher growth rate than emerging economiegrimate consumption, government

expenditure, and fixed investment. However, theywgslower in both imports and exports.

Moreover, investment does not seem to have cavgetegrowth unlike the case of SGEM.

Table 7.Average Growth Rate (%)

" According to Global Insight, the estimated popiolatgrowth rates are 1.8% between 2011 and 2020 and
1.4% between 2021 and 2030.
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Emerging Markets Developing Countrigs SSA Countries
Period 1990~99, 2000~08 1990~99 2000~P8  1990+99 -~AH(
GDP 3.5 6.0 2.5 4.8 1.9 4.9
Private Consumption 3.8 54 3.0 4.7 2.8 6.1
Gov. Expenditure 3.2 5.0 2.0 5.5 1.0 7.9
Fixed Investment 4.9 9.3 6.3 7.3 24 11.6
Exports 7.1 10.8 4.8 6.4 0.8 5.3
Imports 7.6 11.9 1.9 7.7 1.9 8.8

Even though Sub-Saharan countries have achievéddgnayvth, the remain exposed to high
volatility. All GDP components appear to be highiylatile in Sub-Saharan Africa compared
to SGEM countries. This remains a challenge foriomado long term growth.

Possible Scenarios for African Economic Growth

In this section, we examined the possible econaymevth path that follows fast growing

SSA countries and the pattern of Second-Generdfimerging Markets, which are also
currently showing rapid growth in Sub-Saharan Afridhe exports-led growth strategy
requires access to the international trade mamkbtch would take time. The emerging
market strategy needs a relatively open financealket, in which the private sector is the key
driver of growth.

There is no specific strategy that fits all theremmies in Sub-Saharan region. Each country
should pick up a strategy which would be most slgtdor its own economy. However, any
strategy requires careful preparation. Establistang opening, and operating a financial
market, takes much time and effort. Infrastructfoe trade would also require much
investment.

The discussion on possible growth scenarios empdddhat the international linkage is
essential to accelerate economic growth, regardiiesich strategy a country would choose.
FGG countries use exports as a vehicle for econgnowth, whereas the SGEM uses foreign
capital as an instrument for growth. Moreover, difowates of exports and imports
demonstrate the continent’s potential as a hug&kehalf economic growth in Sub-Saharan
Africa takes off as considered in this section, tbgion can contribute to global economic
growth in an unprecedented manner with increasitegmational linkages.

[11.4. Conclusion: Africa as a New Source of GlobaEconomic Growth

Africa has shown unprecedented economic growthesi2@00. There are fundamental
changes going on in the continent showing an impgwconomic and socio-political
environment. Higher economic growth resulted frdrase changes. Some countries adopted
an export-led growth strategy and achieved over @ritual growth rates. Other countries
realized high economic growth by using foreign tapas a trigger to expand production
capacity. Even though there are still many vulnieralactors that may destabilize the
economic environment, African economies showingitp@s signs of continuous growth.
Especially, the resilience that fast growing ecosrhave shown after the global crisis
points to a stable trend of economic growth in édri
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The flying-geese model and the growth pole strategy be adopted if the leading group
gains a stable basis to become a first runner esger a growth pole. All the fast growing
countries in Africa are connected to the intermalamarket via trade or capital flows. The
followers will, however, take time to join the adwad African countries. International
cooperation may be needed to shorten time andndkseourden.

African economies are expected to become a nevesaidrglobal economic growth. If other
African countries would catch up the recorded 7% maf fast-growing countries in Sub-
Saharan Africa, and continue to grow by this rateahother ten years, the GDP per capita on
the continent will double and then quadruple iry2ars.

Africa’s long-term economic potential including nedl resources, a growing labor force, and
rapid urbanization points to an economic boom i &irican continent in the future. The
McKinsey Global Institute (2010) estimated Africa’sllective GDP in 2020 at $2.6 trillion,
and consumer spending at $1.4 trillion. The institstates that Africa will play an
increasingly important role in the global econonfyrecent trends continue. On balance,
Africa is emerging as a new source of global ecanayrowth and it will play a significant
role in rebalancing of the global economy. As waraied here, Africa has a large potential
not only as a source of economic growth for thebgleeconomy, but also as a profitable
market with a large population. Hence, supportimg tegion’s current efforts to realize its
economic development potential will eventually leaéficial to the world as a whole.

CONCLUSIONS

Africa’s impressive pre-crisis growth and its fastd strong rebound from the crisis have
reconfirmed the continent’s immense economic pakrtill, growth was not sufficient to
reach the MDGs or even meaningfully reduce thenme@er capita gap with the advanced
economies. Bringing Africa on a strong, sustainaie shared growth path is thus a key
policy priority. The main pillars for achieving thtype of growth are:

= Flexible, but credible macroeconomic frameworks As policy moves from
overemphasizing stability to focusing on growthuyminies need to utilize their policy
space judiciously. Past procyclical policies shaogdreplaced by rule-based counter-
cyclical frameworks that still leave room for distion whenever needed.

= A vibrant private sector and productive entrepreneuship across regions and
sectors supported by well-designed industrial golindustrial policy should not pick
winners, but remove obstacles in high-potentialsand industries.

= Social safety netsto protect the most vulnerable in the case of kho&ocial
protection programs need to be built to ensureeshgrowth in the medium term.

= Inclusive financial system,with fewer obstacles to accessing credit, espegcfal
small exporters, SMEs and smallholder farmers. \Jatige methods, such as
leveraging remittances, can help ‘bank the unbanked

= Trade, FDI and Regional Integration. Global trade and investment are key
components of strong economic growth. As the firgncrisis showed, regional
integration can be a great source of resiliencegaodith, and should be encouraged —
not only in trade but also in intra-continentalestments.
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A stronger human capital baseis needed to transform African countries into
knowledge-based societies. Reforming higher edwowmali systems, including their
financing, would reduce the mismatch between tmeasels of modern economies and
skills of the recent university graduates in moBtoan countries.

= Modern and well-maintained infrastructure. Africa’s current infrastructure deficit
severely constrains its prospects for growth andenity needs to be closed.
Innovative forms of financing need to be utilizethcluding local currency
infrastructure bonds, sovereign bonds and sovereaaith funds for infrastructure.

= Adoption of low-carbon technology. African countries should actively utilize
projects boosting green industries, such as cleargg or green agriculture. They are
well positioned to do so given the continent’s atamt natural resources.

= Amplified Africa’s voice. Africa’s representation in the key policy and dems
making international structures needs to be enlthr@@eeater scope is also needed for
African-led institutions to engage on equal termglobal discussions.

To conclude, Africa has changed — from a histolgcslbw growth region to one of the fastest
growing regions in the world. If reinforced, emegipositive perceptions would lead to even
more private investment, increased trade, and exaed growth in Africa. If Africa can
achieve at least two decades of annual averagetly@wor above 7 percent a year, it would
become a new source of dynamism in the global eogne not only through exports, but
also as a major consumer market. While Asian markentinue their raid expansion, China
and India would have to increase their consumendipg markedly and quickly just to
replace the demand lost by the United States ipaéisétwo years. Supporting Africa’s efforts
to realize its immense economic potential wouldsthoon be beneficial to the entire world.

In Africa an alternative can be found to what isvitbe new normalcy in the global economy
of low growth, high unemployment and instability the one hand, and high absolute poverty
and underutilized human potential on the other.elgvcan be substantially reduced by
growth that is strong, shared and sustained. Thedwteeds a new driver of consumer
demand, a new market, and a new dynamo, which eakfiica. Future growth in the world
economy and in the developing world will dependhamessing both the productive potential
and the untapped consumer demand of the contimbetefore, every job not created, every
business lost and every entrepreneurial idea radizegl in Africa are drivers lost to global
growth.
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APPENDIX TABLES AND GRAPHS

Table A.1. Selected Macroeconomic Indicators Prior, Durind After the Last Two Crisis

1986-90 1991 1992 1993 2004-08 2009 2010 2011

before crisis before crisis
Middle Income Countries
Real GDP growth (%) 40 3.6 2.7 1.2 5.5 0.4 3.6 4.1
Inflation (%) .3 10.1 9.6 9.4 5.6 7.8 5.2 5.0
Current account balance (% of GDP) -1.6 -0.7 0.1 -0.6 4 5. -20 -0.1. 0.6
Fiscal balance (% of GDP) -5.2 -1.5 -2.2 -4.5 3.9 -1.3 1-1. -05

Low Income Countrie

Real GDP growth (%) 26 0.3 -1.0 0.2 5.8 3.2 4.8 5.3
Inflation (%) 21.3 20.5 221 19.9 €.6 8.6 5.6 5.7
Current account balance (% of GDP) -7.0 -7.1 -8.9 -8.3 79- -116 -10.7 -10.7
Fiscal balance (% of GDP) -6.6 -8.2 -8.0 -7.4 1.0 -1.3  9-1. -27

Low Income Countries, Frontier Mark

Real GDP growth (%) 48 0.1 0.3 4.3 5.4 4.4 5.3 6.0
Inflation (%) 41.9 27.9 40.7 44.4 2.1 9.0 7.8 6.5
Current account balance (% of GDP) -5.2 -5.2 -5.6 -7.7 5.2 - -8.6 -7.8 -6.9
Fiscal balance (% of GDP) -7.8 -3.3 -4.8 -6.6 -1.8 -49 .6-4 -4.0

Low Income Countries, Fragile States

Real GDP growth (%) -03 -1.8 -7.1 -8.9 7.0 3.5 6.2 5.4
Inflation (%) 25.6 40.1 32.0 23.7 10.2 13.2 9.9 7.8
Current account balance (% of GDP) -5.9 -3.9 -9.8 7.1 7.9- -16.3 -13.5 -13.5
Fiscal balance (% of GDP) -7.8 -13.1 -11.9 -9.5 2.7 -0.8 .02 -02

Source: Authors’ calculations based on the African Devebent Bank database.
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Figure A.1.a.Inflation and growth in Africa’s LICs, 1990-1999
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Figure A.1.b. Inflation and growth in Africa’s LICs, 2000 - 2008
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Source: Authors’ calculations based on the African Devebent Bank database.
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Figure A.2.a.Real GDP growth and inflation in oil exporters amgborters
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Figure A.2.b. Fiscal and current account balance in oil expodedsimporters
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Source: Authors’ calculations based on the African Devebept Bank database.
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Figure A.3.a.Africa’s frontier markets: average and standardaten of growth
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Figure A.4.a.Changes in fiscal and current account balancédrica, 2009 vs. 2008 1/
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Figure A. 4.b. Changes in fiscal and current account balancéérica, 2010 vs. 2009
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Figure A.5. Foreign exchange reserves, end-2009
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fiscal balance and increase of public debt in 280& 2008. Together, they consitute a fiscal shock.




Figure A.7. Growth of Real Credit to the Private Sector in $3803 — 2009 (%)
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Figure A.8. Private and Official Flows before and during thésGr 2003-07, 2008 and 2009
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Figure A.9. Share of manufacturing in GDP, 1990 - 2008
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Figure A.10. GDP per capita and rule of law index, 2007
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Figure A.11.a.Mobile phone subscriptions in frontier markets &mtia (2008)
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Figure A.12 Comparison of Growth Components: Emerging Markeesjeloping Countries,
Sub-Saharan Africd

(Percent, year-on-year)
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Figure A. 13.Real GDP at PPP per capita - Level
(Per Capita GDP in 2005 PPP$)
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Figure A.14.Real Private Consumption - Growth

% Countries in each group are listed on the <A-Table
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(Percent, year-on-year)
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Figure A.15.Real Government Expenditure - Growth
(Percent change from a year earlier)
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Figure A.16.Real Fixed Investment - Growth
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(Percent change from a year earlier)
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Figure A.17.Real Exports - Growth

(Percent change from a year earlier)

30.0

23.0

20.0

15.0

10.0

5.0

0.0

-5.0

-10.0

-15.0

-20.0

m—Emerging Markets
m——Developing Countries

e G D-580ErAN Africa

Source: Global Insight

Figure A.18.Real Imports -Growth
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Figure A.19Forecast of Real GDP at PPP per capita - Level
(Per Capita GDP in 2005 PPP$)
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Table A.2: Countries in included Each Group

. SUB-
. . Emerging
Developing Countries [118] Markets [54] SAHARQI#\FRICA

Aruba Argentina Angola
Afghanistan Laos Bahrain Benin
Angola Liberia Bangladesh Botswana
Anguilla Libya Botswana Burkina Faso
Albania St Lucia Brazil Burundi
Andorra Lesotho Bulgaria Cameroon
Netherlands Antilles| Macau Chile Cape Verde
Armenia Moldova China Central African
American Samoa Madagascar Colombia Republic
Antigua and Barbuda Maldives Cote d Ivoire Chad
Azerbaijan Macedonia Croatia Comoros
Burundi Mali Czech Republic Congo, Republic of
Benin Myanmar Ecuador Cote d'lvoire
Burkina Faso Montenegro Egypt Democratic Republig
Bahamas Mongolia Estonia of the Congo
Bosnia and Mozambique Ghana (former Zaire)

Herzegovina Mauritania Hungary Djibouti
Belarus Martinique India Equatorial Guinea
Belize Malawi Indonesia Eritrea
Bermuda Niger Jamaica Ethiopia
Bolivia Nicaragua Jordan Gabon
Barbados Nepal Kazakhstan Gambia
Brunei Papua New Guinea | Kenya Ghana
Bhutan Puerto Rico Kuwait Guinea, Republic of
Central African North Korea Latvia Guinea-Bissau

Republic Paraguay Lebanon Kenya
Cameroon Reunion Lithuania Lesotho
Congo Rwanda Malaysia Liberia
Comoros Sudan Mauritius Madagascar
Cape Verde Senegal Mexico Malawi
Costa Rica Solomon Islands Morocco Mali
Cuba Sierra Leone Namibia Mauritius
Cayman Islands El Salvador Nigeria Mozambique
Djibouti Somalia Oman Namibia
Dominica Serbia Pakistan Niger
Dominican Republic| Sao Tome and Panama Nigeria
Democratic Republic  Principe Peru Reunion

of the Congo Suriname Philippines Rwanda
Algeria Swaziland Poland Sao Tome and
Eritrea Seychelles Qatar Principe
Ethiopia Syria Romania Senegal
Fiji Chad Russia Seychelles
Micronesia Togo Saudi Arabia Sierra Leone
Gabon Tajikistan Slovakia Somalia
Georgia Turkmenistan South Africa South Africa
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Guinea

Gambia
Guinea-Bissau
Equatorial Guinea
Grenada
Guatemala
French Guiana
Guam

Guyana
Honduras

Haiti

Iran

Iraq

Kyrgyzstan
Cambodia
Kiribati

St Kitts and Nevis
Kosovo

East Timor

Tonga

Tuvalu

Tanzania

Uganda

Uruguay

Uzbekistan

St Vincent and the
Grenadines

US Virgin Islands

Vanuatu

Palestinian Authority

Samoa
Yemen
Zambia
Zimbabwe

Sri Lanka

Thailand

Trinidad and Tobago

Tunisia

Turkey

Ukraine

United Arab
Emirates

Venezuela

Vietnam

Swaziland
Tanzania
Togo
Uganda
Zambia
Zimbabwe
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