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Preface

The African Development Bank Group (ADB) Annual Meetings have traditionally been
preceded by a Symposium designed to address major issues themes of concern for the
development of Africa. In recent years, the symposium has been conceptualized and organized
in close collaboration with the UNECA whose Ministerial Conference coincided with that of
the ADB Annual Meetings.

The symposium has over the years provided an opportunity for fruitful exchanges between
policy makers and development practitioners, on policy issues having bearing on Africa’s
economic development. It normally attracts an audience of about 500 participants including
Ministers, Central Bank governors, leaders from the private sector and the civil society as well
as development practitioners around the world.

In addition to the jointly organized ADB/UNECA Symposium, other high level seminars have
traditionally been organized by various Departments/Units of the Bank Group including the
Private Sector Department, the Treasury Department and the NEPAD Unit.

For 2006, some innovations were introduced with a view to making the events preceding the
Annual Meetings more relevant to development policy makers and practitioners. In this vein,
the symposium has been transformed into a Ministerial Round Table discussion, to be
inaugurated by selected Heads of States. This was followed by a series of High Level
Seminars, dealing with specific topics, also of immediate relevance to policy makers, civil
society organizations and development practitioners in Africa. As in previous years, side events
consisting of thematic seminars organized by various departments of the Bank took place – all
geared towards addressing current development issues affecting the African continent.

The High-Level Thematic Seminars

This year, the Bank organized six High Level Seminars on the following themes:

1. Economic Empowerment of Rural Communities through Trade: Private sector
Approaches;

2. Africa beyond the Doha Round of Trade Negotiations;

3. High Oil Prices and the African Economy;

4. Innovative Development Financing Techniques;

5. Transparency, Accountability and Combating Corruption; Implications for Good
Governance in Africa: Challenges in the way-forward and the role of the ADB;

6. Policy Dialogue on Development Effectiveness.

The Seminars were introduced by keynote speakers, followed by panelists who provided
critical analysis on the topics. The following report presents a synthesis of the key issues arisen
in the discussions and main conclusions, with a special emphasis on the implications for the
African Development Bank.
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1. Economic Empowerment of Rural Communities through Trade:
Private sector Approaches

International trade flows have tripled over the past twenty years, but benefits of this trade are
unequally shared. In 1980, Africa’s share was 6 percent; but by 2002, it had dropped to just 2
percent despite the fact that the continent’s share of the world's population has increased to 12
percent. If Africa could regain just an additional 1 percentage share of global trade, it would
earn US $70 billion more in exports each year, which is nearly three times what the region
currently receives in the form of foreign aid1.

Most of African exports are raw materials and commodity products, mainly from agriculture
and mines. However, the benefits of trade mostly remain with the intermediaries, the exporters
and/or importers, with the producers receiving mainly marginal benefits. An example is
African coffee, widely available on the shelves of European supermarkets, for which a mere 4
percent of its retail price goes back and remunerate the producers. Farm gate remuneration to
farmers is a minimal fraction of the final retail price structure.

The objectives of this workshop were to discuss from a private sector perspective the role of
trade in empowering producer associations; and identify producer constraints in accessing
local, national, regional and international markets. During the Workshop, the three key players
in the production/trade chain, the Producer Associations, Importer/Wholesalers from
International Markets and Financial Institutions presented their current achievements, in
particular, relating to linkages of producer associations and importer/wholesalers.

Key issues arising from the Discussions

Discussants agreed that market prices, supply and demand evolution are not the only
determinants of the level of producer income. The capacity of associative organizations and
their business linkages to exporter/ importers and wholesalers, are other key factors that effect
producer income. In this regard, strong associative capacity is key to reduce the impact of
market price evolution. Indeed, generally, those producers who are not organized are over
exposed to market fluctuations.

Despite the above, the dismantling of government intervention mechanisms in many African
countries under structural adjustment programmes in the 80s and 90s in most cases left rural
farmers operating without extension advice, information about markets, credit or secure access
to seeds and other inputs. The removal of these mechanisms was not accompanied by technical
assistance to farmers or concrete measure to establish organizations or associations.

Thus, typically when producer associations or cooperatives have been organized, they often
face numerous constraints in accessing international markets and have a limited support
network. In particular, they encounter severe difficulties to grow their associations, to access
adequate business development services, to address their limited capacities in technological
and managerial skills and to achieve quality standards required by international markets. For
these reasons, local exporters and international importers find it difficult to find good
cooperatives with whom to build long-term relationships. The promotion and development of
producer associations is an important means to empower smallholder at the grassroots level.

Experience shows that where they are effective, producer associations provide the following
services to their members:

1 DATA (Debt Aids Trade Africa) website: www.data.org
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 Information: on the latest developments and innovations in their sectors and
market;

 Technical assistance: assistance in quality and standards compliance,
manufacturing processing, packaging and labeling, financial management, etc.;

 Market linkages: identifying buyers, agents and distributors, strategic alliance
partners and investors, linkage to financial intermediaries, etc.;

 Networking: with other producer associations and other strategic partners in and
outside the region.

Discussions also touched upon another major constraint for producers, which is access to
finance. Commercial banks in RMCs are often risk adverse and many view agricultural lending
as particularly risky due to the uncertainties related to yield rates, weather patterns, and the
generally smaller loan size with a relatively high transaction cost. Consequently, it is difficult
for producers to access resources to invest in capital assets to enhance their productivity, and
hence their incomes.

Fair Trade: In response to these challenges, alternative trade concepts, such as fair trade, are
emerging. Under these schemes, importers/wholesalers from international markets work
directly with farmer cooperatives and associations to create better export opportunities for
producers and directly link them to consumer market opportunities in major developed
countries to enhance their revenues. Under these schemes, importers/wholesalers’ objective is
to contribute to a better control of production and transport costs and limit their own profits to
the benefits of producers. Existing experiences are showing improvement in producers’
incomes and standard of living. In the fair trade concept importers/ wholesalers from
international markets assist cooperatives to build producer’s capacity in the areas of farming
techniques, operations, management and technology. Producer organizations are encouraged to
re-invest profit from sales to undertake additional activities, such as setting up processing
plants, local training programmes for their members, community projects, etc.

It was highlighted that during the last decade the fair trade market grew at 20% annually. Fair
trade products have grown from a very small niche market to a market with estimated global
retail sales of US $1 billion in 2004. The Fair Trade Labeling Organizations International
(FLO) is the worldwide fair trade standard setting and certification organization. As of
November 2005, FLO was working with 548 certified producer organizations, representing
over one million farmers and workers, coming from over 50 countries in Africa, Asia and Latin
America. Including their dependents, an estimated five million people benefited that year from
fair trade labeling.

In this respect, IFAT, the International Federation for Alternative Trade, has outlined the
following key overarching principles that should be present in all Fair Trade schemes: (i)
Creating Opportunities for Economically Disadvantaged Producers; (ii) Transparency and
Accountability; (iii) Capacity Building and; (iv) Gender Equity
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Conclusions and Implications for the African Development Bank

Trade is important and can be a strong mechanism for empowering rural communities, if they
have access to national, regional and international markets. Based on the success stories
provided by the fair trade scheme, more producer associations should be created at the
initiative of the small-holder producers to share information, act as a common voice in
dialoguing with authorities, and create links with intermediaries, such as suppliers, banks and
the international market. New initiatives from governments and donors should adopt an
integrated approach, coupling access to financing with technical support to reinforce skills to
meet market demand in terms of quality, timeliness, certifications, etc.

The Bank was commended for organizing the workshop and taking a leading role in looking at
private sector approaches for linking rural communities to market opportunities. Participants
agreed on the need for the Bank to continue developing new initiatives targeting very small
enterprises, particularly looking at assisting in the expansion of trade activities of rural
producers through their associations and groupings. As part of its Private Sector Development
Strategy, the Bank has designed new initiatives to better respond to the needs of Small-and-
Medium Enterprises (SME), including those in agriculture and rural areas. Empowering
export-oriented producers through trade is an innovative market-based approach to sustainable
development. This approach guarantees a better price for the producers and enables
community impact through premium prices; consumers receive a quality product, all under
good environmental practices. In this respect, the Bank has initiated discussions to launch a
new initiative aiming at providing support to export oriented producers to better capitalize on
the potential benefits that fair trade offers. The new initiative will aim to promote private sector
development at the local level through supporting micro, small and medium producer
associations/cooperatives and to strengthen existing financial markets through supporting local
financial intermediaries. The Private Sector Department will utilize the comments and views
from the workshop, to improve the conceptualization of a first operation involving fair trade,
which will entail the participation of established European distributors.

2. Africa Beyond the Doha Round of Trade Negotiations

The December 2005 WTO Ministerial Conference in Hong Kong, which originally aimed to
agree on full modalities on all aspects of the Doha Work Programme, fell well short of the
expected level of ambition. It is therefore not surprising that the outcomes of the Hong Kong
Conference were greeted with mixed reactions. On the one hand, a few symbolic steps were
taken to end agricultural export subsidies in developed countries by 2013; and a commitment to
expand “Aid-for-Trade” to assist developing countries, particularly the LDCs, to build supply-
side capacity and trade-related infrastructure they need to take advantage of the international
trade opportunities. Indeed, these limited outcomes helped to move the process of trade
negotiations forward and saved the Sixth Ministerial from the brink. However, on the other
hand, the Hong Kong meeting was seen by many developing countries as a huge
disappointment due to lack of real progress on the big market access issues in agriculture,
manufacturing and services.

In January 2006 trade negotiations resumed at the WTO headquarters in Geneva with the aim
of concluding the Doha Round by the end of the year. But by mid-July 2006, trade talks had to
be suspended indefinitely due to lack of convergence of negotiating positions of trade
negotiators. The key questions are: When will the Doha Round trade negotiations resume?
Even when talks are resumed, what are the chances of a successful conclusion of the Doha
Round? Could the Doha Round achieve its real ‘development’ objectives? What are the
prospects and challenges for Africa after the Doha Round? How could Africa reposition itself
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to seize the emerging trade and investment opportunities arising from the tremendous growth
of China and India?

The objectives of the trade seminar were to highlight and address the potential challenges for
Africa in the post-Doha Round era of multilateral trade negotiations, the constraints that are
likely to prevent Africa from taking full advantages of the increased international trade
opportunities arising from the Doha Round and the implications for Africa of the emergence of
China and India in the global trading arena.

Key Issues arising from the Discussions

Trade is an engine of growth and development and could play a key role in stimulating and
promoting poverty-reducing growth in Africa. However, Africa’s trade performance over the
past three decades has been unimpressive. The continent’s share in world exports has declined
from over 5 percent in the 1970s to less than 2 percent today, resulting in the marginalization
of the continent in the international arena. This contrasts sharply with the performance of the
Asian countries, where the share of world exports increased from 18 per cent in 1980 to around
25 percent by the end of 2003.

The relatively poor performance of Africa’s exports can be attributed to a combination of
factors, including external barriers facing Africa’s exports (market access issues), Africa’s own
trade barriers, supply-side constraints, including inadequate trade related infrastructure and
institutional capacities. All of these have led to a heavy concentration of African exports in a
few markets and products, principally agricultural products and minerals, (which are growing
relatively slowly in export markets, as opposed to dynamic products that have high global
demand and high productivity potential. Even so, the share of food and agricultural products
for the Sub-Saharan Africa (SSA) declined from around 50% during the 1960s to around 21%
by the turn of the new millennium.

In light of this situation, a successful conclusion of current multilateral trade negotiations is
vital for the continent. Yet assessment by the panelists of the current state of play of the
negotiations suggests that a successful conclusion of the Round by end of 2006 will not be
easy, although hopes were high that an agreement might be reached even though with a much
lower level of ambition. Failure to conclude the round in time and/or without achieving the
‘development objectives’ will destroy the confidence and credibility of the WTO and will put
the multilateral trading system at risk.

A number of key challenges for Africa in the post-Doha Round were identified, which can be
grouped into two broad categories. The first category relates to a set of existing supply-side
constraints in Africa, which would prevent the continent from benefiting from whatever market
access opportunities could arise from increased trade liberalization in the global economy.
These include lack of capacity to produce and export, lack of adequate trade-related
infrastructure, and lack of capacity for value addition and diversification. Indeed, these
constraints pose serious problems for effective promotion and facilitation of intra-African trade
as well as trade between Africa and the rest of the world.

The second broad category of challenges relates to adjustment cost issues arising from post-
Doha round trade agreements, including preference erosion, fiscal revenue losses, higher food
prices, and implementation of WTO commitments. It was, however, highlighted that the fiscal
revenue losses in the short run may affect only 4 African non-LDCs (Egypt, South Africa,
Tunisia, and Morocco), as LDCs are exempted from tariff reduction commitments or have a
longer adjustment period.
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Africa should fully exploit the Doha Round opportunities such as the aid-for-trade initiative,
special and differential treatment, technical assistance and capacity building measures, among
others to address the adjustment cost issues and to enhance African supply response capacity.

It was widely acknowledged by participants, that more efforts must be made towards export
diversification in Africa. In particular diversifying away from raw material production and
towards value adding manufacturing products, including knowledge goods, would require
investment in transport infrastructure, energy, human resources (including health and
education), and industrial research and development (R&D).

The emergence of China and India as global players in the international market was perceived
to portend opportunities for Africa in terms of diversified export markets, investment inflows,
and strategic alliances in the multilateral trading system. But it may also pose serious threats in
terms of competition in third markets and the lopsided nature of its investment operations in
African countries. African governments must put in place appropriate measures to maximize
the potential benefits and minimize the potential risks.

At the same time, Africa’s integration into the global economy needs to be carefully sequenced
in order to minimize costly adjustments that penalize the poor. There should be prioritization of
intra-African integration over multilateral liberalization, and also prioritization of supply
response capacity enhancement ahead of deep multilateral liberalization.

Finally, complementary domestic policy reforms are required in African countries, aimed at
improving productivity, efficiency, good governance, and at addressing ‘behind-the-border’
issues.

Conclusions and Implications for the African Development Bank

Discussants concluded that the policy challenges that will be facing Africa in the post-Doha era
will have important implications not only for the countries in the continent but also for the
African Development Bank as an institution, whose over-archiving objective is to promote
sustainable economic growth and poverty reduction in the RMCs. The Bank can support RMCs
to mainstream trade into their national development strategies, which is important for
improving the analytical focus on trade in CSPs/PRSPs.

In addition, the Bank needs to play a more active role in terms of supporting domestic reforms
of RMCs, promoting private sector development and sustainable regional integration in Africa.
Regarding the latter, the Bank strives to support regional cooperation and integration efforts by
financing multinational projects, and by helping to strengthen regional economic communities.
The creation of a new Department for Infrastructure, Regional Integration and Trade will
consolidate and strengthen the Bank’s trade-related activities. This will also require scaling up
the Bank’s aid-for-trade for top priority areas such as the development and promotion of
regional infrastructure, improving trade-related institutions for trade facilitation (such as
customs reforms), addressing adjustment cost issues arising from implementation of WTO
agreements, conformity with product/service standard requirements, temporary loss of revenue,
and preference erosion.

Finally, the Bank has in the past emphasized capacity building through trade policy courses it
organizes annually in partnership with other organizations such as the WTO, ECA, and the
World Bank. The capacity of the RECs should also be strengthened if they were to play an
active role in the implementation of trade-related reforms.
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3. High Oil Prices and the African Economy

The price of oil rose from less than $40 a barrel (bbl) in 2004 to $70.85 a bbl in August 2005.
Except for the 1979 oil shock, this is the highest price of oil ever in real terms. The surge in
the price of oil is mainly caused by the high demand for oil from East Asia, especially China.
On the one hand, the high price of oil represents unique opportunities for oil-producing
countries. They are expected to keep growing at a rate of 6 per cent per year on average, and if
the high price of oil persists, they could substantially increase their standard of living. On the
other hand, the high price of oil constitutes a serious challenge for net oil-importing ones,
especially in Africa, as it may slow down their recent economic progress and lead to tighter
financial constraints.

The seminar had two main objectives. For oil-importing countries it aimed at identifying
assistance, policies and reforms to mitigate the adverse effects of the high price of oil. For oil-
producing ones, the objective was to explore ways to ensure that the extra oil revenue translates
into higher standards of living.

Key issues arising from the Discussions

The high price of oil has put pressure on net-oil importing countries although the adverse
effects have been mitigated in some of them by the benefits they have derived from the
increase in commodity prices. The extent to which the high price of oil affects countries
depends on the share of oil in their imports and economic activity. The high price of oil
impacts directly on firms, consumers and the government. First, it increases the domestic price
of petroleum products, raises the cost of many intermediate inputs, and as a result leads to
higher production costs. Consequently firms may reduce their labor demand, investment and
output. Second, as the short-run demand for oil is highly inelastic, consumers are forced to
reduce their consumption of other goods and services to pay for higher energy bills. Third, net
oil-importing countries face balance of payment constraints as they must secure additional
resources to pay for the higher oil import bill. Governments also face tighter budget constraints
which can affect their capacity to finance social programmes. In the absence of sufficient
external reserves, or external borrowing, countries will be forced to reduce domestic
consumption and investment, in turn undermining even more their economic performance.

Panelists agreed that oil-importing countries will have to prevent the poor from becoming even
poorer, implement remedial policies which do not jeopardize their budget situation, and bridge
the financing gap arising from the oil price increase. The international community should assist
these countries in the short run by providing budget support, fund the financing gap and
support poverty reduction measures. Given the evidence that the current oil price increase is
likely to persist, net-oil importing countries should strive to reduce their oil dependency and
use renewable energy sources. Hence, in the long run there is a need to fund alternative clean
energy projects. In addition, sustained help from donors is necessary to ensure that the oil
price increase does not jeopardize the recent good economic growth performance of Africa.

For oil-producing countries, particularly the 5 top five (Nigeria, Algeria, Libya, Angola and
Egypt) which account for more than 80 per cent of the continent’s production, proper
management of the oil wealth could help them grow quickly. The challenge for these countries
is to translate the expected higher growth numbers, and value of oil stocks, into lower poverty
rates and improved welfare for the population.

Discussants highlighted the distortions that an oil boom, if not properly managed, can create
through inflows of sizable foreign exchange earnings – this is the so called Dutch Disease. To
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avoid this, governments will have to ensure that prudent macroeconomic policies are in place
and that the extra oil revenue is used to increase the set of production possibilities through
investment in physical (e.g. infrastructure) and human capital. At the same time, the prudent
use of oil windfalls requires putting in place or strengthening appropriate governance
structures, which are based on transparency and accountability. Moreover, given that oil
reserves are exhaustible, appropriate provision should be made for future generations to benefit
from the current high price of oil.

Regional Energy Integration In Africa, energy infrastructure, power grids, petroleum and gas
refining and distribution are still largely confined to the territory of the producing nation. There
is therefore a need to link electricity grids across countries to take advantage of economies of
scale and endowments in fossil and non-fossil fuel across countries. Moreover, little has been
done to integrate the oil, gas and power sectors resulting in sub-optimal outcomes. In this
regard, NEPAD energy projects were highlighted by participants, such as the West Africa or
Southern Africa Power Pools.

Participants also highlighted that landlocked countries are among the worse affected ones
because they bear higher transportation costs than other countries and which as a result
translates into much more expensive imports and exports. Investment in cross-border railway
lines, roads and mass transit systems were mentioned as appropriate responses to help reduce
these countries’ energy bills.

Another constraint in Africa is the quality and efficiency of oil refineries in many countries.
One requirement for a refinery to be profitable is access to a large market, something that is
generally not commonly available within the confines of most countries in Africa.
Interconnecting electricity grids can provide access to more efficient refineries resulting in
considerable savings to poorer countries. North African countries, which host 57 percent of
Africa’s total refinery capacity, would particularly benefit from the economies of scale
provided through integration.

In conclusion, participants agreed that oil-importing countries must realize that business-as-
usual is not an option, but the also call on donors to provide needed additional funding to help
cushion the immediate negative impacts of the high price of oil. Participants suggested that (i)
donors provide additional support, and (ii) oil-exporting countries in Africa consider using
their windfall gains from the high price of oil to set up an oil trust fund.

Conclusions and implications for the African Development Bank

The high oil prices are affecting RMC in several ways as explained above. The ADB should
react and support them adjust to the new situation. During the seminar participants suggested
several ways for the Bank to do so:

(i) Conducting, leading and disseminating research on the implications of high oil prices
on regional member countries (RMCs) so as to inform policy makers in Africa.

(ii) In the short-run the Bank should mobilize its own resources and the international
community to provide quick additional support to oil-importing countries. To those
experiencing balance-of-payments problems, the Bank can provide a combination of
adjustment and external financing. The main instrument is through quick-disbursing
policy-based loans in the form of either balance-of-payments or budget support.
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(iii) Assisting oil-producing countries through technical assistance and research to manage
their oil revenue. For example the Bank could provide incentives for them to join oil
transparency initiatives (e.g. Extractive Industries Transparency Initiative (EITI),
Publish What You Pay (PWYP) and Publish What You Earn Initiative (PWYE)). The
Bank can also work to develop instruments to facilitate securitization of oil proceeds
and help countries design instruments to use their oil reserves to tap into financial
markets.

(iv) In the long run, the Bank needs to position itself to support projects on alternative
energy sources, such as hydro resources, which are widely untapped. The Bank can
help identify such projects, create the enabling legal environment for investments, and

support feasibility studies;

(v) The Bank should analyze the costs and benefits of using oil windfall benefits to create a
regional oil fund and its role, if any, in such a fund. The oil fund could also include
contributions from oil-producing countries, as well as those who are earning windfall
benefits from the high price of oil, for concessional lending and operations in its RMCs.
Such a fund could be used for strategic investment in the power sector, with the goal of
improving regional integration, and in renewable energies.

4. Innovative Development Financing Techniques

Financing remains a major constraint in achieving the Millennium Development Goals
(MDGs) for most African countries. In several of them the incomes and savings levels are
extremely low, thus limiting the possibilities for increased domestic resource mobilization that
would make meaningful contribution towards poverty alleviation. Against this background,
Innovative Financing Mechanisms (IFMs) to increase resource flows to developing countries
now occupy international attention. The importance of these mechanisms to Africa cannot be
over-emphasized, given the fact that Africa remains the continent with the most financial
difficulties and with the least progress towards the MDGs.

The main objective of the seminar was to discuss and examine the viability of some of the key
IFMs that have been proposed, and the implications and potential role for the ADB in their
implementation. The seminar was attended by about 102 participants and took the form of
paper presentations and general discussions.

Key issues arising from presentations:

Despite recent pledges by donor countries to substantially increase the levels of ODA, there is
still an important financial gap if Africa is to meet the MDGs by 2015. In fact, the level of
ODA needed in 2006 is higher than that currently committed to for 2010. Besides, in the recent
past less than half of ODA has been spent on the MDGs as depicted in Chart 1. This trend
suggests that MDG-dedicated-ODA could be less than what is required, with clear implications
for the attainment of the goals.
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In this context several key financing mechanisms have been proposed as viable solutions to
raise additional resources. Discussions of these mechanisms, first began in 2004, have gained
momentum and have become a regular feature in UN discussion on financing for development,
and an agenda of multilateral institutions and other international fora. They include the
following:

Proposals for Global Taxation Mechanisms: such as the Tobin Tax – this is a marginal levy on
global currency transactions, which could yield large returns. Other forms of global taxation
suggested, such as taxing arms dealing, environmental taxes, charges for the use of the global
commons (such as positioning satellites), or through lotteries -could be attractive in principle,
but have modest revenue potential. The most serious proposal so far spearheaded by France, is
a solidarity levy on Airline Tickets, which is supported by several countries, such as Algeria,
Brazil, Chile, Germany, Spain and UK. The airline ticket taxes will be effective from 1 July
2006 in France and could raise substantial resources if it is followed in other countries.

Borrowing through the Capital Market: The International Finance Facility (IFF): The IFF,
promoted by the UK has the potential to provide substantial additional funds for the MDGs.
The key concept of the IFF is built on donor pledges for a flow of annual payments to the IFF.
On the back of these pledges (its assets), the IFF would issue AAA bonds in its own name (its
liabilities), whose proceeds would be channeled through existing multilateral and bilateral
Programmes. It has been estimated that the IFF could boost aid as much as $100 billion per
year during 2010-2015.

Proposed Innovative Implementation Initiatives: In parallel to the debate about innovative
mechanisms to raise additional resources, there have been some interesting proposals regarding
how to disburse the resources and implement Programmes to achieve the MDGs. One of the
most debated is the creation of an International Drug Purchase Facility (IDPF), proposed by
France. The IDPF is based on resources from the Airline ticket taxes to support mid- and long-
term procurement planning and financing of drugs and other medical products (e.g. diagnostic
kits) needed for the treatment of AIDS, tuberculosis and malaria.

Another initiative that links the previously explained IFF it to health financing is the
International Finance Facility for Immunization (IFFIm), a mechanism designed by the
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Global Alliance for Vaccines and Immunization (GAVI) modeled on the IFF, for procuring the
supplementary funds needed for vaccines and immunization services in the poorest countries.
Specifically, the IFFIm will issue bonds against donor pledges in order to make funds available
for immunization Programmes more quickly. Italy, Spain, Sweden and Norway are set to
finance the IFFIm alongside the UK and France. The first disbursement from IFFIm is
expected at the start of 2007.

The activities of GAVI have provided success stories of how IFMs could be utilized in
developing countries. Over the 2000-2005 period, GAVI has reached 15 million more children
with basic vaccine; 115 million more children have been reached with new vaccines; and 1.2
billion auto-disable syringes have been delivered. These are considered to have averted 1.7
million future deaths. Thus, if the IFFIm raised about $4 billion, it could reduce infant
mortality rates in Africa by two-thirds by the year 2015, saving 10 million lives in a 10 year
period.

Conclusions and Implication for the African Development Bank:

There was general agreement among participants that the current discussions on IFMs are
timely, and if implemented could provide useful additions to ODA. However, caution should
be exercised to avoid the impression that the IFMs will provide the solution to all the financial
problems of African countries, particularly LDCs. In this regard, more debate would be
welcome to come up with ideas on how to improve long term resource management in Africa,
which is generally very poor.

Discussants considered that the IFMs should be added and not replace traditional financial
support to Africa. The IFMs will provide some certainty that will allow predictability in the
management of public funds. However, in using resources provide by IFMs, there should be
caution against targeting disproportionate amount of resources to health needs, which though
important, could create vertical funds and possibly distort aid allocation.

While the two initiatives on drugs described below were praised by most participants, more
efforts should be promoted to the development of local capacity in Africa to produce many of
the vaccines that are currently imported. African public health experts should increase its
participation in the research that leads to the development of the new vaccines. There already
exist vibrant vaccine industries in some of the countries that support GAVI which should be
promoted. Africa should tap into the experiences of these industries.

The African Development Bank welcomes the new initiatives to increase funding for Africa’s
development and will try to galvanize further international support for the financing
mechanisms through increased advocacy and relying on its experience in the consultation
process for the ADF.

Participants considered that the Bank should have a role in the managing of resources derived
from IFMs, especially if it improves its performances and accountability further. In this regard
it was agreed that:

 There is need to improve donor/RMCs perceptions of the Bank, which is regarded as a
very ‘slow to act’ institution.

 The Bank’s rate of disbursement should be accelerated to serve as the indication of
improvement in performance.
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 The allocation of grants should change from using the Debt Sustainability Framework
(DSF) to basing grant allocation on income and performance of countries. In the light
of the MDRI, debt ratios of all eligible countries will fall below the DSF thresholds,
and countries will be eligible for loans only. This will render irrelevant the DSF as the
means for the allocation of grants.

In addition, the Bank needs to lead in providing knowledge and information on the critical
areas in RMCs that need immediate assistance. The specific areas that the bank is well
positioned to offer support include: (i) coordination to reduce duplication of efforts of other
global initiatives (i.e. the Global Fund to fight AIDS, Tuberculosis and Malaria, Global
Alliance on Vaccines and Immunization (GAVI), Stop TB, and Roll Back Malaria); (ii)
transaction costs for beneficiary governments, particularly with regard to parallel funding and
reporting procedures; (iii) alignment with country systems, notably procurement; (iv) country
ownership, priority setting and development planning; and (v) co-financing opportunities with
multilateral development banks.

5. Transparency, Accountability and Combating Corruption;
Implications for Good Governance in Africa: Challenges in the way-
forward and the role of the ADB

Despite overall progress across the region, corruption in some African countries remains
entrenched, pervading all aspects of life. Africa is no more corrupt than other regions of the
world. However, the impact of corruption is worst in this continent because countries in the
region are poor and can not bear its cost, and can least afford its consequences. Occurrences of
grand corruption where senior officials amass large fortunes co-exist and thrive along side
bureaucratic corruption by civil servants, who at every level extort bribes to perform routine
tasks or provide services.

A 2002 report by the African Union estimates that corruption costs African economies in
excess of 148bn dollars per year. On the revenue side, it is estimated that corruption causes
African countries to loose up to 50 percent of their tax revenue, which in most cases is greater
than a country’s foreign debt. Corruption also affects aid effectiveness. In the late 1990s, it was
estimated that up to 30bn dollars in aid for Africa ended up in foreign bank accounts; an
amount equal to twice the annual GDP of Ghana, Kenya and Uganda.

Other studies on how corruption undermines economic development points to the following
generalized conclusions: Corruption reduces economic growth by diverting limited funds,
distorting investment decisions towards non-productive sectors and leads to general misuse of
public resources. It raises transaction costs and creates uncertainty in the economy. Bribes act
as a form of regressive tax, disrupting economic activities and outcomes, resulting in economic
inefficiency and inequality.

Against this background, the seminar on combating corruption brought together key political
leaders and experienced practitioners to reflect on national and regional challenges in fighting
corruption, examine current RMC implementation experiences vis-à-vis the political,
institutional and legislative constraints that characterize such efforts, and to identify key areas
that hold promise in this fight and where the ADB could strengthen its support to RMC efforts.
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Key Issues arising from the Discussions

The fight against corruption in Africa is gradually moving beyond a discussion of the problem
to be addressed to the development of more robust action plans and implementation strategies.
The policy implication of a robust crusade against corruption to both African governments and
the international community are clear. African countries have to accelerate the broader political
and economic reforms which promote free and open competition, transparency, accountability,
and the rule of law. They must adopt realistic and achievable strategies and build coalitions
with civil society to ensure that corruption is met with strong public disapproval as well as
sanctions. Sanctions must also include prosecution of few high-profile cases to signal the end
of impunity and respect for the rule of law. There are signs in some countries that the broad
coalitions required to achieve these goals are taking shape. Accordingly, within the context of
economic development and the ongoing democratic reforms, RMCs and development partners,
including the ADB, have taken concrete actions to curb the problem by initiating activities in
the following areas: awareness raising and public education; institutional building (judicial,
legislative, executive, private, CSOs, media); prevention; enforcement; national/international
legislations; and partnerships.

Panelists also insisted that the active collaboration of the private sector in eradicating graft
cannot be overemphasized. By actively fighting corruption, the private sector stands to benefits
from a level playing field that increases competition, predictable legal protection, enforcement
of contracts and property rights and reduced bureaucratic red tape. The private sector should be
encouraged to become a key partner in efforts to stop the payment of bribes.

However, despite the progress achieved, much more still needs to be done before current
strategies and actions yield durable results in the fight against corruption. Ultimately, any
effective strategy against corruption has to address the broader governance and institutional
raison d'être that give rise to the problem in the first instance. Anti-corruption strategies should
combat both the causes and consequences of corruption and must be put in place at country
level with support from international community and the private sector. Some key elements
which should be addressed are the following: Political Will and Leadership; Strengthening
Institutions; Reforming the Public Sector; Legal & Judicial Reform; Involvement of
Parliaments; Civil Society; Regional/International Cooperation.

For its part the international community must show political commitment to support
Africa in its fight against corruption. Corruption in Africa has strong regional and
international dimensions, and moves towards a coordinated multi-level response
reinforce national efforts. Until recently industrialized countries were reluctant to admit
their national/multinational companies fueled corruption in Africa. This has now
changed dramatically and several initiatives are afoot to aid African countries fight
corruption. The OECD Anti-bribery Convention; the UN Convention Against
Corruption; and the Extractive Industry Transparency Initiative (EITI) are a few of the
measures criminalizing foreign bribery and eliminating the tax deductibility of such
bribes in the affected countries. But more can be done. The international community,
particularly the most industrialized countries, must take further proactive measures to
make bribery in international business a criminal activity; reduce possibilities for
corrupt practices in the aid industry, and fully support the anti-corruption efforts of
African countries. In this regard, panelist acknowledge the important leadership role to
play in curbing corruption by regional initiatives and legally binding instruments (AU,
NEPAD, APRM) that broadly address governance challenges and corruption.
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Conclusions and implications for the African Development Bank

During the seminar there was widespread agreement that the most important intervention the
ADB can make vis-à-vis the anti-corruption fight on the continent is to lead this fight, not only
by articulating the agenda, but also by defining the issues, context and implications of
corruption on the continent. Currently, the agenda is broadly driven by the West and finds
expression on the continent via governance-and corruption-related conditionalities.

The following three specific sectors were identified as being particularly entrenched with
corruption through embedded networks operating in Africa, and where the Bank could provide
leadership, these are: (i) Procurement, particularly in Security and Defense; (ii)
Telecommunications/Infrastructure (which often overlaps with the former) and; (iii) Extractive
industries.

The ADB has the locus and legitimacy to redefine the regional context and agenda for fighting
corruption in these and other sectors. To do so, the Bank should articulate and lead the
implementation of a comprehensive anti-corruption strategy, which could be built around the
following pillars and activities:

Research:

 Development of a Continental Anti-corruption Monitoring Instrument;

 Analysis of commercial debt trends in Africa, as grand corruption is often financed via
the acquisition of dubious commercial debt

Programmes:

 Integration of specific anti-corruption measures and resources into Bank lending and
grant Programmes

 Assistance to RMCs efforts to build and implement national anti-corruption strategies
and Programmes

 Disclosure of ADB loan disbursements in the Bank’s web site. Strengthening and
enforcing measures to combat fraud and corruption in Bank operations

Advocacy:

 Hosting and participating in events/fora to advance the Bank anti-corruption agenda
globally and most importantly on the continent.

 Lobbying by the ADB on specific anti-corruption and governance issues regionally and
globally.

 Endorsing the Extractive Industries Transparency Initiative (EITI).

 Lobbying for a naming of security sector agents in Africa.

 Lobby for an increase in capacity on the part of mutual legal assistance authorities in
the West to facilitate the process of freezing and repatriation of African corruptly
acquired assets held overseas.
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Public Awareness:

 Dissemination of knowledge from CGPs, ESWs, Research and related advocacy
Programmes.

 Articulation and implementation of a strategy for the ADB President as the leading
voice against corruption in the continent.

6. Policy Dialogue on Development Effectiveness: Enhancing the
Development Effectiveness of the Bank Group’s Operations

During the Second Sitting of the Boards of Governors, a presentation was made on Bank
Group actions and activities targeted to enhance development effectiveness in Regional
Member Countries (RMCs). The presentation aimed at providing a forum for interactive
discussions between Bank’s senior management and Governors on key issues that affect the
quality of Bank Group portfolio and particularly on:

(i) How to forge a better understanding and appreciation of the need for scaling-up
development effectiveness in RMCs, and outline the key issues affecting the
development impact of Bank operations.

(ii) Actions being taken by Bank Management in partnership with RMCs and other
donors to improve the quality and impact of Bank interventions.

(iii) How to raise awareness among RMCs of their increasing leadership role in
enhancing development effectiveness, and to build consensus on specific actions
and the way forward.

Bank Presentation to Governors

The presentation by the Bank briefly outlined the status of measures and actions that the Bank
Group is undertaking in order to: achieve greater selectivity and operational focus on priority
areas; enhance development effectiveness with measurable results on the ground; improve the
strategic link between lending and performance; improve transparency and increasing
accountability in Bank operations; deepen coordination with other donors and; enhance the
participation of stakeholders in Bank Group operations.

New Policies: The Bank Group has produced a wide range of new policy instruments in
response to the challenges of development in Africa and to the demands of its shareholders.
The keystone of the array of Bank Group policies is the policy on poverty reduction. Other
policies are aimed at supporting this overarching objective of poverty reduction. The focus in
the design of sector policies has been the linkage and the contributions of these to the goal of
poverty reduction and development effectiveness. Programmes and actions are currently being
implemented to raising the quality of Policy Content in PRSPs and National Development
Plans, and to ensure a better alignment between PRSPs and Country Strategy Papers. The Bank
has put greater emphasis in improving stakeholder participation in policy, Country Strategy
Paper preparations and project design, while at the same time working to make available to the
public data on the poverty situation in Regional Member Countries. In this regard, the Bank
has taken the lead in coordinating implementation of the International Comparison Programme
(ICP) in Africa.
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The report of the Independent Evaluation Team of ADF Operations in 2004 concluded that
“Overall, the Bank has a good portfolio of policies. They are up to international standards, are
clearly written and well argued, and provide an ambitious framework for the Bank’s work in
Africa”. However, there is need to ensure compatibility of policies, prioritization of policy
goals and a clearer analysis of where the Bank considers its comparative advantage lies against
the overall guiding objective of poverty reduction.

Improving stakeholder participation in policy and project design: In order to guide and
nurture the growing interaction between the Bank and civil society, a revised policy,
“Cooperation with Civil Society Organizations: Policy and Guidelines”, which replaced the
previous policy on Co-operation with NGOs is under implementation. The Bank has also
released a “Handbook on Stakeholder Consultation and Participation in ADB Operations”
which outlines the different tools and techniques for civil society participation in Bank
operations including policy formulation. Stakeholder participation is now standard practice in
the preparation of CSPs and projects. Stakeholders need available and updated data to make
informed contributions in the preparation of PRSPs, National Development Programmes and
CSPs. In this regard, the Bank Group has taken the lead in coordinating the implementation of
the International Comparison Programme (ICP) in the Africa Region which will provide
reliable information base for national, regional and global policy making and for monitoring of
progress. In addition, the Bank Group has decided to use the ICP as a springboard in
embarking on a bold initiative of Technical Assistance for Statistics collection (TAS) through
(i) statistical capacity building and (ii) improving price and national accounts statistics in
member countries.

Good governance and transparency: Important efforts are also being directed at the area of
good governance and transparency. The Bank has developed a Good Governance Policy and
Implementation Guidelines, and a Division has been created to mainstream governance into
Bank operations. The Bank has stepped up its support efforts to improve financial management
systems and in collaboration with the World Bank, important analytical work has being
undertaken. Thus, 11 Country Financial Accountability Assessments (CFAA), 6 Country
Procurement Assessment Reviews(CPAR), 5 Financial Management Reviews of Bank Projects
and more than 20 Country Governance Profiles (CGP) have been conducted to date, and serve
as the main Bank diagnostic tools to identify key governance challenges. In addition, over the
past few years, the Bank has approved over 20 governance related credits, plus four new
PBLGs and Technical Assistance Grants worth over 1 billion UA; mainly from ADF grant and
loan resources.

Improving Development Effectiveness in Portfolio Management: The Bank has a long term
commitment to achieving development effectiveness of its operations while working in
partnership with the regional member countries and other donors. In pursuit of further
improvement of the quality of the Bank Group portfolio and its development effectiveness, the
Bank prepared an Action Plan in 2004, which aims at reducing the level on non-performing
operations to less than 10 percent of the portfolio.

The implementation of the Action Plan which started in late 2004, has not yet achieved many
of its objectives but a strong foundation has been laid for improvement of project quality. In
the implementation of the Action Plan The Bank is facing challenges, such as: inadequacy of
resources allocated to operations; the need to change from the culture of lending to a culture of
implementation; the need to improve the skills-mix in the Bank; the need for the empowerment
of field offices and the need to fast-track the transformation of the Bank into a Results Based
Management (RBM) institution. However, measures will be put in place to address these
problems. Staff recruitment will be intensified in the next 24 months; field offices will be
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strengthened and delegated more authority to make decisions; training of regional member
country staff in project planning and management will be scaled-up.

Donor Harmonization: As the focus on implementation increases, the Bank Group is
intensifying its involvement in the donor harmonization agenda to reduce compliance costs for
borrowers and consolidate its strategic alliances and partnerships in the quest for operational
quality, while maintaining the Bank’s important policies, fiduciary controls, and standards. The
Bank is also undertaking important steps to measure, monitor, and manage for results, and to
become a full-fledged results-based institution. To this end a conceptual framework and
implementation plan have been prepared for consolidation into a Bank Results-based
Management Action Plan.

Summary of discussions and implications for the African Development Bank

Governors generally praised the Bank for the new focus on results, which should be
measurable and monitored. They underscored the need to prioritize quality over quantity on
Bank’s operations, which should remain its prime commitment. Increased quality entails
raising the focus and selectivity of Bank’s interventions in those areas of comparative
advantage. Governors emphasized the need to enhance the Bank’s capacity to respond to the
needs of client countries, which is currently constrained by staff limitations. Moreover,
comments were raised for the Bank to: strengthen South-South cooperation, in particular in the
area of trade; increase its involvement in fragile states – for example in Sudan, where is
currently not fully present and; assist Middle Income Countries to graduate and enhance their
access to the capital markets.

Subsequent discussions underscored the on-going harmonization among donor interventions at
the country level and the alignment with country systems which is expected to lead to unified
project’s management units and a reduction in the transaction costs. Several governors raised
questions regarding the Bank’s performance based resource allocation, which Bank’s
management assured will continue to be utilized, since it rewards countries with sound policies
and good governance, thus ensuring that resources are channeled where they are going to be
used most effectively. However, Bank’s management pointed out the need to put in place a
mechanism that to addresses the problems of fragile states.

In conclusion, the presentation and subsequent discussions were very well received by the
Governors, who appreciated the information presented as it gave them the insight of what the
bank was doing in enhancing the development effectiveness of its operations. The Governors
noted that this was the first dialogue with the management with regards to operations and they
hoped that this will be the practice in future annual meetings.
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ANNEX 1: LIST OF PARTICIPANTS

Seminar 1: Supporting Producer Groups in Rural Communities through Trade

Session I – The Role of Producer Associations:

Chair: Mr. Benoît Ouattara, Minister of Trade, Burkina Faso
Testimonies Field experience on constraints facing producers’ associations from Burkina
Faso, Rwanda, Senegal, South Africa, Togo and Uganda

Session II – The Role of Market Intermediaries

Chair: Mr. Alhaji Bamanga Tukur, President, African Business Roundtable
Speakers: From France Alter Eco, Max Havelaar, FLO Cert., UNCTAD and UNIDO

Session III – The Role of Financial Institutions

Chair: Mr. Luciano Borin, Director, Private Sector Department, African Development Bank
Speaker: From Société Générale – France, BRS – Burkina Faso and the ADB

Seminar 2: Africa Beyond the Doha Round of Trade Negotiations

Chair: Dr. Louis Kasekende, ADB’s Chief Economist

Lead: Mr. James Musoni, Minister of Finance and Economic Planning, Rwanda

Speakers: H.E. Mr. James Musoni, Minister of Finance and Economic Planning for Rwanda;
Prof. Ademola Oyejide, Professor of Economics Department, University of Ibadan, Nigeria; Pr.
Olu Ajakaiye, Director of Research, AERC; Mr. James Setipa, Senior Adviser to the Director-
General of the World Trade Organization (WTO), Geneva.

Seminar 3: High level seminar on High Oil Prices and the African Economy

Chair: Honorable Ngandu Peter Magande, Minister of Finance and National Planning of
Zambia.

Panelists: (i) His Excellency Mr Jean-Baptiste Compaoré, Minister of Finance and Budget,
Burkina Faso; (ii) Professor William Lyakurwa, Executive Director of the African Economic
Research Consortium (AERC), and (iii) Mr. Geerd Wurthman, Senior Counselor at the German
Ministry for Economic Cooperation and Development.

Seminar 4: Innovative Development Financing

Chair: H. E. Mrs. Luisa Dias Diogo, Prime Minister, Mozambique

Lead: Hon. Goodall Gondwe, Minister of Finance, Malawi
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Speakers: Mr. Diego Parilla, Managing Director, Head of Commodity Solutions
Merrill Lynch; Dr. Matthew Martin, Director Debt Relief International, UK; Pr. Njuguna
Ndungu, Director of Training, AERC

Seminar 5: Combating Corruption

Chairs: Dr. Donald Kaberuka, President, The African Development Bank Group
H.E. Ellen Johnson Sirleaf, President, Republic of Liberia

Lead Speakers: Dr. Frene Ginwala, Co-Chair, Global Coalition for Africa & Former Speaker
of the South African National Assembly (The Fight Against Corruption in Africa; A Regional
Perspective); Mr. John Githongo, Oxford University & Former Permanent Secretary, Ethics,
Office of the President, Kenya (Operational Challenges in Implementing Anti-corruption
Policies and Regulations); Hon. Marelne Habata Zebango, Coordinatrice du Réseau des
Parlementaires Anti-corruption (Legislative and Institutional Challenges in the Fight Against
Corruption – the Experience of Burkina Faso); Dr. Cobus de Swardt, Global Programmes
Director, Transparency International (Perspectives on Global Partnerships in Fighting
Corruption)

Seminar 6: Policy Dialogue on Development Effectiveness.

Chair: H. E. Seydou Bouda, Chairman of the Boards of Governors

Presenter: P. Afrika, Director, Operations Policy and Compliance Department, African
Development Bank



3

ANNEX 2: BACKGROUND PAPERS

I. ECONOMIC EMPOWERMENT OF RURAL COMMUNITIES
THROUGH TRADE: A PRIVATE SECTOR APPROACH

1. Introduction

1.1 International trade flows have tripled over the past twenty years, but benefits of this
trade are unequally shared. In 1980, Africa’s share in the world trade did not exceed 6
percent. By 2002, its share had dropped to just 2 percent despite the fact that Africa has
12 percent of the world's population. If Africa could regain just an additional 1
percentage share of global trade, it would earn US $70 billion more in exports each year
- several times more than what the region currently receives in the form of foreign aid2.

1.2 Most of African exports are raw materials and commodity products, mainly from
agriculture. However, the benefits of trade mostly remain with the intermediaries, the
exporters and/or importers, and benefit only at the margin to the producers. Thus, if
African coffee is widely available on the shelves of European supermarkets, only a
mere 4 percent of its retail price goes back and remunerate the producers. The same
scheme applies to other products. Farm gate remuneration to farmers is a minimal
fraction of the final retail price structure. Market prices, supply and demand evolution
are not the only determinants of the level of producer income. The capacity of
associative organizations and their business linkages to exporter/ importers and
wholesalers, are other key factors that effect producer income. Strong associative
capacity is key in reducing the impact of market price evolution. Indeed, those who are
not organized are over exposed to market fluctuations.

1.3 This situation is being worsened as Africa is less competitive than in previous decades
even in traditional primary commodities; its trade position has been undermined both
by increased competition from Asia and Latin America and by agricultural subsidies in
rich countries. Increased production offered in the international markets, at cheaper
prices, results in lower farm-gate prices and unsold production, fueling increased
withdrawal of intermediaries, and more monopoly and less competition among the
intermediaries. In the end, lower prices are offered to the producers and their incomes
are reduced, leading to increased poverty. Africa's ten million cotton producers earn on
average US $400 per year, and are significantly penalized by heavily-subsidized cotton
producers from the world's wealthier nations. Smallholder African farmers are often
competing with large international farms, many of which are owned and managed by
corporations. A recent study by the Overseas Development Institute points out that if
the international cotton trade was liberalized cotton prices could increase between 18-
28%. This means that there could be an increase of earnings for all developing
countries of US $610 million to US $3,250 million. West and Central African countries
could gain between US $94 million and US $360 million in cotton production
earnings3. In December 2005, the US administration agreed to implement a World
Trade Organization (WTO) ruling against cotton subsidies, but congressional
authorization is still needed.

1.4 In response to these challenges, alternative trade concepts, such as fair trade, are
emerging. Under these schemes, importers/ wholesalers from international markets

2 DATA (Debt Aids Trade Africa) website: www.data.org
3 “Developed country cotton subsidies and developing countries: unraveling the impacts on Africa”, ODI, 2004
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work directly with farmer cooperatives and associations to create better export
opportunities for producers and directly link them to consumer market opportunities in
major developed countries to enhance their revenues. Under these schemes,
importers/wholesalers’ objective is to contribute to a better control of production and
transport costs and limit their own profits to the benefits of producers. Existing
experiences are showing improvement in producers’ incomes and standard of living.

1.5 Under the scheme, importers/ wholesalers from international markets assist
cooperatives to build producer’s capacity in the areas of farming techniques, operations,
management and technology. Producer organizations are encouraged to re-invest profit
from sales to undertake additional activities, such as setting up processing plants, local
training Programmes for their members, community projects, etc.

1.6 However, even if such trading structures have the ability to induce a major change in
the lives of rural poor, their impact remains limited due to their scarce capital base and
often their non-profit orientation. At the same time, they show possibilities of the
empowerment of producer associations and the development of rural communities
through better linkages with the international markets. Currently, the involved
importers from international markets are pre-financing the pre-harvest or pre-
production costs of the producer associations. This results in high working capital costs
for the importers, which is not always sustainable and limits the importers own growth
potential and profitability. That is one of the reasons that explains their marginal share
of the world trade, which does not exceed 1 percent.

1.7 This Concept Paper aims to discuss the role of trade in empowering producer
associations from a private sector perspective. The paper is organized as follows:
Following this introduction, section 2 highlights constraints producer groups face in
trying to access international markets. Section 3 introduces an emerging trade concept,
Fair Trade, which aims to link Producer Associations to International Importers /
Wholesalers to benefit from export-oriented trade. Section 4 assesses banks and other
financial intermediaries’ role in supporting export-oriented producer groups; and
Section 5 discusses the potential role of the African Development Bank in improving
producers associations to have better access to international markets.

2. Constraints faced by Producer Associations in Accessing International Markets

2.1 The dismantling of government intervention mechanisms in many African countries
under structural adjustment Programmes in the 80s and 90s in most cases left rural
farmers operating without extension advice, information about markets, credit or secure
access to seeds and other inputs. It has, contrary to intentions, left a void in terms of
organization of rural producers. For example, CAISTAB, the former parastatal cocoa
marketing organization in Cote d’Ivoire, was dismantled to induce more transparency in
the sector and to allow for higher prices for farmers. Unfortunately, the removal of such
a structure was not accompanied by technical assistance to farmers or concrete measure
to establish organizations or associations. CAISTAB had been responsible for
recommending what to plant, when to plant and the price point. Without CAISTAB,
farmers needed the necessary support to be able to make these decisions on their own
and undertake all of CAISTAB’s previous functions. Not surprisingly, results, thus far,
have not been encouraging.

2.2 In Regional Member Countries (RMC), when producer associations are organized, they
often face numerous constraints in accessing international markets and have a limited
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support network. In particular, they encounter severe difficulties to grow their
associations, to access adequate business development services, to address their limited
capacities in technological and managerial skills, and to achieve quality standards
required by international markets. Agricultural producer associations are often
characterized by low productivity due to the low level of technology employed and the
poor infrastructure available. Producer associations also face problems with post-
harvesting, storage, handling, and packaging. The lack of developed market information
systems, particularly in the rural areas is also a major constraint facing these
associations, along with the limited experience dealing with international markets and
export procedures as they lack an appropriate network and strategic linkage with the
market. Producer associations are also impeded by limited access to financial resources.

2.3 The promotion and development of producer associations is an important means to
empower smallholder at the grassroots level. As networks they serve as a major source
of knowledge about new farming technology, management practices, market linkages,
export promotion, etc., which are valuable tools for the development and promotion of
export-oriented production. The associations should provide support to their members
in order to: lobby the public sector in areas of relevance to the policy environment,
promote the credibility of its membership to the national and international clients,
ensure product certification to enable export activity, provide access to pre-financing,
provide networking infrastructure and opportunities using ICT, and provide key support
services including professional development Programmes to support their member’s
growth. Where they are effective producer associations provide the following services
to their members:

 Information: on the latest developments and innovations in their sectors and
market;

 Technical assistance: assistance in quality and standards compliance,
manufacturing processing, packaging and labeling, financial management, etc.;

 Market linkages: identifying buyers, agents and distributors, strategic alliance
partners and investors, linkage to financial intermediaries, etc.;

 Networking: with other producer associations and other strategic partners in
and outside the region; and

 Advertising and promotion: assistance in identifying, assessing appropriate
promotional vehicles, and in developing promotional strategies.

2.4 Many agriculture producers in Europe and North America are also members of
producer associations. Examples include the Florida Fruits and Vegetable Association,
American Seed Trade Association, UK Egg Producers Association, Canadian Organic
Growers, Ontario Corn Growers Association, Saskatchewan Pulse Growers, among
countless others. The Saskatchewan Pulse Growers, for example, represents over
20,000 pulse crop farmers growing 2.7 million acres of pulse crops in Saskatchewan.

2.5 Many producer organizations use a member check-off scheme to finance a variety of
activities such as product promotion, research and development, member education and
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administration4. Associations in developed countries have been built up to empower
their members; the associations are market oriented and help link their members to
market opportunities. There are a number of examples in Africa of export-oriented
producer associations enhancing the commercialization of their products and offering
high value-added products to the international market, thus improving the standard of
living for their members. Some examples of such producer associations, among
numerous others, include Kuapa Kokoo, a cocoa producers association in Ghana;
Yirgacheffe Coffee Farmers Cooperative Union in Ethiopia; and Union des
Groupements des Productrices des Produits de Karité de la Province de Sissili-Ziro in
Burkina Faso. In Africa, to be able to empower producers and capitalize on
international market opportunities, the producers associations need to be supported to
enhance their capacity to better serve their members.

2.6 Based on the success stories provided by the fair trade scheme, producer associations
should be created at the initiative of the small-holder producers to share information,
act as a common voice in dialoguing with authorities, and create links with
intermediaries, such as suppliers, banks and the international market. Associations
should undertake a participatory approach, typically organizing into a cooperative
structure, where each individual member have voting rights. The successful producers
associations generally elect representatives to oversee the association and are managed
by professional staff. The producers associations respond to the needs of both the
individual member and to the membership collectively.

3. Emerging Trade Concept: Fair Trade

3.1 Fair trade is a market based response that has emerged to address some of the
constraints facing the producers and their associations. Fair trade organizations look to
work with groups of disadvantaged and small producers from developing countries,
importing and distributing their products to favor their sustainable development. An
international network of fair trade organizations, FINE, defines fair trade as “a trading
partnership, based on dialogue, transparency and respect, that seeks greater equity in
international trade. It contributes to sustainable development by offering better trading
conditions”.

3.2 In the past decade fair trade products have grown from a very small niche market to a
market with an estimated global retail sales of US $1 billion in 2004 – of which, US $1
million in additional income went to producers thanks to fair trade labeling. The Fair
trade market has been growing by at least 20% per year for more than a decade and is
projected to continue this level of growth for the next 10 years – the UK and German
markets are still growing at 20% per year after more than 40 years of selling Fair Trade
products. Not only do producers and workers benefit financially, given that they
receive a higher price for their product, they also gain experience in organizing
themselves in a group and to collectively defending their rights. Producers learn about
international trade, acquire export experience and with the help of importers or the Fair
trade Labeling Organization (FLO), learn how to meet quality standards. The FLO and
its national initiatives are continuously extending the Fair Trade product range –
enabling new producers associations to join the system. As mentioned above, at a
global level, the sales of fair trade products is marginal, making up less than 1
percentage of the overall market; however, this sales base is growing rapidly. For many
years, fair trade certified coffee was the main product sold under the fair trade label,

4 Project overview document for the Producers Associations, Check-off Scheme and Innovation, April 1, 2005 to
March 31, 2006 ; Supervisors M. Fulton and J. Vercammen; Primary Researcher Z. Campbell
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mainly in Europe. There are now more than 20 products imported from developing
countries under fair trade conditions; these products are sold in 19 countries in Europe,
North American and Japan. The chart below details the global sales of fair trade
products and their respective growth percentages.

Global Fair Trade Sales by Product (in metric ton)5

Product 2003 2004 Growth
Coffee 19,293 24,222 26%

Tea 1,522 1,965 29%
Bananas 51,151 80,641 58%

Fresh Fruit 1,291 5,157 299%
Cocoa 2,698 4,201 56%
Sugar 718 1,960 173%
Honey 1,164 1,239 6%
Juices 2,193 4,542 107%
Rice 544 1,384 154%

Dried Fruit 23 238 934%

3.3 Even though fair trade was slow to reach the US, the US market has already become the
largest market for fair trade products. Sales grew by 45% from 2003 to 2004 (from US
$250 million to US $360 million); this all with only 5 products certified: coffee, tea,
cocoa, chocolate and bananas. The market for fair trade certified products has also
grown rapidly in Canada, at a rate of approximately 50% per year since 1999. The
range of Fair Trade Certified products is not restricted to food and the product offering
in growing each year.

3.4 All orders are pre-financed in order to facilitate the producer’s management of their
limited cash flow and to restrain the producer’s reliance on high interest loans. The
buyer has to make available up to 60% of the contract value (or estimated value) for
pre-financing, on the request of the seller. Further, importers agree to order regularly
in order to ensure a constant and steady income for the producer organizations as well
as agreeing to purchase no more than 25% of a given cooperative’s production, thus
limiting the cooperatives dependency on fair trade importers.

3.5 The Fair Trade Labeling Organizations International (FLO), is the worldwide fair trade
standard setting and certification organization. As of November 2005, FLO was
working with 548 certified producer organizations, representing over one million
farmers and workers, coming from over 50 countries in Africa, Asia and Latin
America; including their dependents, five million people benefit from Fair trade
labeling6. There are 667 registered traders, consisting of exporters, importers,
processors and manufacturers. FLO guarantees that products sold anywhere in the
world with a Fair trade label marketed by a National initiative conforms to fair trade
standards and contributes to the development of disadvantaged producers and workers.

3.6 The higher price paid to the farmer is counterbalanced by the reduced supply chain
distribution costs. The reduction in costs is a result of the limited number of
intermediaries in the system, as the Fair trade operator directly sells the product to mass
retail chains. The fair trade products are distributed to large outlets and typically sell at

5 FLO 2004/ 2005 Annual Report
6 FLO website, www.Fair Trade.net
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prices 5 to 10 percent higher in view of quality and of the contribution to supporting the
poor. They are certified, are professionally packaged, and detail the origin of the good.

3.7 A recent empirical study, conducted by the Department of Agricultural and Resource
Economics of Colorado State University, shows that consumers are very receptive
toward fair trade coffee labels, and consequently are willing to pay higher premiums
for the labeling Programmes. From the face-to-face survey that the study was based on,
many participants expressed their concerns regarding general working conditions in
developing countries. In the case of agricultural products, organically farmed products
command a premium on retail prices.

3.8 Rather than just providing the raw materials, the international importers try to ensure
that as much of the production process as possible occurs within the developing
country. For example, Alter Eco, a French Fair Trade Company, promotes the value
added production at the local level through increasing the parts of the supply chain in
the country. Even if local conditions or capacity do not allow processing right away,
Alter Eco works with producer associations or local suppliers to assist in setting up the
processing and packages facilities in the country and ensure that quality standards are
adhered to. An example of this can be found when Alter Eco starting importing Quinoa
from Colombia. Initially Alter Eco just imported the raw material and the processing
and packaging was done in France. Then, as the producer association was able to build
up the required facilities and capabilities, the processing and packaging was done at the
local level. The product now leaves Colombia packaged and ready to go directly to
retailers. Alter Eco is working to achieve the same transformation in its African
operations; for example, Heiveld, a South African producers association producing
rooibos tea has just entered a joint-venture with Wupperthal cooperative to do the
packaging of their product in-house. The Fair Packers Company has been set up and
started operating in April 2006. Such initiatives as this moves more of the supply chain
and value added operations in the country, creating more employment and more
income for the local community.

3.9 Fair trade aims to create favorable conditions by setting trade standards based on future
commitments and progressive criteria. IFAT, the International Federation for
Alternative Trade, is a global network of Fair Trade Organizations, with membership
covering five regions: Africa, Asia, Latin America, Europe and North America &
Pacific Rim. IFAT focuses on the areas of market development, fair trade monitoring
and advocacy. The federation is lead by a voluntary Executive Committee elected from
amongst the membership by the membership. IFAT's activities are coordinated by an
International Secretariat of appointed staff based in the Netherlands. IFAT have
outlined the following key principles of fair trade:

3.9.1 Creating Opportunities for Economically Disadvantaged Producers: The scheme’s
purpose is to create export opportunities for producers to improve the income and
standard of living of small-holder producers in marginalized markets. It is a
development strategy for poverty alleviation and sustainable development.

3.9.2 Transparency and Accountability: Under the scheme the producer organization is an
instrument for social and economic development of its members. In particular, the
benefits of fair trade must be realized by its members. The organization should be
under the effective control of its members; and its Board has to exercise its control over
the management, including the decisions about how the benefits are shared.
Furthermore, there must be no discrimination regarding the membership and
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participation. At a minimum, to be involved in fair trade the producer organization
must have a General Assembly with voting rights for all members as the supreme
decision making body and an elected Board. The staff of the organization answers
through the Board to the General Assembly. It is on this basis that relationships with
trade partners are built.

3.9.3 Capacity Building: Under the scheme, importers often assist the cooperatives to build
capacity in the areas of farming techniques, with a strong focus on organic farming;
purchasing of inputs; accounting; marketing; and product development. As well,
producer organizations are encouraged to re-invest profit from sales and set up local
training Programmes, for their members.

3.9.4 Gender Equity: The scheme provides fair pay to the producers and takes into account
the principle of equal pay for equal work by women and men. Women are always paid
for their contribution to the production process and are empowered in their
organizations.

3.9.5 Working Conditions: The FLO regards the International Labour Organization (ILO)
Conventions as the authority on working conditions, and expects all registered
producers to meet the requirements as far as possible. Depending on the structure of the
producer organization, and the number of employees, different standards must be met.
The Fair Trade importer monitors the local working conditions and conducts external
on-site audits to check that working conditions and labor standards are respected. In
addition, each year the FLO audits the producer association to assess the labour
conditions, use of the fair trade premium, the environmental protection and democracy
and transparency of the association.

3.9.6 The Environment: Producers are expected to protect the natural environment as part
of their farm management processes. At a minimum the producers must adhere to
national and international legislation regarding the use of pesticides (handling, storing,
etc.), the protection of natural waters, virgin forest and other ecosystems of high
ecological value, erosion and waste management. Certain chemicals are excluded from
use. Certified producer groups are encouraged to implement a system of Integrated
Crop Management, which will establish a balance between environmental protection
and business results, though the permanent monitoring of economic and environmental
parameters, on the basis of which an integrated cultivation and protection plan is
devised and permanently adapted. The FLO also encourages producers to work towards
organic certification.

3.9.7 Pricing: A fair buying price is established by the FLO for each region and for each
fair trade labeled product (both organic and non-organic) as a minimum price. The
price enables remuneration for the producers, that covers the cost of production and
that reflects the skills of those involved in the production process. It also includes a
social premium, an additional payment added to the price of the product that is to be
invested into the community’s economic, environment and social development. Fair
Traders ensure prompt payment to their partners and, whenever possible, help
producers with access to pre-harvest or pre-production financing. The price offered is
typically well above market price. Coffee, for example, is purchased at 94% higher
than the market price. Prices are reviewed every 1-2 years; prices are set based on FLO
studies of the market in each region and the related production cost of each product. As
the producer associations are not fully subjected to movement in supply and demand,
this floor price brings stability, enabling better long-term planning and ability to invest
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in the business, or in community projects. Along with pricing, the FLO also sets
product-specific standards relating to minimum quality and processing requirements
that must be compiled with under the fair trade system.

3.10 The fair trade approach aims to guarantee decent working conditions and revenues for
workers and to facilitate the development and the steady growth of autonomous
Centres, organized as cooperatives. Farmers are organized in associations, with
production geared towards export, to leverage business linkages to exploit economies
of scale resulting in a reduction in both production and transport costs. Producer
associations apply for fair trade certification of their product; when successfully
certified they can use the fair trade label on their product, which ensures that they
received the fair trade benefits.

3.11 The Fair Trade System: The Fair Trade System is made up of five key players: the
Producer and Export Organization, which is typically organized into a cooperative and/
or association; the Importing Organization and Wholesaler; Retailers; the Fair Trade
Accrediting Body; and Financial Intermediaries.

3.11.1 Producers and Export Organizations: Under the scheme, the accredited importer/
wholesaler operates with small-scale farmers or artisans organized into cooperatives
and/ or associations to produce and sell their products. Producers receive a price that
not only allows them to maintain and improve their standard of living, but also
enables them to invest in their community, in particular in infrastructure, health and
education projects. Collectively the workers are able to access credit, for both
working capital needs and for capital assets as well. The association leverages
volume (both in purchasing inputs as well as in selling outputs) and monitors the
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quality standards of products. Workers receive a fair wage and work in safe
conditions. Producers are often given training, both on technical aspects and financial
management.

3.11.2 Importing Organization and Wholesaler: Import organizations act as a bridge
between producers and consumers, purchasing directly from the suppliers (either
directly from producer associations, or from local exporters) and supplying to
retailers, typically in the North. Importers may also operate their own retail outlets.
Importers typically provide pre-financing of working capital requirements or at a
minimum, link the producers with sources of financing, and establish medium-to-
long-term purchasing contracts to secure a market for the given products. Importers
often provide training and technical assistance to producer groups, including product
development and market research.

3.11.3 Retailers: Fair Trade products are made available in specific fair trade retail stores
and in mainstream supermarkets and hypermarkets. Fair trade retail stores carry
primarily fair trade items, either bought directly from producer groups or from fair
trade wholesalers. Given the increased public awareness of both fair trade and
organic products there is increasing demand in mainstream grocery retail chains. As
such, fair trade importers and wholesalers are increasingly selling their products to
large retail chains and even in new channels such as large hotel chains.

3.11.4 Fair Trade Accrediting Organization: Accrediting organizations provides a
guarantee that the product has been made under Fair Trade conditions. This can be
done through fair trade labeling, through licenses to wholesalers and certification of
producers (done by FLO), and through monitoring activities of Fair Trade
Organizations to ensure that agreed upon standards are met (done by IFAT). Under
the FLO structure, Producer Business Units (PBU) is set up to support producer
groups and to gain an understanding of the supply potential in a given region. The
PBUs are directly in contact with producers groups to obtain an understanding of
their technical, operational and managerial needs and to create market linkages. The
PBUs also follow-up on certification decisions and prepare training manuals for field
workers to use when working with producer associations. The manual topics include
“What is Fair Trade?”; “What are Fair Trade Standards?”; “Fair Trade Benefits”; and
“Trading Relations (reporting requirements)”. Based on a needs assessment further
manuals will be prepared, covering marketing, certification, organic conversion,
quality management, etc. Liaison Officers from the FLO also operate under the
system to conduct research on new products/ suppliers/ origins and to help introduce
new suppliers into the fair trade system. These officers also facilitate technical and
business assistance.

3.11.5 Financial Intermediaries: Depending on the particular arrangement, the financial
intermediary lends funds directly to the importer who in turn will on-lend to the
producer cooperative/ association (either for working capital needs or for medium-
term loans to cover capital expenditures). Some importers/ wholesalers on-lend to
producer groups at no additional cost, whereas others will charge an additional fee.
Alternatively, a local bank may directly lend to a producer cooperative. However, this
is much less likely as most fair trade cooperatives are in the agriculture sector which
financial institutions deem risky, and typically lack the required collateral to access
funds. This applies to African groups operating under the fair trade scheme.
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4. Role of Commercial Banks

4.1 Access to financing, both short-term for working capital needs and medium-term for
the acquisition of capital assets, is generally a major constraint for producer
associations in Africa. Many producer associations are credit constrained due to lack of
collateral. Commercial banks in RMCs are often risk adverse and many view
agricultural lending as particularly risky due to the uncertainties related to yield rates,
weather patterns, and the generally smaller loan size with a relatively high transaction
cost. When commercial banks do engage in lending to the agriculture sector it is typical
for working capital needs to get through the harvest season; the lending is generally
seasonal in nature with banks being even more reluctant to undertake medium or long-
term lending to the agriculture sector. In parallel to the agriculture sector, there are
many artisans and very small enterprises operating in the rural areas who contribute to
the incomes of the rural households. These artisans and very small enterprises
encounter the same difficulties in accessing financing. Consequently, it is difficult for
producers to invest in capital assets to enhance their productivity, and hence their
incomes. Despite these constraints, it is imperative that producer groups aiming to tap
into international markets have access to financing.

4.2 Currently, under the fair trade system, it is typically the importers from international
markets who are providing the pre-harvest or pre-production financing needs for the
producers association; this results in high working capital costs for the importer. As
mentioned above, local banks are reluctant to enter into the sector. However, under the
equitable trade scheme some of the inherent risks are mitigated as producer associations
are paid a premium price and have a guaranteed market for their product. As such, there
is a need to engage local financial institutions to assess their role in the export-oriented
production scheme and to address ways to encourage local banks to support export-
oriented producer associations, particularly in such a secured environment with
contractual protections.

4.3 There are a few examples of financial intermediaries investing in fair trade schemes.
For example, the Bank Société Générale is committed to promoting the development of
fair trade, and has established strong commercial ties with companies specializing in
this field. It has notably helped to finance suppliers of Alter Eco in emerging countries,
such as producer cooperatives in Brazil (coffee), and India (rice). Currently, Société
Générale provides financing to France Alter Eco, who in turn pre-finances the producer
groups in several developing countries.

4.4 Another example of a financial institution supporting fair trade is Triodos Bank.
Triodos is Dutch Bank that finances companies, institutions and projects that
add cultural value and benefit people and the environment, with the support of
depositors and investors who want to encourage the development of socially
responsible and innovative business. The Bank's approach takes account of people,
planet and profit to deliver a positive return over the long term. This social, ethical and
financial approach is expressed in the Triodos name itself. Triodos - 'tri hodos' - is
translated from the Greek as 'three-way approach'.
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5. The Role of the ADB in Empowering Rural Communities in Africa to link to
international markets

5.1 As part of its Private Sector Development Strategy, the Bank has designed new
initiatives to better respond to the needs of Small-and-Medium Enterprises (SME),
including small enterprises in agriculture and rural areas. Within this framework, the
private sector window of the Bank develops integrated Programmes targeting VSMEs,
with the objective of improving their access to financing while providing concurrent
assistance towards strengthening skills and business linkages. The Bank intends to play
a pioneering and catalytic role in developing and/ or adapting new models for specific
targeted VSME niches in Africa. This, coupled with the Bank’s objective to strengthen
financing systems and to contribute to Corporate Social Responsibility and sustainable
development, has led the Bank to consider launching a new initiative aiming at
providing support to export oriented producers to better capitalize on the potential
benefits that fair trade offers. The new initiative will aim to promote private sector
development at the local level through supporting very small-and medium producer
associations/ cooperatives and to strengthen existing financial markets through
supporting local financial intermediaries. This envisaged Programme is in line with the
Banks overall vision of poverty reduction and sustainable development on the
continent.

5.2 Empowering export-oriented producers through trade is an innovative market-based
approach to sustainable development. The approach guarantees a better price for the
producers and enables community impact through premium prices; consumers receive a
quality product, all under good environmental practices. The Bank has engaged in
discussions with different operators in this area with a view to design a pilot operation,
in which the Bank would bring financial and technical support to assist in the expansion
of trade activities in Africa. Under this initiative, the Bank looks to support producer
associations in selected African countries to enhance their capacity, thus increasing the
standard of living of their members, creating employment and enabling them to better
take advantage of international market opportunities.

5.3 In order to build on their achievements and explore further the major issue of
empowering producers associations, some key questions must be addressed. They are:

 What critical constraints do small-holder producer associations, particularly in
rural areas, face to better access international markets?

 What are the prerequisites to empower producers through their associations to
better comply with market norms?

 What could be the role of the importers/ wholesales and certification bodies in
empowering producer associations?

 What role could the financial intermediaries play to support the producer
associations?

 What role can international financial institutions, such as the ADB and other
development partners, play to build on existing practices and knowledge to
empower producers associations with the overall objective of better
addressing poverty issues in rural communities through better links with
international markets?



14

II. AFRICA BEYOND THE DOHA ROUND

1. Introduction

1.1 The December 2005 WTO Ministerial Conference in Hong Kong, which was originally
aimed at finalizing full modalities on all aspects of the Doha Work Programme,
produced mixed outcomes. On the one hand, steps were taken to end agricultural export
subsidies in the developed countries by 2013, and a commitment to expand “Aid-for-
Trade” to assist developing countries, particularly the LDCs, to build supply-side
capacity and trade-related infrastructure. Indeed, these outcomes helped to move the
process of trade negotiations forward and saved the Sixth Ministerial from the brink On
the other hand, there was lack of real progress on the big market access issues in
agriculture, services and manufacturing.

1.2 Trade negotiations are currently ongoing at the WTO in Geneva with the aim of
concluding the Doha Round by the end of the year. Some key questions that need to be
answered are: What are the chances of a successful conclusion of the Doha Round by
the end of 2006? Could the Round achieve its real ‘development’ objectives? What are
the prospects and challenges for Africa after the Doha Round, with or without
successful outcomes? How could Africa reposition itself to seize the emerging trade
and investment opportunities arising from the tremendous growth of China and India?

1.3 This Concept Paper aims to shed some light on these and other related questions. The
paper is organized as follows: Section 2 of the paper highlights the importance of
international trade to economic growth and development process, and summarizes the
characteristics of Africa’s international trade dimensions. Section 3 discusses the
prospects and challenges for Africa after the Doha Round, including the implications of
implications for Africa of the emergence of China and India. Section 4 discusses the
role of the African Development Bank in addressing Africa’s trade-related challenges.

2. Trade and Development in Africa

2.1 Trade is an engine of growth and development. Recent experience of the newly
industrialized and industrializing countries of Asia, such as Singapore, South Korea,
Taiwan, Hong Kong, Malaysia, China and India, demonstrates a positive link between
trade and economic growth. Furthermore, empirical evidence shows that exports grow
faster in countries with more liberal trading regimes, and these countries have also
experience the fastest rates of growth in GDP. Thus, trade could play a key role in
stimulating and promoting poverty-reducing growth in Africa. However, Africa’s trade
performance over the past three decades has been unimpressive. The continent’s share
in world exports has declined from over 5 percent in the 1970s to less than 2 percent
today, resulting in the marginalization of the continent in the international arena (Figure
1). This contrasts sharply with the performance of the Asian countries, where the share
of world exports increased from 18 per cent in 1980 to around 25 percent by the end of
2003.
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Figure 1: Shares in World Exports (%), 1980-2003

0.0

5.0

10.0

15.0

20.0

25.0

30.0

1980 1985 1990 2000 2001 2002 2003

Year

%

Asia

L/Amer.

Africa

2.2 So, what are the key factors that contributed to the declining share of Africa in world
exports? Which of these factors have been the most important, and how could they be
overcome? The relatively poor performance of Africa’s exports can be attributed to a
combination of a number of factors, including external barriers facing Africa’s exports
(market access issues), Africa’s own trade barriers, supply-side constraints, including
inadequate trade related infrastructure and institutional capacities.

2.3 These factors have led to a heavy concentration of African exports in a few markets and
products, principally agricultural products and minerals (Figures 2 and 3), which are
growing relatively slowly in export markets, as opposed to dynamic products that have
high global demand and high productivity potential. Even so, the share of food and
agricultural products for the Sub-Saharan Africa (SSA) declined from around 50%
during the 1960s to around 21% by the turn of the new millennium. The Hirschman
concentration index7, which measures the relative importance of individual products in
a country’s exports, was around 0.49 for SSA countries compared with 0.15 for middle
income Asian countries and 0.11 for the OECD countries during the mid-nineties8. This
clearly shows lack of diversification of African exports.

2.4 The key questions are: what are the main constraints to export diversification in Africa?
How could these constraints be removed to accelerate and diversify export growth in
the continent?

2.5 The WTO Doha Round of multilateral trade talks, launched in November 2001, was
aimed at addressing some of the trade and development concerns of African countries.
The Round, which was supposed to have been completed by January 2005, is now
expected to be concluded by 31 December 2006. Will the Doha Round achieve its real
development objectives? Will a successful Doha Round address all of Africa’s trade
constraints?

7 The higher the Hirschman concentration index, the less diversified are a country’s exports, and vice versa.
8 Ng, F. and Yeats, A. (1996), ‘Open Economies Work Better!: Did Africa’s Protectionist Policies Cause its

Marginalization in World Trade?’ World Bank Research Working Paper, No. 1636.
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Figure 3: Destination of Africa's Exports (2003)
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3. Post-Doha Round Challenges for Africa

3.1 Would Africa take advantage of the post-Doha trade opportunities? Improved external
market access is a necessary but not a sufficient condition for trade expansion. Many
African countries currently face a number of supply-side and trade-related capacity
constraints to take advantage of new international trade opportunities in a post-Doha
era. These constraints have been responsible for the inability of many African countries
to take full advantage of the numerous special market access opportunities, such as the
Everything But Arms (EBA) of the EU and the African Growth and Opportunity Act
(AGOA) of the USA. Therefore, free access to external markets that is not preceded or
accompanied by an enhanced supply-side capacity are unlikely to generate sustained
growth and diversification of African exports. It is also likely that the adjustment costs
of increased trade liberalization may go well beyond the technical assistance and ‘aid
for trade’ resources that may be marshaled. What is the nature and extent of the supply-
side and trade related capacity constraints in Africa? What type of adjustment costs
would African countries face in a post-Doha world? How can these constraints be
addressed to enable African countries benefit from post-Doha trade and investment
opportunities?

Supply-Side and Trade-related Infrastructure Constraints in Africa

3.2 The supply-side capacity constraints which face many African countries broadly
encompass a number of issues, including poor macroeconomic environment and trade
regimes, production constraints to increase the volume of exports, inadequate
infrastructure, and poor trade-related institutions. Maintenance of conductive
macroeconomic environment is vital for export growth. Many African countries have
made significant progress towards macroeconomic reforms, but more remains to be
done to attract both domestic and foreign direct investments, and to establish a fair,
open and transparent domestic regulatory framework.

3.3 Inadequate infrastructure, both physical (such as roads and ports) and soft (such as
telecommunications, finance, logistics and energy) is a major constraint to export
growth in Africa by undermining the competitiveness of exporters. Freight charges are
a far more restrictive barrier to African exports than tariffs. For example freight cost as
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a percentage of total import value in 2001 was 13% for Africa, compared with 8.8% for
developing countries (UNCTAD, 2002). At a sub-regional level, own infrastructure
explains 40% and 60% of transport costs for coastal and landlocked countries,
respectively (Nordas and Piermartini, 2004).

3.4 What then are the cost penalties to African exports from poor quality or absent
infrastructure? What are the constraints to new investments in infrastructure? To what
extent might services liberalization play a role in overcoming infrastructure constraints?
How might issues of regulatory capacity be addressed? What is the scope for a regional
approach to addressing infrastructure constraints?

3.5 In addition, inefficient customs services impose heavy costs on exporters and
undermine competitiveness. Customs clearance in Africa is the second longest of any
region (behind South Asia) with average customs clearance time of 10 days,
undermining the competitiveness of African exports. These costs matter. Hummel
(2001) concludes that each day saved in shipping time (in part related to shorter
customs clearance) is worth 0.8 percent reduction in ad valorem tariff. Streamlining of
customs formalities, simplification of procedures and enhanced transparency about
procedures could all contribute to reduced delays and costs. How important is customs
reform in encouraging trade expansion in Africa? How have African countries pursued
reform and what has the experience been? Is there scope for a regional approach to
customs reform, including in the context of regional trade agreements?

3.6 Inability to meet standards in international markets also acts as a major brake on
African companies, especially SMEs, to compete in the global markets. Assistance may
be required to provide economies of coordination in relation to conformity assessment
and equivalence of standards in export markets. Is there scope for a regional approach
to standards - such as the development of common standards within regional trade
agreements, common research facilities or joint certification schemes – to assist in
reducing costs? How important is the role of African export support institutions in
export expansion? What can be done to strengthen their capacity to provide
information and services to exporters?

Adjustment Cost Constraints

3.7 Trade-related adjustment costs are a major source of concern for many African
countries. These are costs associated with temporary loss in fiscal revenue, preference
erosion, product standard requirements, increase in food prices, and adverse effects on
factors of production since trade liberalization produces winners and losers. The special
and differential treatment (SDT) principle of the Doha Round means that LDCs do not
have to liberalize or that they have longer implementation periods. Nonetheless, these
countries must incur adjustment costs at a future point in time, and the magnitude of the
adjustment costs will depend on the final outcome of the Doha Round. Which of these
adjustment costs should be accorded top priority? How could ‘aid-for-trade’ be best
used to address the adjustment costs and supply-side constraints in Africa?

The Impact of China and India on Africa

3.8 The recent emergence of both China and India as key players in the global economy
will have important implications for Africa. On the one hand, Africa’s economic
performance may be influenced positively by growth in China and India’s demand for
Africa’s exports, both oil and non-oil commodities. This would lead to improvements in
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the terms of trade of many African countries. Similarly, African countries will benefit
from increased Chinese investment in the continent. On the other hand, however,
China’s increased demand for energy, which is a driving force behind the world oil
price increases, will have adverse effects on the economies of many oil importing
countries in Africa. There is therefore the need to draw a fine balance between the
opportunities and threats that the emergence of China and India may create.

3.9 In terms of trade, Africa's exports to and imports from China rose rapidly from less than
$2 billion in 1998 to nearly $16 billion in 2004. Initially, Africa’s imports from China
have outstripped exports to China, but the gap between imports and exports has
narrowed down in recent years, leading to a favorable African balance on trade with
China (Figure 4). There was also a convergence in both the shares of China in total
Africa’s imports and exports. Africa’s exports to China, as a percentage of total African
exports, rose from 1.3 per cent in 1998 to 6.1 in 2004, the share of Africa’s imports
from China in world-wide African imports increased from 3.2 per cent to 6.6 per cent
during the same period. Chinese investment in Africa has also increased rapidly.
Recently, China clinched an investment deal in the Nigerian oil sector worth $2.3
billion, and that over 750 Chinese enterprises were approved to invest in Africa in
2005, with investment totaling US$1.13 billion. This is in addition to the over 600
Chinese-funded enterprises that have been operating in Africa since 2003, with a total
investment of US$1.2 billion.

Figure 4: Africa's Trade w ith C hina, 1998-2004
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3.10 In the case of India, the magnitude of Africa’s trade is, however, much lower than that
with China. Nonetheless, the observed trends show that growth in Africa’s imports
from India has recently outpaced growth in exports to India, thereby resulting in a
shrinking of the hitherto substantial trade surpluses the continent has experienced with
respect to its trade relations with India (Figure 5). While Africa’s exports to India
increased marginally from around $3 billion in 1998 to less than $4 billion in 2004,
imports from India more than doubled – from nearly $2 billion to over $5 billion over
the same period.
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Figure 5: Africa's Trade with India, 1998-2004
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3.11 The key question is how can Africa maximize the benefits and minimize the risks
associated with the emergence of China and India in the international trade and
investment arena.

4. The Role of the African Development Bank

4.1 The policy challenges that will be facing Africa in the post-Doha era will have
important implications not only for the countries in the continent but also for the
African Development Bank, whose over-archiving objective is to promote sustainable
economic growth and poverty reduction in the RMCs. What could the Bank do on its
own to assist its RMCs address their trade-related constraints? What could it do in
partnership with other donors to address these problems? How could these problems be
prioritized and sequenced?

4.2 Over the years the Bank’s operations in its RMCs have many trade-related dimensions,
but these need to be approached from a well focused and holistic perspective with a
view to enhancing Africa’s integration in the world market. For trade to act as an
engine of pro-poor growth and development in Africa, trade policy would have to be
mainstreamed in national development strategies and in the Bank’s interventions in its
RMCs. The process of mainstreaming involves establishing priority policy actions,
supported by a plan of action, which includes coherent and co-coordinated delivery of
trade-related technical assistance and capacity building. Trade mainstreaming is
important for improving the analytical focus on trade in CSPs/PRSPs and development
strategies, enhancing country capacity in private/public sectors, facilitating wider
application of good practices, and strengthening collaboration between development
partners.

4.3 In addition, the Bank would have to play a more active role in terms of supporting
domestic reforms of RMCs, promoting private sector development, and promoting
sustainable regional integration in Africa. Already, the Bank provides support to policy
reforms, including both economy-wide and sectoral adjustment Programmes, and it also
provides direct support for private sector development through its private sector
window with the goals of supporting job creation, national capacity development, and
production for exports. But increased attention should also be devoted by the Bank,
including through its Private Sector Development Strategy and through other new
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initiatives, to empower rural communities through trade and to address the fragmented
nature of the private sector which acts as a serious impediment to trade.

4.4 At the regional level, the Bank strives to support regional cooperation and integration
efforts by financing multinational projects, and by helping to strengthen regional
economic communities. More recently, the NEPAD initiative has given more impetus
to the integration agenda and the Bank is playing a key role in banking and financial
standards and in infrastructure development. Furthermore, the Bank is gearing itself up
to host the Africa Infrastructure Consortium Secretariat. It will facilitate close
collaboration on infrastructure development between the Consortium, the African
Union, NEPAD, regional economic communities and the Bank.

4.5 The creation of a new Department for Infrastructure, Regional Integration and Trade
will consolidate and strengthen the Bank’s trade-related activities. This will require
scaling up the Bank’s aid-for-trade for top priority areas such as the development and
promotion of regional infrastructure, improving trade-related institutions for trade
facilitation (such as customs reforms), addressing adjustment cost issues arising from
implementation of WTO agreements, conformity with product/service standard
requirements, temporary loss of revenue, and preference erosion. The CSP will be an
important vehicle to integrate all these trade issues in the Bank strategy.

4.6 The Bank has in the past emphasized capacity building through trade policy courses it
organized annually in partnership with other organizations such as the WTO, ECA, and
the World Bank. The Bank will continue to deepen these roles through collaborative
training Programmes it has started with the WTO and the ECA to enhance the capacity
of senior trade policy makers and officials as well as to provide enhanced aid-for-trade
for trade policy development and export diversification in Africa. The capacity of the
RECs should be strengthened if they were to play an active role in the implementation
of trade-related reforms.
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III. HIGH OIL PRICES AND THE AFRICAN ECONOMY

1. Introduction

1.1 Crude oil rose from less than $40 a barrel (bbl) in 2004 to a record high of $70.85 a bbl
in August 2005. While the price of oil fell slightly in December 2005, it resumed its
upward trend in early 2006 and even exceeded $70 a bbl in April. In real terms, except
for the 1979 oil shock, this is the highest price of oil ever. The high price of oil is
mainly driven by the demand for oil from East Asia, especially China. Chinese demand
grew by 15.4 per cent in 2004 compared to 3.8 per cent worldwide. There are no signs
of lower Chinese demand, which is expected to have grown by 2.5 per cent in 2005,
and to grow by 5.6 per cent in 2006. In addition to the strong demand, disruptions in
oil-producing countries, and refineries capacity constraints, have created additional
tensions on the oil market. Although the supply side constraints can be solved in the
medium term, the strong demand will prevail and keep the price of oil high.

1.2 While the high price of oil represents unique opportunities for oil-producing countries,
it constitutes a serious challenge for net oil-importing ones as it may slow down their
recent economic progress and lead to tighter financial constraints. For example, if the
price of oil were to remain at its 2005 level, instead of those of 2002, the nominal debt
relief to 14 of 19 African HIPC oil-importing countries would be smaller than the
increase in their oil bill.9 In addition, some oil-importing countries, especially those in
East Africa, have been hit by recurrent droughts which have reduced their capacity to
generate hydroelectricity and forced them to ration electricity. Although many net oil-
importing countries have enjoyed a healthy growth rate of 5 per cent per year, as they
have benefited from higher commodity prices, their growth rate would have been
higher had the price of oil remained at around $25 bbl.

1.3 The African Development Bank estimates that the current high price of oil would
translate, as a first round effect, into a higher average inflation of 1.3 and 2.6
percentage points for oil-importing African countries in 2005 and 2006 respectively. As
for oil-exporting countries, they are expected to keep growing on average by 6 per cent
every year as they have done since 2003. A persistent high price of oil can contribute to
substantially increase the standard of living in an oil producing country. In a country
like Angola, an increase of $10 per oil barrel is equivalent to a 30 per cent increase in
its GDP.

1.4 This note highlights the expected effects of the high price of oil on oil-importing
(Section II) and oil-exporting (Section III) regional member countries (RMCs) of the
African Development Bank. Section IV briefly considers the role of the African
Development Bank in assisting its RMCs meet the challenges of the high price of oil.
Section V concludes and Section VI provides some issues for consideration. Finally, an
appendix lists oil-producing, net oil-importing, and net oil-exporting African countries.

2. Oil-importing countries

2.1 The high price of oil impacts directly on firms, consumers and the government. First, it
increases the domestic price of petroleum products, raises the cost of many intermediate
inputs, and as a result leads to higher production costs. Consequently firms may reduce

9
The nominal debt service relief is assumed to be equally divided over 20 years, the same period as the longest IDA loans. The 2005 average
oil price is $56 and that for 2002 is $26 (US Department of Energy). The nominal debt service relief is from Table 1 of IDA and IMF HIPC
Initiative – Statistical Update, April 4, 2005.
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their labor demand, investment and output. Second, as the short-run demand for oil is
highly inelastic, consumers are forced to reduce their consumption of other goods and
services to pay for higher energy bills. Third, net oil-importing countries face balance
of payment constraints as they must secure additional resources to pay for the higher oil
import bill. Governments also face tighter budget constraints which can affect their
capacity to finance social Programmes.

2.2 Balance of payments The extent to which the high price of oil affects oil-importing
countries will depend on the share of oil in their imports and economic activity.
Overall, we can expect the impact to be quite significant on their balance of payments
as oil accounts for 10 to 15 per cent of the median African country imports (see Table
1).

Table 1: Oil Imports as a Percentage of Total Imports
Category (in %) Num. of countries

Less than 5 5

[5 - 10[ 14

[10 - 15[ 16

[15 - 20[ 10

[20 - 25[ 1

More than 25% 1

Source: Computed using African Development Bank data

In the absence of sufficient external reserves, or external borrowing, reductions in domestic
consumption and investment will undermine even more their economic performance.
Countries which resort to continued external borrowing to finance their budget shortfall will
face higher debt servicing, and possibly debt sustainability problems, in the future.

2.3 Given the limited availability of foreign exchange, oil-importing countries face a
number of options. Consumers and firms could decide to reduce their oil consumption
but since the demand for oil is highly inelastic in the short-term, they may be compelled
to reduce their consumption of other imported goods. Doing so could undermine
economic growth especially if capital goods imports are affected. Alternatively,
countries could try to access foreign currencies to fill the gap and finance the energy
bill. However, obtaining funds from private markets, bilateral and multilateral sources
must be consistent with medium-term sustainability and sound debt management. In
highly indebted poor countries, the only solution to fill the financing gap, and not to
weaken growth, is to obtain grants or highly concesional loans. More importantly, a
sustainable financing plan needs to be considered as all evidence points to oil remaining
at a high price.

2.4 Public Finances High oil prices will exert a heavy toll on the budget both on the
revenue and expenditure sides. On the revenue side, the tax base will be eroded if the
profitability of oil-consuming companies is adversely affected and if unemployment
increases. Expenditure could increase wherever governments subsidize oil products, or
Programmes, which make intensive use of petroleum products. In that regard, an
important question is if there should be complete pass-through of the oil price increase.
Governments are under heavy pressure to intervene to cushion the effect of the oil price
increase. If the price of oil is not mean-reverting, price controls will lead to ever
increasing losses which will ultimately be borne by current or future tax payers.
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Subsidies to public utilities can also worsen the consolidated government budget
deficit. In many countries electricity is produced using oil and is sold by law below its
cost of production. In this case, the government will have to bear the additional
expenditure from a higher oil bill. If the government does not have the resources to do
so (for instance, if foreign reserves are too low), it may have to resort to rolling
blackouts which have very adverse effects. Moreover, the government will itself face a
higher energy bill through its own activities and that of state-owned companies.

2.5 Poverty Lower employment prospects and the higher inflation rate will lower the
purchasing power of the poor who have fewer (if any) instruments to hedge against the
oil price increase. The biggest impact will be through higher price of kerosene which is
used for cooking and lighting. The poor will also be affected by higher transportation
costs. Clearly, higher petroleum costs will increase commuting costs and, especially in
the case of agricultural economies, the cost of getting the crops to the markets.
However, governments should resist the temptation to provide subsidies to offset the
high price of energy. Subsidies constitute a serious drain on public finances, especially
if the high price of oil persists. They will have to be financed through higher taxes, or
external borrowing which will generate a higher debt burden. Moreover, although
kerosene is considered an inferior good, it is not clear that subsidizing it is the best
means to protect the poor because it is difficult to prevent non-poor from consuming
kerosene. Discretionary fiscal response should be limited since it may be difficult to
remove in the future.

2.6 Alternative energy sources High energy prices should be viewed as a signal to reduce
the heavy reliance on oil and make use of alternate clean energy resources. To this end,
a number of technologies can be used at a minimal cost. First, geothermal and
cogeneration should be strongly considered. There is, for instance, evidence that they
can contribute to over 10 per cent of East Africa’s energy needs. A second candidate
solution is to blend petroleum with ethanol as is being done in Brazil. A third solution,
which is currently being experimented in parts of sub-Saharan Africa, is to use Jatropha
oil (Jatropha diesel) as a substitute to kerosene (diesel). A fourth solution consists in
using solar power as is being done in two ADB’s projects in Madagascar (250 solar
water pumps for rural water supply) and Uganda (solar panels for 26 rural schools). It
is however unlikely that these solutions can be implemented on a massive scale in the
short run. Moreover, oil-importing countries will need technical assistance and support
from both donors and developed countries to implement these oil substitution policies.
In addition, such assistance can also be used to improve the efficiency of the existing
systems and minimize energy losses along the power grid.

2.7 Monetary policy Central banks may be tempted to tighten their monetary policy in
reaction to the increase in inflation. Previous oil price shocks have produced significant
increases in real interest rates which undermined domestic investment, pushed the
country deeper into recession and produced stagflation. Furthermore, a rising fiscal
deficit, combined with increasing public expenditures due to petrol consumption by
public entities, can prompt the authorities to use monetary creation to finance the
additional expenditures. As the increase in the price of oil is akin to a supply shock, an
accommodating monetary policy would contribute to inflation. It is advisable to adopt
a non-inflationary policy to avoid hyperinflation and to maintain monetary credibility.
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Oil-exporting countries

3.1 The 5 top oil-producing countries (Nigeria, Algeria, Libya, Angola and Egypt) account
for more than 80 per cent of the continent’s production. There is also a wide variance in
oil wealth as illustrated by Figure 1. While Libya, if it continues production at its 2004
rate, will benefit from its oil wealth for close to 70 years, others like Angola have less
than 20 years worth of reserves.

Figure 1: Remaining years of oil extraction
2004 oil extraction rate
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Source: Computed using IEA data

As illustrated in Figure 2, producing countries stand to earn significant benefits from the high
price of oil. At approximately $60 dollars per barrel of oil, the average present value of oil
reserves is $33,000 for each resident of an oil-producing African country. Oil-producing
countries with small population, which in addition are currently quite poor, stand to benefit
substantially on a per capita basis.
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Figure 2: The Oil Dividend

Per Capita Present Value of Oil Reserves
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3.2 Dutch Disease The oil wealth, if properly managed, could help oil-producing countries
grow quickly. However, governments should be aware of the distortions that an oil
boom can create through inflows of sizable foreign exchange earnings. The real
exchange rate can appreciate through growing inflation and nominal currency
revaluation. The non-traded sector could expand and non-oil traded goods lose
competitiveness and decline. This is the classical Dutch-disease pattern. Consequently,
it is advisable that the monetary authorities adopt a non-inflationary policy to avoid
hyperinflation and to maintain monetary credibility.

3.3 Management The prudent use of oil windfalls requires appropriate governance
structures, which are based on transparency and accountability. It is important that the
extra oil revenue be used to increase the set of production possibilities through
investment in physical (e.g. infrastructure) and human capital. Moreover, given that oil
reserves are exhaustible, appropriate provision should be made for future generations to
benefit from the current high price of oil. Specifically, there must be built-in
mechanisms for control, reporting, and evaluation of oil revenues and operations. Some
oil producing countries are adopting policies to that effect. For example, the Nigerian
government has created a special holding account for temporary increases in oil
revenues so as to smooth government spending and to reserve some of the windfall
revenues for infrastructure development. However, some countries may choose to
renege on their promises to manage their resources for the benefit of both the current
and future generations. A time-consistent mechanism needs to be found, such that it is
in the best interest of an oil-producing country not to renege on its commitments. Such
a mechanism may mean better involvement of the civil society through all the decision-
making process and a stronger coalition of all lenders.

3.4 Poverty and income distribution Oil-rich African countries do not have lower poverty
rates than the rest of Africa. Now, the challenge is to translate those higher growth
numbers, and value of oil stocks, into lower poverty rates. This requires that oil-
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producing countries adopt sound institutions and appropriate macroeconomic policies.
They need to invest in projects which yield the highest social rates of returns, such as
education and infrastructure, and not in prestige enhancing projects. Moreover, care
must be taken that the extra oil revenue does not accrue only to some segments of the
population while the living standard of the others remains unchanged or worsens.

3.5 Regional Energy Integration In Africa, energy infrastructure, power grids, petroleum
and gas refining and distribution are still largely confined to the territory of the
producing nation. Moreover, little has been done to integrate the oil, gas and power
sectors resulting in sub-optimal outcomes. The natural oil reserves in some African
countries could also be taken as an opportunity to reinforce regional cooperation,
regional infrastructure projects, and regional energy integration. In that regards, the
NEPAD energy projects are worth being highlighted. For instance, the DRC-Angola-
Namibia Interconnection could link the existing Inga to South Africa through the
Angolan and Namibian grids. A similar project is the West Africa Power Pool to
integrate power systems across eight countries

3.6 Another constraint in Africa is the quality and efficiency of oil refineries in many
countries. One requirement for a refinery to be profitable is access to a large market,
something that is generally not commonly available within the confines of most
countries in Africa. Interconnecting electricity grids can provide access to more
efficient refineries resulting in considerable savings to poorer countries. North African
countries, which host 57 percent of Africa’s total refinery capacity, would particularly
benefit from the economies of scale provided through integration.

Implications for the African Development Bank

4.1 The higher price of oil will affect the African Development Bank’s activities in at least
two ways. First there is a direct effect on ongoing thermal power production projects
which were implemented on the basis that oil, the main input in those power plants,
would cost around $25 per bbl. Second, higher energy prices impact a number of other
key inputs which affect both the rate of return of existing projects and the choice of
future ones. In particular, infrastructure Programmes are expected to cost more because
construction materials are energy-intensive. In that regard, the Bank needs to quickly
appraise how the higher price of oil is affecting ongoing projects.

4.2 In the short run, the Bank should mobilize the international community to provide
additional resources to oil-importing countries. To those experiencing balance-of-
payments problems, the Bank can provide a combination of adjustment and external
financing. The main instrument is through quick-disbursing policy-based loans in the
form of either balance-of-payments or budget support.

4.3 In the long run, the Bank needs to position itself to support projects on alternative
energy sources. Indeed, parts of Africa hold vast untapped hydro resources which can
supply electricity to millions of households. The Bank can help identify such projects,

create the enabling legal environment for investments, and support feasibility studies.
Funds will be needed for infrastructure investments in those new projects. The Bank
can also provide information on clean energy funds and Programmes (e.g. the Global
Environment Facility) which countries can access to identify, design and implement
renewable energy projects. The Bank should advocate bringing forward for financing
major projects, such as the West African Gas Pipeline which will enable Benin, Ghana
and Togo to access Nigeria’s natural gas, under the NEPAD initiative.
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4.4 So as to reach optimal management of the oil revenue, the Bank can encourage, and
provide incentives to oil-producing countries to join oil transparency initiatives (e.g.
Extractive Industries Transparency Initiative (EITI), Publish What You Pay (PWYP)
and Publish What You Earn Initiative (PWYE)). The Bank can also work to develop
instruments to facilitate securitization of oil proceeds and help countries design
instruments to use their oil reserves to tap into financial markets. Increased technical
assistance and analytical work is also required, especially to build the requisite capacity
in new oil-producing countries.

4.5 The Bank could also consider establishing a special oil fund with contributions from
oil-producing countries, as well as those who are earning windfall benefits from the
high price of oil, for concessional lending and operations in its RMCs. Such a fund
could be used for strategic investment in the power sector, with the goal of improving
regional integration, and in renewable energies.

5. Conclusion

5.1 The expected impacts of the high price of oil on a given country depend on whether it is
a net oil importer or exporter, its degree of oil dependency, and how its terms of trade
are affected. On the whole, oil-producing countries face the challenge of managing the
extra oil revenue. In many oil-producing countries, oil production accounts for a large
share of their GDP, tax revenue and exports. For them, the challenge will be to use the
extra oil revenue effectively, and transparently so as to reduce poverty and accelerate
growth by increasing their production possibilities.

5.2 Oil-importing countries will have to prevent the poor from becoming even poorer,
implement remedial policies which do not jeopardize their budget situation, and bridge
the financing gap arising from the oil price increase. The international community
should assist oil importing countries in the short run by providing budget support,
funding the financing gap and poverty reduction measures. In the long run there is a
need to fund alternative clean energy projects. Given the evidence that the current oil
price increase is likely to persist, sustained help from donors is necessary for the oil
price increase not to jeopardize the recent good economic growth performance of
Africa.

6. Issues for discussion

6.1 Participants are invited to consider the following questions:

 Is ‘business-as-usual’ an acceptable strategy?

 Are subsidies and price control in domestic petroleum markets sustainable?

 How can the poor be insulated from the high price of oil, and how can those in
oil-exporting countries benefit from it?

 What is the best use of the extra oil revenue for oil-producing countries?

 What is the optimal policy mix to accommodate output and price adjustments as
a result of the high price of oil?
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7. Appendix: Distribution of the African Development Bank’s regional
member countries by their oil status

 Crude oil-producers in 2005 (16 countries)
Algeria, Angola, Cameroon, Chad , Congo, Côte d'Ivoire, DRC, Egypt,
Equatorial Guinea, Gabon, Ghana, Libya, Mauritania, Nigeria, Sudan,
Tunisia.

 Oil-producer using liquefied coal (1 country)
South Africa

 Net oil-exporters in 2005 (13 countries)
Algeria, Angola, Cameroon, Chad , Congo, Côte d'Ivoire, DRC, Egypt,
Equatorial Guinea, Gabon, Libya, Nigeria, Sudan.

 Net oil-importers in 2005 (39 countries)
Note: oil producers are in italics

Benin, Botswana, Burkina Faso, Burundi, Cape Verde, Central African Republic,
Comoros, Djibouti, Eritrea, Ethiopia, Gambia, Ghana, Guinea, Guinea-Bissau, Kenya,
Lesotho, Liberia, Madagascar, Malawi, Mali, Mauritius, Morocco, Mauritania,
Mozambique, Namibia, Niger, Rwanda, Sao Tomé and Principe, Senegal, Seychelles,
Sierra Leone, South Africa, Swaziland, Tanzania, Togo, Tunisia, Uganda, Zambia,
Zimbabwe.

 Expected new net oil-exporter in 2006 (1 country)
Mauritania

 Expected new oil producer (1 country)
Sao Tomé & Principe in 2011

 Unknown status (1)
Somalia
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IV. INNOVATIVE DEVELOPMENT FINANCING

1. Introduction

1.1 Financing is a major constraint in achieving the Millennium Development Goals
(MDGs) for most African countries. In several of these countries the levels of incomes
and savings are extremely low, limiting the possibilities for increased domestic resource
mobilization that would make meaningful contribution towards poverty alleviation.
There have been international suggestions to ‘fast-track’ these countries as well as to
launch a variety of “quick-win initiatives”. Yet, these suggestions recognize that the
lack of sufficient financing remains the key constraint.

1.2 The international aid effort continues to face constraints, political and fiscal, in donor
countries that make it increasingly difficult for Official Development Assistance (ODA)
to be raised substantially to meet the incremental resource requirements for Africa to
achieve the MDGs. Nonetheless, the international community recognises the crucial
nature of accelerating progress towards the MDGs and have made continued pledges to
increase ODA. The G8 commitment in 2005 to incremental additions in the aid budget
is expected to double aid to Africa from $25 billion per year to $50 billion by 2010, and
to increase total ODA to $129 billion by the same year.

1.3 While the fulfilment of these pledges have the potential to accelerate the progress
towards the MDGs, even with the additional funding it is unlikely for many MDGs to
be met in Africa. It is evident from Chart 1 that in 2010 required ODA is more than
$150 billion, significantly above that promised by the G8. Indeed, the level of ODA
needed in 2006 is higher than that currently committed to for 2010. Besides, in the
recent past less than half of ODA has been spent on the MDGs as depicted in Chart 1.
This trend suggests that MDG-dedicated-ODA could be less than what is required, with
clear implications for the attainment of the goals.

Source: United Nations (2005), Investing in Development : A practical Plan to Achieve the MDGs, New York,
UN
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1.4 Against this background, innovative financing mechanisms to increase resource flows
to developing countries now occupy international attention. The importance of these
mechanisms to Africa cannot be over-emphasized, given the fact that Africa remains
the continent with the most financial difficulties and with the least progress towards the
MDGs. Discussions of these mechanisms, first began in 2004, have gained momentum
and have become a regular feature in UN discussion on financing for development, and
an agenda of multilateral institutions and other international fora.

1.5 This paper examines some of the key financing mechanisms that have been proposed as
viable solutions.10 The paper is divided into five sections. The next three sections
provide information of the key financing mechanisms proposed to raise additional
resources to complement ODA. The mechanisms highlighted have been grouped under
three broad categories: (i) global taxes, including the Tobin tax; taxing arms dealing;
and the ‘green’ or environmental tax; (ii) the international solidarity levy on airline
tickets; and (iii) the frontloading of aid through the International Finance Facility (IFF).
The paper then examines some proposed innovative implementation initiatives
involving some of the mechanisms. This is followed by highlighting the implications
for the African Development Bank. The last section examines the way forward.

2. Global Taxation

2.1 Global taxation is a major mechanism that has been advocated as a viable mechanism
for increasing resources to developing countries. Global taxes have widespread public
support, notably among civil society groups, in part because they seek to finance a
global public “good” (development) by imposing a tax on a global “bad”, such as
speculative international finance, pollution or the arms trade. Global taxation may have
several advantages.

2.2 Contrary to widespread perception, no new institutional arrangement or international
organization is necessary. If desired, international taxes could also be created for a
limited period of time. They can initially aim at financing only core Programmes, those
that most need stable and predictable resources. Even small amounts, at the start, would
make a difference by increasing the return on other aid flows and creating an
environment which would increase their overall efficiency.

2.3 On the other hand, there could be some problems associated with the global tax.
International taxation can only result from a decision by nation states to cooperate,
since they – and only they – have the power to tax. It means that this power, which is a
basic attribute of sovereignty, is subordinated to an international common objective.
This can only be achieved when there is a high degree of convergence between those
objectives. International taxation may therefore prove difficult to negotiate and agree
upon.

2.4 Several forms of global taxation have been advocated. The Tobin Tax – this is a
marginal levy on global currency transactions. The appeal of the Tobin tax derives from
observed trends of the global foreign exchange market and developments in
international payment and settlement systems. It is evident from Chart 3 that the size of
global foreign exchange market has continued to grow rapidly. Following the fall in

10
This paper focuses on innovative mechanisms that have become regular features in the UN discussions on

financing for development. Thus, some other mechanisms such as the suggestion to mobilize pension funds to

finance African development being led by Nigeria and South Africa are not discussed.
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daily turnover reported in 2001 –largely as a result of the introduction of the Euro,
which significantly reduced the number of traded currencies – the upward trend has
continued. By 2004, the global foreign exchange markets saw average daily turnover of
about $1,880 billion, which is broadly equivalent to the annual GDP of the UK.
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Chart 2 : Daily Foreign Exchange Market Turnover ($ billions)

Source: Bank for International Settlements (2005), Triennial Central Bank Survey of Foreign Exchange and
Derivative Market Activities (2004).

2.5 Available estimates suggest that the Tobin tax could yield large returns. It is evident
from Table 1, which extrapolates revenue income from the world’s most traded
currencies, that a currency transaction tax at a rate as low as 0.005 percent could
generate about $40 billion in revenue.
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Table 1
Potential income for Development from a transaction levy on the World’s most traded currencies

Country/zone FX spot

($ billion)

FX derivatives

($ billion)

Total

($ billion)

USA 10.84 6.82 17.66

Eurozone 4.55 2.65 7.20

Japan 2.48 1.60 4.08

UK 2.07 1.15 3.21

Australia 0.67 0.51 1.18

Switzerland 0.75 0.32 1.06

Canada 0.51 0.39 0.90

Hong Kong 0.23 0.38 0.61

Sweden 0.28 0.25 0.53

Norway 0.17 0.15 0.33

Denmark 0.11 0.16 0.27

Singapore 0.12 0.12 0.24

New Zealand 0.12 0.06 0.18

Totals 24.37 15.27 39.64

A Sterling Solution (2005) A report for stamp out poverty of Intelligence capital Limited

2.6 However, there are possible downsides, which include the risk of a shrinking and very
mobile tax base, and difficulty in uniform application across jurisdictions. There is also
debate on the question of whether the Tobin Tax would reduce or increase currency
volatility.

2.7 Another form of global taxation involves taxing arms dealing. The expected revenue
returns from this form of taxation is however rather minimal. For example, on the legal
and documented trade in arms (worth around $50 billion per year), a 5 per cent tax
would yield not more than $2.5 billion annually. Also, higher taxation could stimulate
more illicit arms dealing.

2.8 Another suggestion for global taxation is the so-called ‘green’ or environmental taxes.
Currently, green taxes yield on average 2.5 per cent of GDP in OECD countries.
However, evidence from the Kyoto process has shown how difficult a tax along these
lines would be to implement globally. Other areas where the green tax could focus
include taxes on aviation fuel or maritime pollution. Aviation fuel enjoys a low or zero
tax rate in EU member states and has been identified in early 2005 by France and
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Germany as one means of raising money to fund immunization and anti-AIDS
treatment in Africa.

2.9 Suggestions have also been made to levy charges for the use of the global commons
(such as positioning satellites), which are attractive in principle, but have modest
revenue potential.

2.10 Finally, though not formal taxes, suggestions have been made to raise revenues for
development purposes through lotteries.

3. Selective Taxation: International Solidarity Levy on Airline Tickets

3.1 International solidarity levies have been proposed as an innovative approach to generate
more stable and more predictable revenue in order to meet the needs of developing
countries. International solidarity levies offer a way of safeguarding the poverty-
reduction system from shifts in policy and international cooperation. The solidarity
levies would finance the recurrent costs of poor countries’ human development
Programmes, which must be continued over the long term, for example training of
doctors, wages of teachers, purchase of medical drugs, etc.

3.2 A tax on Airline Tickets has been proposed as a major international solidarity levy. Air
transport is one of the industries that benefits most from globalization, with an average
annual growth of about 5 percent. This makes it legitimate for the air transport sector to
contribute to solidarity efforts being made for those left behind by globalization, whose
benefits are not equally distributed. Some notable advantages of the levy on airline
tickets include the following: the air-ticket levy will not trigger any distortion in
competition between airline companies because it will be based on territorial aspects
rather than nationality. All airline companies, regardless of nationality, will have to
levy the solidarity levy when one of their airplanes departs from an airport located in a
participating country.

3.3 Further, even with a limited number of participating countries, the air-ticket levy does
not result in any rerouting of traffic. Exemptions of passengers on connecting flights
ensure that airports located in participating countries will not be penalized. Finally, at
the international level, the air ticket levy can be implemented by countries of both
North and South, with rates differentiated according to the level of development of the
participating countries. Thus, the viability of broadening the implementation of the
financing mechanism is considered high as studies undertaken to date show that this
international taxation will not impact on competition or the tourism industry, and would
not distort country economies.

3.4 The actions taken so far have served to increase international solidarity towards raising
revenue for development. France passed a law in 2005 to implement the proposal for a
Solidarity Levy on Airline Tickets. This law followed consultations with the
Governments of Algeria, Brazil, Chile, Germany and Spain. The resources mobilized
from the levy on airline tickets are expected to complement the commitment of France
to increase ODA from 0.47% of GDP in 2006 to 0.7% by 2012. The increases in
resource will mostly benefit development cooperation in Africa. The airline ticket taxes
will be effective from 1 July 2006 in France for all domestic, intra-European and
international flights. Chile will impose a tax of USD 2 per passenger for all
international flights. The United Kingdom has indicated that it will allocate revenue
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collected from existing air passenger taxes to contribute to proposed health
development.

4. Borrowing through the Capital Market: The International Finance Facility (IFF)

4.1 The IFF was suggested by the UK Government and has the potential to provide
substantial additional funds for the MDGs. The key concept of the IFF is built on donor
pledges for a flow of annual payments to the IFF. On the back of these pledges (its
assets), the IFF would issue bonds in its own name (its liabilities). The IFF is based on
four fundamental components:

 Government backing – the driving force behind the IFF is donor pledges of
additional future aid. Donors would make legally binding pledges of future
increases in aid commitments without making immediate appropriations or fiscal
commitments.

 Bond issuance – a treasury platform would use the donor pledges as backing to
issue AAA-rated bonds. This platform, the IFF itself, would rely on donor pledges
(not cash) to back the bonds. The excess of pledged amounts over the amount of
IFF borrowings would provide the financial enhancement needed to support the
AAA rating on IFF bonds.

 Bond repayments – the IFF would pay off the bonds drawing down donor
pledges. A strength of the IFF mechanism is that it provides flexibility to mediate
between what is needed in terms of disbursements and when donors pay for it, so
it can be adapted to support a desired ODA time profile.

 IFF governance – Bond proceeds would be channeled through existing
multilateral and bilateral aid Programmes. Allocations would be made in
accordance with an aid allocation framework agreed under the IFF’s governance
structure.

4.2 If initiated as suggested, it could boost aid to as much as $100 billion per year during
the crucial 2010-2015 period. In addition, since donor co-ordination would take place
through existing aid delivery channels, poor countries would not have to face myriad
donors and regulations.

4.3 However, as with any borrowing mechanism, the final burden would be shouldered by
future generations, with no guarantee as to the return on expenditures that would be
financed this way. There is thus a central question regarding what happens after 2015,
when a significant part of ODA expenditures, in developed countries, would be devoted
to IFF repayments rather than being transferred to developing countries.

4.4 There is also the question of countries, especially those in sub-Saharan Africa that will
still need aid. For those countries, frontloading aid entails some risks, especially if
other sources of finance have not been created in the meantime.

5. Proposed Innovative Implementation Initiatives

5.1 France, along with other countries and some international organizations, have opened
discussions on the need to facilitate access to drugs for the world’s poorest people as
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part of the fight against major pandemic diseases. In this context, the creation of an
International Drug Purchase Facility (IDPF) has been proposed. Though drug
accessibility, both geographic and economic, has improved over the last few years, the
mechanisms currently in place are still outweighed by the challenge that the major
pandemic diseases pose. Among the main problems observed, it is noteworthy that the
drug market is structured around demand in the North and therefore is unable to provide
the quantity of drugs required at a price that developing country patients can afford.

5.2 The IDPF is based on resources from the Airline ticket taxes to support mid- and long-
term procurement planning and financing of drugs and other medical products (e.g.
diagnostic kits) needed for the treatment of AIDS, tuberculosis and malaria. The
Facility would also be used to promote access to new, more effective and expensive
drugs, with emphasis on new generation drugs. It is proposed to leverage resources for
the IDPF to contribute to re-structuring drug markets (i.e. the efforts led by the Clinton
Foundation on ARVs) and lowering global market prices. The IDPF is expected to:

 Negotiate the best possible prices for drugs, through international tenders
calling for large amounts of drugs, within a framework of long term contracts
and of rigorous criteria for quality of purchased drugs.

 Enhance the capacity of manufacturers of ARVs, ACTs etc. to better production
with guaranteed payments for supply to developing countries.

 Facilitate the establishment and use of electronic market (e-market) to purchase
drugs;

 Work with existing funding agencies of AIDS, tuberculosis and malaria drugs,
mainly the Global Fund and multilateral institutions;

 Support thinking on new economic models to help subsidize drug research and
development as a key global public goods issue; and

 Strengthen existing country procurement systems, as called for in the Paris
Declaration on aid effectiveness.

5.3 The administrative structure associated with the IDPF is proposed to include
representatives of the countries participating in the airline ticket levy initiative. Other
members would include representatives of developing countries, civil society, Global
fund, UN agencies (WHO, UNAIDS, UNICEF), World Bank, and the private sector
among others.

5.4 A specific aspect of the IFF that links it to health financing is the International
Finance Facility for Immunization (IFFIm). In 2004, at the behest of France and
Britain, the partners in the Global Alliance for Vaccines and Immunization (GAVI)
designed a mechanism modeled on the IFF for procuring the supplementary funds
needed for vaccines and immunization services in the poorest countries. The IFFIm
removes two of the main obstacles that have stood in the way of immunization
Programmes in recent years, namely the lack of sufficient investment ready to be
mobilized at the start of operations and the unpredictability of resources.
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5.5 The WHO estimates that $4 billion in added investment over ten years would save the
lives of over 5 million children between now and 2015. The IFFIm, by raising this sum
on the financial markets would ensure that half of the 4th Millennium Goal, which is to
reduce the under 5 year-old infant mortality rate by two-thirds by the year 2015, would
be achieved.

5.6 Specifically, the IFFIm will issue bonds against donor pledges in order to make funds
available for immunization Programmes more quickly. This “frontloading” approach
will enable GAVI to invest in strengthening immunization systems and increase
production of new as well as under-utilized vaccines such as hepatitis B and yellow
fever by building manufacturer market confidence. Italy, Spain, Sweden and Norway
are set to finance the IFFIm alongside the UK and France. The first disbursement from
IFFIm is expected at the start of 2007.

5.7 France is committed to contribute to the IFFIm for an average of $100 million a year
during 20 years. The UK supports the IDPF and is committed to the achievement of the
objectives set at Gleneagles regarding the fight against the three pandemics, in
particular universal access to drugs against HIV/AIDs by 2010 and is committed to
spend Pounds 1.5 billion on HIV/AIDS over the next three years, including for the
purchase of drugs.

6. Implication for the African Development Bank

6.1 As set out in its 1999 Vision, the goal of poverty reduction and the promotion of
sustainable economic growth are the overarching objectives of the ADB. Hence the
Bank welcomes the successful implementation of the proposed initiatives IDPF and
IFFIm given the important targeted results these innovative financing mechanisms
could have on poverty reduction and development in Africa.

6.2 The Bank will galvanize further international support for the financing mechanisms
through increased advocacy and relying on its experience in the consultation process for
the ADF.

6.3 In order to maximize the development impact of revenues derived from the
mechanisms, the Bank will strive to ensure that its own resources are selectively
targeted to complement resources derived from the mechanisms on projects,
Programmes and advisory activities that represent priority poverty reduction strategies
in RMCs. In this regard, the Bank will encourage poverty reduction strategies that are
in line with its comparative advantages and division of responsibilities and partnership
arrangements with other development partners.

6.4 Also, in order to increase the socio-economic development impact of revenues derived
from the financing mechanisms, the Bank would lead in providing knowledge and
information on the critical areas in RMCs that need immediate assistance. The specific
areas that the bank is well positioned to offer support include:

 coordination to reduce duplication of efforts of other global initiatives (i.e. the
Global Fund to fight AIDS, Tuberculosis and Malaria, Global Alliance on
Vaccines and Immunization (GAVI), Stop TB, and Roll Back Malaria);

 transaction costs for beneficiary governments, particularly with regard to
parallel funding and reporting procedures;
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 alignment with country systems, notably procurement;
 country ownership, priority setting and development planning; and
 co-financing opportunities with multilateral development banks.

7. Conclusion and Issues for Discussion

7.1 Concerns over the feasibility of raising substantial and timely predictable aid resources
have led to a search for new ways of financing development. Although criticisms
persist on some of the modalities that require careful study, it is useful to stress that the
mechanisms advocated are urgently needed to speed up progress towards the MDGs.

7.2 Given the importance of innovative financing mechanisms to the development of
Africa, Governors are requested to consider the following issues:

 Which are the appropriate mechanisms that African countries can implement
without much disruption to the domestic economies?

 What are the most effective ways of deploying the resources mobilized for
Africa’s effective use? Which are the critical areas? What should be the
appropriate lending instruments?

 What harmonization criteria are needed across countries of a given sub-region
and across sub-regions to ensure maximum and effective use of resources?

 In what specific ways should the ADB be expected to be involved (for example,
as a Trust Fund to manage mobilized resources?)
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V. COMBATING CORRUPTION IN AFRICA; ISSUES &
CHALLENGES

1. Conceptual Framework: Definition, Typology and Scope of Corruption

1.1 Of late the focus and tenor of the fight against corruption has attracted renewed interest
and come under fresh scrutiny as part of the broader good governance agenda. This is
partly due to increases in the incidence of corruption with impunity and mounting
evidence about its negative multi-dimensional impact. A 2004 cross-country survey
estimates that US$ 1 trillion was paid in bribes in 2003, compared to a global economy
worth US$ 30 trillion. The effect of corruption varies, depending on country
conditions. It may, in the short-term, even coexist with strong economic performance
(Chile, Asian Tigers). Its long-term effect, however, extends beyond actual revenue
loss. Related indirect effects include driving away investment, diminishing core
democratic values, weakening the rule of law and credibility of public institutions,
undermine consolidation of good governance and violate the social-contract between
citizens and the state.

1.2 Definition: Corruption is a common parlance with different definition and meaning—
cloaked with ambiguities about its causes, effects, extent and solutions. Legal
definitions of corruption tend to be less precise and narrower than its economic, social
and political subtext. Its attributes pervade across sectors and boundaries, and are
manifested in practices such as theft, fraud, bribery, extortion, nepotism, patronage,
and laundering of illicit proceeds. The Bank Group defines corruption as
“misappropriation of public assets or public office/trust for private gains”. Taking a
broader scope, the African Convention on Preventing & Combating Corruption
identifies nine different acts of corruption and related offences11.

1.3 Public office/trust is misappropriated for private gain when officials solicit, accept or
extort bribe. It is equally abused when a private interests offer bribes to circumvent
rules/procedures to gain competitive advantage and profit. Public office/trust may also
be misused for personal gain without the exchange of money through patronage and
nepotism, diversion of state revenues or theft of public assets. The focus here on public
sector corruption should not undervalue the occurrences of corruption in the private
sector. Corruption and fraud also takes place in the private sector—Corporate
Corruption, often with disastrous and costly results. Weakly regulated financial
institutions and private firms fraught with corruption undermine good corporate
governance, erode savings, increases transaction costs, and exact high economic cots
when they collapse—as witnessed in recent high profile cases in the West. Private
sector corruption poses a formidable challenge, but corruption in the African public
sector or at the public/private interface is, arguably, a more serious problem and of
greater concern to the ADB.

1.4 Typology: A working typology of corrupt behavior identifies at least two forms of
corruption: Grand Corruption involving big business and high placed officials,
resulting in state capture. State capture refers to the actions of individuals, groups, or
firms to influence the formulation of laws, regulations, decrees, and other government
policies, up-stream in the process, by offering illicit benefits to decision makers, for the
purpose of extracting rent from the state for personal benefit. Grand corruption thrives
where economic power is concentrated, accountability mechanisms are weak, and

11 African Union Convention on Preventing & Combating Corruption & Related Offences, Article IV.
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countervailing social forces (civil society, private sector) are underdeveloped. The
second, Bureaucratic or Administrative corruption is practiced by low-mid level civil
servants while implementing existing laws and is characterized by smaller transactions
of bribes and “grease payments” in exchange for favor. Common forms of
administrative corruption include bribes to gain licenses, to avoid tax obligations,
circumvent customs procedures and to win public contracts.

A key distinction between the two forms of corruption above is that the former entails
controlling and manipulating the entire systems to serve private interest while the latter
reflects specific institutional weaknesses within the system. They are inextricably
intertwined and do not allow easy differentiation; bureaucratic corruption is facilitated
by and linked to grand corruption—making it difficult to address one without the other.

1.5 Scope: The scope of corruption is contextual and its incidence varies greatly, reflecting
a country’s policies/legislations, bureaucratic culture, political development and social
tradition. Corruption affects all sectors but tends to pervade some more than others. It
flourishes where institutions of restraint and accountability are weak and policies
provide scope for rent-seeking; particularly in areas of government contracts, public
benefits, public revenue, regulatory avoidance and access to justice. Experience shows
that corruption in the economic sector occurs when the state attempts to over regulate
the economy through sweeping control regimes such as import/export quotas, licenses,
permits and exchange controls. Applied with discretion and devoid of effective
accountability, such regimes foster rent seeking opportunities. Additionally, weak
political will plus inadequate legislation and laxed oversight/enforcement foster
corruption with impunity in key functions such as customs, taxation, tender and
procurement, police protection, public works, security sector and service delivery.

1.6 Corrupt practices become the exception rather than the norm if the likelihood of being
caught is high, if the consequence once caught is predictable and severe, and if it is
generally condemned by society. The dynamics of public sector corruption is best
summarized by the following simple model: C = M + D – A; where Corruption =
Monopoly + Discretion – Accountability.12 Under this model a public official is
assumed to have monopoly power over a good or service which generates economic
rent, and has the discretion to decide who will acquire it—determining how rent will be
distributed, and is not accountable for his/her action.

1.7 The purpose of this paper is to provide general background information on corruption
matters in Africa. Building on the general framework presented above, the balance of
the paper will address the following key issues:

 How corruption affects development (Section 2)

 The corruption challenges in Africa (Section 3)

 Towards an effective anti-corruption strategy (Section 4)

 Conclusion and Issues for consideration (Section 5)

12 Controlling Corruption, Robert Kirgaard, 1998
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2. Corruption and Development: Corruption affects economic growth and
development negatively and hurts the poor disproportionately.

2.1 Preliminary evidence based on empirical research suggests a negative correlation
between corruption and economic growth and investment (both domestic and foreign),
in the long term. Studies using corruption indices, measures of bureaucratic efficiency,
and investment and economic growth data have shown that a one standard deviation
improvement in the corruption index is associated with a four percentage point increase
in investment, and over a half percentage point increase in per capita GDP. Researchers
also estimate that as much as 2-4 percentage of annual growth can be shaved off by
corruption.

2.2 Other studies on how corruption undermines economic development points to the
following generalized conclusions: Corruption reduces economic growth by diverting
limited funds, distorting investment decisions towards non-productive sectors and leads
to general misuse of public resources. It raises transaction costs and creates uncertainty
in the economy. Bribes act as a form of regressive tax, disrupting economic activities
and outcomes, resulting in economic inefficiency and inequality. It also impedes long-
term foreign and domestic investment and misallocates talent to rent-seeking activities.
Persistent corruption drives smaller firms underground—away from the formal sector;
reducing the state’s ability to raise taxes and causing increasingly greater tax rates on a
dwindling tax base. This in turn slows economic growth and undermines the state’s
ability to provide quality public infrastructure and services.

2.3 Some economists have argues that corruption/bribery may actually serve a useful
economic purpose and have a positive effect under certain conditions. Where
government interventions lead to price distortions or the public sector is inefficient at
meeting the demand for public goods, bribes may serve as market mechanisms for
aligning supply with demand. Similarly, it allegedly allows individuals/firms a means
of avoiding burdensome regulations and non-transparent legal systems. This argument
would hold true in a very narrow sense when the ‘burdensome regulations’ are taken as
exogenous factors. More importantly, it overlooks the high incentive and enormous
discretion public officials have in creating and implementing the very burdensome
regulations that corruption is assumed to avoid. Instead of being the “grease”
lubricating the wheels of government against exogenous effects, it is argued that
corruption becomes the incentive for the proliferation of the excessive and distortionary
regulation. Arguments that bribery can enhance efficiency by cutting down on time is
also challenged on account of the fact that the prospect of extracting bribe may be what
causes the excessive delays in the first place.

2.4 How corruption adversely and disproportionally affects the poor is also borne out by
several study findings which show the poor are the first to be excluded when access to
basic public services requires a bribe. In the absence of voice and political influence,
the poor are often forced to pay more than people with higher incomes. Results from
household surveys show that although richer households are more likely to pay bribes,
the burden of corruption—measured as a fraction of income paid in bribes—is much
greater for poorer households. Where corruption results in shoddy public services and
infrastructure, poor households have little or no option as they can least afford to access
private services such as private schools or hospitals.
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2.5 A 1998 study13 on the effect of corruption on public finance and government
expenditure produced several important findings. Key among the findings was that
corruption skews public expenditure away from preventive health and education used
by the poor because these expenditures, relative to public works and defense contracts,
are not easy to extract rent from. It also increases the size of public investment because
public expenditure allows manipulation by officials to get bribes. Though the direct
cost of corruption is estimated to be high in terms of lost revenue and funds diverted, its
indirect costs in terms of economic distortions and corruption induced inefficiencies
and waste are more problematic over the long-term, and also more difficult to address.
Corruption is also a cause of permanent capital flight; with estimates that $700-800
billion illicit funds are held by Africans in foreign accounts, and that 80-90% of it will
not return to the continent.

3. The Corruption Challenges in Africa: Corruption challenges in Africa are broad
and varied; what are its Key characteristics?

3.1 Corruption is a global challenge and occurs in every country at varying levels. Highly
publicized cases of mega corruption and the daily effects of petty corruption have
earned Africa a woefully damaging reputation, and the whole continent suffers from
this reputation. This poor reputation is underscored by the 2005 TI Corruption
Perception Index (CPI) where 10 of the 20 countries (50%) rated most corrupt are in
Africa. Corruption in Africa is a development and governance challenge that is
increasingly receiving grater attention; more so as its damaging effects are better
understood and citizens decidedly become unwilling to tolerate corrupt public officials.

3.2 Africa is no more corrupt than other regions of the world. However, the impact of
corruption is worst in Africa because countries in the region are poor and can not bear
its cost, and can least afford its consequence. Africa’s particular vulnerability to
corruption and rent-seeking practices is mainly due to the excessive and central role
played by the public sector, particularly in controlling economic activities otherwise
best left to market forces. How corruption manifests itself and its effects varies by
country. At the margins, however, some practices deemed as corrupt in one country
may not be considered so in another (corruption-relativism). In Africa, social culture
and traditional practices/norms of gift-giving and reciprocity are cited to argue the
inescapability of corruption. However, as corruption is not condoned in any culture—
African or otherwise, culture should not be used as an excuse for not taking strong
action against it. In the words of President Olusegun Obasanjo of Nigeria “In no society
is it acceptable to the people for their leaders to feather their own nest at public
expense.” A key concern, therefore, is that as corruption becomes more widespread and
entrenched; the distinction between socially accepted and corrupt practices becomes
increasingly blurred and less rigorously enforced.

3.3 Despite overall progress across the region, corruption is some African countries
remains entrenched, pervading all aspects of life. Occurrences of grand corruption
where senior officials amass large fortunes, co-exists and thrives along side
bureaucratic corruption by civil servants, who at every level extort bribes to perform
routine tasks or provide services. In a region where political, bureaucratic and private
sector elites are interconnected, and where control over resources and political power
are intertwined, both the benefits of engaging in corruption, and the costs of not doing
so, become extraordinarily high. If early action is not taken, endemic corruption will

13 Roads to Nowhere: How Corruption in Public Investment Hurts Growth. Vito Tanzi & Hamid Davoodi. 1998
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become institutionalized and citizens will come to accept it and all its
inefficiencies/distortions as inevitable cost of doing business—thereby eroding the
moral/ethical standards of society that traditionally served as restraining mechanisms.
Over time, the public sector becomes dysfunctional, legal systems rendered ineffective,
and governance institutions loose legitimacy. Consequently, growing percentages of
economic and administrative life becomes ‘informal’, further widening the state and
society schism.

3.4 In Africa, as in the rest of the world, some areas of public life are corruption hotspots,
prone to greater incidence and scope of corruption. Experience from the region and
elsewhere suggest that public procurement process is particularly prone to corrupt
practices, especially given the large sums of money involved and the range of activities
it encompasses. The state’s active involvement, often as the dominant player, in the
security/military sector, provision of public utilities, banking and finance sectors,
privatization of public assets and telecommunications infrastructure elicits opportunities
for corruption and rent seeking practices. In the extractive sector, government’s
monopoly role in the management and issuing of licenses or concessions for the
exploitation of natural resources such as minerals, oil and gas, and the lack of
functioning accountability mechanism renders the sector highly susceptible to
corruption.

3.5 Political corruption, often described as a higher form of grand corruption, is worthy of
particular mention. It is essentially linked to access and control of power and the way in
which such power is exercised. As with other forms of corrupt behaviors, political
corruption covers a spectrum, ranging from outright buying of political support
(patronage) and tampering with election outcomes to granting favors and preferential
access to political allies. Political corruption features in all political systems. However,
its effect tend to be more damaging in African countries where political competition is
not institutionalized and public office holders can not be voted out of office at
predictable intervals. Unchecked, it will subvert Africa’s real gains resulting from its
economic and political reforms. Allegations of political corruption recently brought to
light in some African countries are encouraging and give hope that certain
countervailing institutions of transparency, and systems of accountability and
enforcement are at work.

3.6 Corruption is secretive transaction by nature and, as mentioned earlier, difficult if not
impossible to measure reliably and with any precision. The cost of corruption
comprises not only the sum of resources lost, squandered, or devoted to suboptimal use.
It also includes other social, economic and political costs. Several efforts have been
made to estimates the monetary cost of various forms of corruption. Though helpful to
illustrate the magnitude and seriousness of the problem, such estimates should be
handled with caution.

3.7 A 2002 report by the African Union estimates that corruption costs African economies
in excess of 148bn dollars per year. The estimate includes both direct and indirect costs
of corruption, i.e. resources diverted by corrupt acts and resources withheld or deterred
due to the existence of the same. On the revenue side, it is estimated that corruption
causes African countries to loose up to 50 percent of their tax revenue, which in most
cases is greater than a country’s foreign debt. Corruption also affects aid effectiveness.
In the late 1990s, it was estimated that up to 30bn dollars in aid for Africa ended up in
foreign bank accounts; an amount equal to twice the annual GDP of Ghana, Kenya and
Uganda.
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3.8 The impact of corruption is most felt at the household level. It is estimated that lower
income households spend an average of 2-3% of their income on bribes, while
households with higher incomes spend an average of 0.9 percent of their income.
According to the Urban Bribery index of TI-Kenya, the average urban Kenya pays 16
bribes to both public and private institutions in any given month. Public servants
receive by far the most bribes (99%), accounting for 97% of the value. A survey of
businesses by the Ugandan Private Sector Foundation and the World Bank also found
that 81 of the firms surveyed had been involved in bribe paying; and reported paying an
average of 7.9 of their total cost in bribery, compared to 6.3 for fuel and 6.8 for loan
interest. Also 70% of respondents reported higher bribe payments than corporate
income tax.

3.9 The figures above illustrate that corruption in many countries Africa is widespread and
costly, and progress in fighting it is mixed. But all is not lost and progress in a few
other African countries such as Botswana, Tunisia, South Africa, Mauritius and
Namibia repeatedly fares high by international comparison.

3.10 Most cases of corruption in Africa are localized and confined within the borders of
individual countries. Many more, however, are not. International business transactions
have long fostered transnational corruption. Enterprises proactively offer bribes to
public officials to secure contracts and other advantages. Similarly, Western financial
institutions and their technical experts have been implicated in laundering such ill
gotten proceeds and manipulated loopholes in the legislation to create safe-heavens to
stash stolen assets—often in violation of their national anti-money laundering laws. It is
generally accepted that ultimate responsibility for controlling corruption lies with
countries themselves, these efforts must be carried out with international partner’s full
support and collaboration.

4. Towards an Effective Anti-corruption Strategy: What are the key elements of an
effective anti-corruption strategy and what lessons can we draw from current
practices?

4.1 An effective strategy against corruption has to address the broader governance and
institutional raison d'être that give rise to the problem in the first instance. At the
individual level, it must address the elements of rational choice which rationalizes
corrupt practices as low-risk high-gain endeavors rather than the other way around.
More broadly, an effective anti-corruption strategy must be country-specific, but also
based on internationally accepted norms and standards. The fight against corruption at
home and internationally must typically be multi-pronged, incorporating elements of
prevention, detection, investigation, enforcement, public awareness and institution
building. It must begin with a demonstration of political will and publicly supported
leadership for the rule of law and against impunity; involve action to reform legal,
judicial and prosecutorial systems; strengthen and professionalize the public sector;
promote competitiveness of the private sector; and hold public officials accountable for
their action.

4.2 A realistic anti-corruption strategy must also recognize that the fighting corruption has
to be viewed within the context of broader societal challenges and priorities, of which
reducing corruption is an important element. In the fight against corruption, the optimal
level of corruption may not be zero. A key consideration in the design and
implementation of realistic national anti-corruption campaigns is not to totally rid
countries of all corrupt and rent seeking practices, but to reduce it to a level that is
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manageable and tolerable. Arguably a preoccupation with corruption can be costly—
not only in terms of funds spent to control it, but also in the deflection of attention and
organizational competency away from other priorities. Even if corruption could be
reduced by ever greater efforts, the benefits of reducing it to zero must be weighed
against the marginal cost incurred in the process.

4.3 Success in fighting corruption is neither easy nor achievable in the short term. It
requires consistent, coherent, broad-based approach and a long-term perspective. The
experience of industrialized countries shows they were able to check rampant
corruption over time and only as political and economic competition became
institutionalized and adherence to the rule of law became widespread. Building on the
efforts of most African countries there is a need for a redoubling of efforts towards
developing newer and more effective strategies, including better coordination
regionally and globally, to meet the changing challenges corruption presents.

4.4 Ultimately, national anti-corruption strategies to combat both the causes and
consequences of corruption must be put in place by countries themselves, with support
from the international community and the private sector. Some key elements of
effective national strategies are presented below:

 Political Will and Leadership: In the fight against corruption, there is no
substitute for leadership at the top, and all other efforts can not succeed without
it. Although not sufficient in and of itself, high-level signal assures legislatures
and enforcers of laws, rules and codes of conduct that they can confidently
perform their duties without fear or favor, and assured of support at the top. It
also signals that no-one is above the law and corruption will not be tolerated.
Politicians that rise to high offices on a platform of targeting corruption attempt
to follow through once in office. However, stop-start measures and piecemeal
approaches have proven ineffectual either because they have not been rigorously
invoked or because important public figures have been exempted (impunity), or
both. These partial responses not only undermine anti-corruption campaigns, but
also eroded public support for them. Political will is therefore vital to ensure
appropriate anti-corruption legislations and administrative measures are enacted,
enforced indiscriminately, and stringent penalties are imposed on violators.

 Strengthening Institutions: Building strong institutions is a central governance
challenge and key to controlling corruption and requires action in several fronts.
Well functioning institutions, strong legal framework, independent judiciary,
and vibrant civil society all serve to safeguard against corruption. In general,
building a professional and accountable civil service, establishing sound
financial management systems and transparent policy making are proven
deterrents against corruption. Several countries have found that streamlining
government involvement in the economy, curbing discretionary decision
making powers, deregulation and removal of price controls and reducing license
and permit requirements curtails corruption and rent seeking practices. On the
accountability and transparency side, measures such as rigorous budget
expenditure tracking and financial reporting mechanisms, ensuring all
expenditures, including the defense/security sector, are on-budget, enforcing
audit provisions, and improved public access to information significantly
contribute to reduce corruption.

 Reforming the Public Sector: Countries where corruption is the exception
rather than the norm have done so by reforming public institutions such as civil
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service, parliament, and the judiciary, which in turn create interlocking systems
of oversight and accountability. As a complement to broader institutional reform
efforts, reform in the following public functions is required for the fight against
corruption to have traction:

 Financial Management: Good financial management systems have proven
effective deterrents against corruption and facilitate detection and persecution.
They allow proper management of resources, tracking of improper expenditures
and facilitate audit functions by creating audit-trails. Preliminary experience
with financial management diagnostics such as Public Expenditure Reviews
(PER), Country Financial Accountability Assessments (CFAA), and Public
Expenditure & Financial Accountability (PEFA) are found to be promising.

 Civil Service Reform: A professional and well motivated civil service is key to
fighting corruption. African countries have implemented reforms Programmes,
including downsizing and wage-decompression, without discernable
improvement in corruption levels. Experience shows that as long as public
sector pay remains grossly inadequate, bureaucratic corruption will remain
entrenched. Effective civil service reform has to be complemented with credible
policy and administrative reforms, which are mutually reinforcing. Experience
shows that merit based recruitment and promotion restraints patronage, ensures
proper incentives and sanctions, creates professionalism and reduces
opportunities for corruption and rent seeking.

 Tax & Revenue Functions: Tax and customs departments are often the locus of
major fraud and corruption and thus must be major focus of a national anti-
corruption strategy. A key strategy in this domain, presently being implemented
in some African countries is to give revenue agencies greater managerial
freedom in the hiring of staff and setting pay scales. Also agency restructuring
by separating tax assessment functions from collection functions, and staff
rotation have proven effective in reducing corruption. Simplification of tax and
tariffs and keeping them modest also reduces tax staff setting discretions.

 Public Procurement: Procurement and contract management are highly
vulnerable to corruption. As budget come under pressure and payments are
delayed incentives to bribe increases. As the basic principles and best practices
of sound procurement are well known, the challenge is how to better focus
resources and efforts on establishing sound systems and building capacity to
operate them as intended.

 Anti-corruption Agencies: Autonomous agencies and watchdog bodies are
significant components of a national anti-corruption strategy. These include
specialized anti-corruption agencies, office of the inspector general, auditor
general and ombudsman and independent electoral bodies. Such institutions
now exist in almost all African countries, although their ability to function
effectively and the resources at their disposal vary. To be effectiveness, such
bodies must be independent from political manipulation, and report to
parliament. They themselves must maintain high standards of conduct and have
sufficient financial and professional resources to perform their duties. The
performance record of such bodies across the continent is mixed. Although
there has been political interference in some cases, in others, such bodies have
been instrumental in investigating and prosecuting corruption.
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 Legal & Judicial Reform: Purely legal measures alone have not proven totally
effective in fighting corruption. They must constitute an essential part of a
strategy that includes a well functioning legal system—laws, regulations as well
as administrative process and institutions through which they are enforced.
Experience has shown that enforcement of anti-corruption legislation requires
an independent and functioning legal system, plus an efficient, predictable, and
accountable judiciary, whose rulings are protected from political interference.
This entails, amongst others, judicial independence (including transparent
criteria for the selection and removal of judges, well-paid judges with secure
tenure, and appropriate training in ethics); improved court administration and
case management; procedural reforms in the courts, and access to alternative
dispute resolutions mechanisms. In most of Africa such reforms are at an early
stage, making it difficult for the judiciary to hold the executive accountable
under law.

 Parliaments: Parliaments create the enabling legislative framework for
fighting corruption and serve to bridge the gap between state and society
through their legislative, oversight and representative mandates. Institutional
mechanisms such as parliamentary oversight committees, public accounts
committees, parliamentary debates open to the public, parliamentary-mandated
commissions of inquiry and publication of parliamentary records are some of
the ways the institution can lead the fight against corruption. However, most
African parliaments face serious capacity gaps, especially in relation to their
oversight mandate. Also, lawmakers themselves are not above corruption and
rent seeking opportunities. Recent efforts by some African parliaments to adopt
stringent measures including voluntary coeds of conduct and comprehensive
asset disclosure rules are promising first steps that must be supported and
scaled-up, as appropriate.

 Civil Society: Civil society, including an independent media and the private
sector are arguably key players in articulating the demand-side of controlling
corruption. It is only when citizens will no longer tolerate it that corruption can
be curbed. Interest groups, professional organizations, consumer groups,
religious leaders build coalitions against corruption and serve important
watchdog functions, demanding greater accountability. Experience shows that
strengthening various sectors in and out of government simultaneously tends to
foster a dynamic system of checks and balances. A key challenge observed in
most African countries is that of effectively galvanizing public opinion and
action against corruption in a context where historically citizens distrust
government and the public sector is apprehensive about citizen involvement in
state affairs. Another challenge is that of civil organizations themselves living
up to ethical standards and operating transparently and in a manner not
adversarial to the state.

By actively fighting corruption, the private sector stands to benefits from a level
playing field that increases competition, predictable legal protection, enforcement of
contracts and property rights and reduced bureaucratic red tape. The private sector is
thus a key partner in efforts to stop the payment of bribes. Throughout Africa, many
business associations are supporting anti-corruption compacts and refusing to be party
to corrupt activities. Similarly, an independent media plays a vital role in educating the
public, exposing corruption and building support for the fight against corruption.
Corruption thrives in secrecy, which is countered by a free press. The threat of negative
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publicity and exposure by the press serves as a strong deterrent. An independent and
free press also helps counteract long held perceptions that corruption is inevitable and
that important people are immune from investigation or censure. Local media
exposures of alleged cases of mega corruption in Kenya, South Africa and Lesotho
help counter such perceptions. On the other hand, proper ethical standards and capacity
for responsible investigative journalism still remain weak in the African media. Hence,
witch-hunts and unsubstantiated accusations stand to undermine and erode the
credibility of anti-corruption efforts.

 Regional/International Measures: Corruption in Africa has strong regional and
international dimensions, and moves towards a coordinated multi-level response
reinforce national efforts. Until recently industrialized countries were reluctant
to admit their national/multinational companies fueled corruption in Africa.
This has now changed dramatically and several initiatives are afoot to aid
African countries fight corruption. The OECD Anti-bribery Convention; the
UN Convention Against Corruption; and the Extractive Industry Transparency
Initiative (EITI) are a few of the measures criminalizing foreign bribery and
eliminating the tax deductibility of such bribes. Regional commitments to the
fight against corruption articulated in the AU Convention Against Corruption &
Related Crimes, the New Partnership for Africa’s Development (NEPAD), and
various sub-regional conventions facilitate development of formal agreements
between countries. It also provides scope for the creation of legal mechanisms
to address the trans-national aspects of corruption such as money laundering
and the smuggling of small arms and drugs. Recent cooperation by the major
international banking concerns to investigate and return illegally gotten money
is also a step in the right direction. However, Africa countries continue to
encounter international banking regulations that make information hard to come
by, and difficult to prosecute accomplices.

5. Conclusion & Issues for Discussion

The fight against corruption in Africa is gradually moving beyond a discussion of the
problem be addressed to the development of more robust implementation strategies.
The policy implication of a robust crusade against corruption to both African
governments and are donor partners are clear. African countries have to accelerate the
broader political and economic reforms which promote free and open competition,
transparency, accountability, and the rule of law. At the same time, they must adopt
realistic and achievable strategies and build coalitions with civil society to ensure that
corruption is met with strong public disapproval as well as sanctions. Sanctions must
also include prosecution of few high-profile cases to signal the end of impunity and
respect for the rule of law. There are signs in some countries that the broad coalitions
required to achieve these goals are taking shape.

The international community for its part must show political commitment by first ratifying
the UN Convention Against Corruption. It must also take proactive measures that make
bribery in international business a criminal activity; reduce possibilities for corrupt
practices in the aid industry, and fully support the anti-corruption efforts of African
countries. The international community can further strengthen Africa’s fight against
corruption by taking stringent steps against Multi-national business and their perceived
commercial interest. Regional initiatives and legally binding instruments (AU, NEPAD,
APRM) that broadly address governance challenges and corruption in particular have
an important leadership role to play in curbing corruption.
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Beyond generalities, the following specific activities can strengthen country and regional
efforts to better understand frontier issues in the fight against corruption and to respond
more effectively:

 Leadership is key. Sustaining and expanding the fight against corruption
requires committed leadership and a mobilized civil society. Constructive
pressure and assistance from abroad can help, but can not substitute for political
leadership;

 For leadership to be credible, it must go beyond mere pronouncements and
adopt concrete, monitorable and time-bound action, to which a country’s
leadership is held accountable to its citizens and partners. Where political space
exists, civil society must partner with government in the implementation of
national strategies and monitoring and reporting their effectiveness;

 The body of knowledge on what works and does not work in fighting corruption
in Africa still remains weak. There is much to learn on the design and
implementation of effective intervention strategies. This knowledge gap has to
be filled with more research, country studies, and drawing lessons and best
practices from country experience;

 Corruption also poses great fiduciary risk to foreign aid, all the more so as it is
estimated that an additional $10 billion per annum is pledges for Africa. This
will pose significantly greater corruption risk in the aid industry, and must be
proactively managed by both donor and recipient countries and institutions.

 While investigation and prosecution is necessary to demonstrate an end to
impunity, it is far more important to emphasize the preventive nature of anti-
corruption efforts over its enforcement aspects. Equally important is the need
for national strategies to be forward-looking, focusing on improving systems
and institutions, rather than focusing on uncovering past abuses.

Issues for Discussion

 What innovations and partnerships are required to build the African political will in the
fight against corruption? Three years after its adoption, only 3 African countries have
ratified the AU Convention Against Corruption and Related Offences;

 Should incidents of mega-corruption be grounds for disengagement and withholding
assistance to a country? What effect will disengagement have on the poor we are trying to
help? If not disengagement, what should be the appropriate donor response in cases
where corruption is systemic and wide spread, and there is no credible attempt to tackle
it?

 What about the quality of donor aid? Donor budget support is a proven approach to
reduce transaction costs, build country ownership and ensures predictability. However, its
associated risks are great where public financial accounting and reporting systems are not
transparent and/or well developed. In such cases how can external partners ensure aid
does not fuel corruption, and promote the fungibility of corruption away from aid
resources to local resources?

 Where mega corruption persists and is aided by the lack of clear government efforts to
address it, how can external partners remain engaged and try to exert policy influence;
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while also strengthening the demand side, i.e. working with civil society, media and
parliamentarians?

 Despite the existence of anti-corruption legislation, regulations and institutions, progress
in combating corruption in Africa has been mixed. Moving forward, what lessons can we
draw from this experience in terms of a strategy for boosting both the demand side and
strengthening the supply side?

 The corruption challenges in post-conflict countries and the extractive sector are part of
the emerging challenges in fighting corruption. African countries are also confronting
newer and more complex forms of corruption such as technology aided money laundering
and financing to terrorism How do we best prepare ourselves as partners, and also assist
African countries to address these frontier challenges up-stream;

 If corruption is trans-boundary, and the fight against corruption must be a globally
coordinated approach, what is the most effective strategy for building North-South
partnerships? Three years after its signing, only one of the 23 OECD countries has
ratified the UN Convention Against corruption.
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VI. ENHANCING THE DEVELOPMENT EFFECTIVENESS OF BANK
GROUP’S OPERATIONS

1. Introduction

1.1 There has been a shift in focus of MDBs and donor agencies away from quantity of
lending to quality and impact of lending. Emphasis has been on putting in place clear
objectives at all policy and operational levels to improve the quality of development
projects. Based on various reports of the Development Assistance Committee (DAC) of
OECD, MDBs’ efforts have been directed at enhancing the global impact of
development assistance by working towards integrated goals in economic, social and
environmental development as encapsulated in the MDGs. In this regard, the Bank has
been working with its development partners to develop appropriate quantifiable and
monitorable indicators for all sectors and crosscutting issues to assess project success
and for measuring development effectiveness based on clear and quantifiable indicators
of expected performance outcomes. Linked to these activities is the emphasis on
selectivity in the deployment of resources in the Bank Group’s efforts to enhance its
development effectiveness.

1.2 It is useful to make a distinction between organizational and development effectiveness
which together constitute corporate effectiveness. Organizational effectiveness14 refers
to the more direct, accountable and attributable measures of performance at the
institutional level over which an agency has relatively more control such as relevance,
efficiency, and efficacy of outputs and some intermediate outcomes. Organizational
effectiveness can in turn be sub-divided into measures which relate to the quality of
policy, process and resources i.e. organizational quality, and those which relate to
actual operational achievements i.e. operational effectiveness. Development
effectiveness on the other hand refers to achievements at the country level in respect of
less attributable, longer-term outcomes and impacts to which the agency efforts are
ultimately aimed, and to which it contributes, but which are beyond the manageable,
controllable interest of that agency.

1.3 Development Effectiveness for Bank Group15 operations is expressed from a three
dimensional viewpoint: effectiveness at the project or operational level, at the
institutional level, and at the country level. At the project, Programme or policy level,
effectiveness refers to the extent to which a development operation has attained its
major relevant objective efficiently in a sustainable manner and with a positive
institutional development impact. At the institutional level, development effectiveness
refers to the extent to which an organization is successfully contributing to
economically sound, socially equitable and environmentally sustainable growth, and its
ability to promote concrete improvements in peoples lives. At the country level,
development effectiveness refers to the extent to which a country, encompassing both
public and private sector stakeholders, successfully manages economically sound,
socially equitable and environmentally sustainable growth, and its ability to promote
concrete improvements in people’s lives in accordance with their needs. Taken
together, these elements provide a comprehensive, three-dimensional view of

14 African Development Fund (ADF/BD/WP/2004/80 – Approach Paper on the Annual Review of Development
Effectiveness Report, June, 2004.

15 African Development Bank – ADF-IX Mid Term Review : Enhancing Development Effectiveness of ADF
Operations, January, 2004
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development. All three must be functioning for optimal delivery of development
services.

1.4 This paper briefly outlines the status of measures and actions that the Bank Group is
undertaking through achieving greater selectivity and operational focus on priority
areas, enhancing development effectiveness with measurable results on the ground,
improving the strategic link between lending and performance, improving transparency
and increasing accountability in Bank operations, deepening coordination with other
donors, and enhancing the participation of stakeholders in Bank Group operations.

2. Policy Responses of the Bank

2.1 Policies are essential in providing guidance to Bank staff in the identification of areas
of intervention in regional member countries. Policies also provide a common basis in
approach across the Bank in defining goals, objectives and activities of projects and
Programmes. They also assist in informing regional member countries on the potential
areas and activities that can be financed by the Bank Group. The Bank Group has
produced a wide range of new policy instruments in response to the challenges of
development in Africa and to the demands of its shareholders. The keystone of the
array of Bank Group policies is the policy on poverty reduction. Other policies are
aimed at supporting the overarching objective of poverty reduction. The focus in the
design of sector policies has been the linkage and the contributions of these policies to
the goal of poverty reduction and development effectiveness. The Bank Group
operational policies are implemented through project loans and grants which are
anchored on selective priorities identified in Country Strategy Papers (CSPs) which in
turn reflect the priorities in Country Poverty Reduction Strategy Papers and National
Development Plans. These linkages are essential for achieving development
effectiveness at the country level.

2.2 The report of the Independent Evaluation Team of ADF Operations in 2004 concluded
that “Overall, the Bank has a good portfolio of policies. They are up to international
standards, are clearly written and well argued, and provide an ambitious framework for
the Bank’s work in Africa”. However, there is need to ensure compatibility of policies,
prioritisation of policy goals and a clearer analysis of where the Bank considers its
comparative advantage lies against the overall guiding objective of poverty reduction.
The Bank will continue to evolve and develop policies in response to the changing
challenges of the African development agenda and the need to further enhance
development effectiveness. In this regard, the Bank is developing new policies and
strategies for fragile countries; middle income countries, use of country systems,
infrastructure and higher education, science and technology.

3. Improving the Quality of Policy Content in PRSPS, National Development Plans and
Strengthening of CSPs.

3.1 Improving the quality of the policy content of PRSPs and National Development Plans
and strengthening the CSPs is a continuous process through which the Bank wishes to
attain its strategic objectives and deepen the development effectiveness of its
interventions in the RMCs. The Bank Group has taken a number of measures to
improve the quality of the policy content of PRSPs and to strengthen CSPs, such as:
ensuring the alignment of CSPs with PRSPs; improving stakeholder participation;
making available to the public data on the poverty situation in RMCs and ensuring
stringent enforcement of fiduciary and legal controls.
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3.2 Improving the Quality of PRSPs and National Development Plans: PRSPs and National
Development Plans inform the CSP process on the priorities and orientations of a
country’s development Programmes. Country Strategy Papers are the main
Programming instrument for the implementation of Bank Group Policies. The Bank has
supported several Regional Member Countries in the preparation and implementation of
PRSPs and National Development Plans. Its support has focused on capacity building
for poverty diagnostics, economic and sector work, the promotion of the participatory
approach and collaboration with its development partners. The Bank is also engaged in
the ongoing discussions on instruments that are suitable for the implementation of
PRSPs such as budget support. All these activities facilitate the alignment process of
CSPs with PRSPs and National Development Plans and enhance the quality of these
documents.

3.3 Ensuring the Alignment of CSPs with PRSPs: Country Strategy Papers are the main
Programming instrument for the implementation of Bank Group Policies. The Bank has
taken important steps to align the focus of its CSPs with those in PRSPs and National
Development Plans. The new generation of RB-CSPs draws on the poverty diagnostics,
sectoral priorities and outcome indicators articulated in country-owned PRSPs and
National Development Plans. This alignment is strengthening the ownership
dimensions of the PRSP process at the country level. Secondly, Bank support is
directed at ensuring that country resource allocations are aligned to PRSPs and National
Development Plans, and that these documents indicate clearly country priorities.
Thirdly, efforts are also underway to harmonize Bank interventions with those of its
development partners for supporting the implementation of PRSPs and National
Development Plans in a country-led environment so that lending instruments are
designed and executed on the basis of the circumstances of the respective countries.

3.4 The CSP is also the main Programming instrument for making strategic intervention
choices at the country level. The strategic choices involve the selection of pillars or
areas of Bank Group intervention in regional member countries. The pillars reflect the
selectivity of focus and embody the expression of the Bank’s Comparative
Advantage/niche.

3.5 Improving stakeholder participation in policy, CSP preparation and at project design:
The Bank’s relationship with civil society is built upon the recognition that civil society
organizations often have closer contact with the poor and can offer valuable insights
and perspectives that differ from other stakeholders. In order to guide and nurture the
growing interaction between the Bank and civil society, a revised policy, “Cooperation
with Civil Society Organizations: Policy and Guidelines”, which replaced the previous
policy on Co-operation with NGOs is under implementation. The Bank has also
released a “Handbook on Stakeholder Consultation and Participation in ADB
Operations” which outlines the different tools and techniques for civil society
participation in Bank operations including policy formulation. Stakeholder participation
is now standard practice in the preparation of CSPs and projects.

3.6 Making available to the public data on the poverty situation in RMCs: Making data on
poverty in RMCs available to the public will enable the public make informed
contributions in their participation in the preparation of PRSPs, National Development
Programmes and CSPs. The Bank Group has taken the lead in coordinating the
implementation of the International Comparison Programme (ICP) in the Africa
Region. ICP is a global Programme established to produce purchasing power parity
(PPP) estimates, with the objective of facilitating cross-country comparisons of GDP.
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The specific objectives are to provide a reliable information base for national, regional
and global policy making and for monitoring of progress. The Bank Group is working
in collaboration with the World Bank and UNECA on the ICP-AFRICA initiative.

3.7 In addition, the Bank Group has decided to use the ICP as a springboard in embarking
on a bold initiative of Technical Assistance for Statistics collection (TAS) through (i)
statistical capacity building and (ii) improving price and national accounts statistics in
member countries. The primary objective of TAS is to build sustainable statistical
capacity to produce and disseminate economic, social, and environmental statistics in
the countries. These statistics would be the basis for well-informed decision-making,
policy formulation and project and Programme monitoring. TAS would be
comprehensive, coherent, coordinated, demand-led and knowledge-based. All the 53
regional member countries are participating in the ICP.

3.8 Selectivity: Selectivity in the deployment of resources across countries, within countries
and in the context of global Programmes and partnerships has become central in the
Bank’s efforts to promote development effectiveness of its operations and activities in
Regional Member Countries (RMCs). Selectivity ensures that resources are targeted
where they can have the optimal positive impact. Selectivity across countries is
achieved for ADF resources through the Performance Based Allocation System which
takes into account need as measured by relative poverty or income per capita. This
system rewards countries with sound policies and good governance. Selectivity within
countries is achieved through the alignment of Country Strategy Papers (CSPs) with
Poverty Reduction Strategy Papers (PRSPs). This alignment of CSPs with PRSPs is
intended to ensure that the countries’ development strategies and priorities are reflected
in the CSPs – the Bank’s business plan for countries. Selectivity entails that only 1-2
sectors in each country are chosen and agreed upon for Bank support. Selectivity of
global Programmes and partnerships aims at ensuring that there is synergy between
Bank Programmes and other donor activities.

4. Good Governance and Transparency

4.1 Accountability, transparency, combating corruption, stakeholder participation, and
credible legal and judicial systems are substantive priorities of the Bank’s governance
work, and widely regarded as necessary conditions for development effectiveness. To
harness this consensus more systematically, the Bank has developed a Good
Governance Policy and Implementation Guidelines, and a Division was created to
mainstream governance into Bank operation.

4.2 The Bank’s portfolio on governance is selective and adequately differentiated to
address RMC diversities. It builds on long-standing mutual trust with RMCs by
ensuring due sensitivity to political matters, implementation capacity and demand
responsiveness. The Bank’s work on governance is organized along several dimensions
supporting lending and grant-based operations.

4.3 The Good Governance Policy provides a sound basis for a cluster of good governance
policies/guidelines including: Guidelines on Combating Fraud and Corruption;
Guidelines for Policy Based Lending in Governance; Guidelines for Project Financial
Management Reviews; and Guidelines Country Governance Profiles. A strategy on
Anti-Money laundering and Combating Terrorism Financing is presently being
finalized and will be presented for Board consideration in late 2006.
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4.4 In Economic & Sector Work, the Bank supports efforts by Fund-eligible countries to
improve financial management systems by undertaking, in collaboration with the World
Bank, eleven Country Financial Accountability Assessments (CFAA) to assess the
degree to which they differ from internationally accepted standards. Likewise, Country
Procurement Assessment Reviews (CPAR) that assess the transparency of procurement
systems were conducted in six RMCs in collaboration with the World Bank. Financial
Management Reviews of Bank Projects were conducted in five RMCs, covering key
sectors. More than 20 Country Governance Profiles (CGP) have been conducted to
date, and serve as the main Bank diagnostic tools to identify key governance
challenges.

4.5 Governance related ESWs undertaken recently include a Stocktaking Study on
Parliamentary Performance in Public Financial Management, which culminated in a
training workshop for Parliamentarians and the launch of a Parliamentary Network on
Governance and Poverty Reduction. Similarly a study on Local Governance and
Poverty Reduction led to a training workshop for 16 RMCs and the development of
local governance indicators. A third study on Local Service Delivery and Pro-poor
outcomes is being finalized and will inform Bank strategy in this area.

4.6 Governance matters are mainstreamed into Bank operations up-stream during the
resource allocation process. Country Performance & Institutional Assessment (CPIA)
and Country Risk Assessments, place up to 40% weight on the quality of governance,
and countries making governance progress are rewarded through enhanced allocation.
Country Strategy Papers (CSPs) mainstream governance issues into Bank operations by
drawing from the findings of the CGPs and other diagnostics. All new CSPs and
business planning documents now explicitly address governance matters. The Bank’s
Procurement process has been significantly revised and harmonized, and is being
applied rigorously to ensure greater transparency. As a result the Bank now cancels part
of or an entire loan or grant if the procurement process was tainted by acts of fraud or
corruption. Audit undertakings assess the strength of internal control environments and
institutional arrangements in borrowing RMCs to ensure that progress reports and
financial statements received are an accurate picture of financial compliance and
physical progress.

4.7 Through Policy-Based Loans for Governance and Institutional Support Grants, the
Bank assists RMCs strengthen their governance structures and institutional capacity.
The Bank is providing loans and grant support to RMCs under the following broad
categories: Public Sector Reforms; Macro-economic Management; Transparent
Budgeting and Expenditure Management; Judicial and Legal Reform; Enhanced
Public Accountability; Combating Corruption and; Institutional Capacity Building.
Over the past few years, the Bank has approved over 20 governance related lending,
plus four new PBLGs and Technical Assistance Grants worth over 1 billion UA; mainly
from ADF grant and loan resources.

4.8 The Bank’s governance work is carried out in collaboration with other partners. The
ADB remains an active member of the MDB Harmonization Working Group on
Financial Management, Governance and Capacity Building. The Bank recently hosted
the MDB’s Working Group on ‘capacity building for governance and anti-corruption’.
Through an agreement with the Nordic governments, a Governance Trust Fund has
been established to provide financial resources to support good governance activities
consistent with Bank’s overarching objective of poverty reduction. Over a dozen
innovative governance projects have received financing from the fund. The Partnership
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against Corruption in Africa (PACA) between the OECD and ADB will address
corruption issues in RMCs benefiting from debt relief.

4.9 Other collaborations includes partnership with the Economic Commission for Africa on
Measuring Progress towards Good Governance in Africa; the African Union on the
African Convention on Combating Corruption; and NEPAD on the development of
governance standards and benchmarks and implementation of APRM. Most recently,
Bank governance experts participated in peer review of Ghana, Rwanda and Kenya, as
economic and political governance experts, as well as experts in Banking regulations
and standards and conduct of a comprehensive study on ‘Corporate Governance
Development in Africa’.

4.10 Consistent with the mandate to expand Africa’s knowledge base, the Bank actively
supports (Afro-barometer, OHADA, ACBF) innovations and cutting-edge research in
the area of governance in the continent. The Bank continues to support the institutional
independence and effectiveness of the regional network—AFROSAI, by assisting
development of its medium-term strategy for capacity building Programme in public
sector auditing.

5. Portfolio Management

5.1 Although the Bank has been implementing a number of measures to improve the
quality of its operations since 1995, a number of constraints have prevented the Bank
from achieving the desired levels of project quality. These constraints have included the
weak linkages between country Programming and project implementation, weak
capacity for project preparation in particular at the country level, lack of Bank presence
at the country level, delays in loan effectiveness, slow disbursement flows, poor skills
mix for supervision missions; failure to submit audit reports on time by project
implementation units; lack of a culture of cancellation of non-performing loans and the
lack of a systematic incorporation of lessons learnt in the design of new projects. As a
result of these constraints and others, the Annual Portfolio Performance Review for
2005 has revealed that 50% of the Bank’s portfolio is rated as projects-a-risk.

5.2 In pursuit of further improvement of the quality of the Bank Group portfolio and its
development effectiveness, the Bank prepared an Action Plan to improve its operations
in 2004. The plan provides a framework for the implementation of actions to improve
portfolio quality and performance, it links country dialogue with project design,
implementation and post evaluation. It proposes actions to address the constraints cited
above to enhance portfolio quality and performance. The Action Plan was approved by
the Board of Directors and the ADF Deputies. The ultimate aim in the implementation
of the Action Plan is to achieve enhanced portfolio quality and ensure development
effectiveness by reducing the level of non-performing operations to less than 10 percent
of the portfolio.

6. Harmonization, Alignment and Managing for Results

6.1 As the focus on implementation increases, the Bank Group is intensifying its
involvement in the harmonization agenda to reduce compliance costs for borrowers and
consolidate its strategic alliances and partnerships in the quest for operational quality,
while maintaining the Bank’s important policies, fiduciary controls, and standards.
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6.2 In accordance with the recommendations of the Rome High-Level Forum (2003) as
well as the Paris Declaration (2005) on aid effectiveness, the Bank has developed a
Harmonization, Alignment, and Management for Results (HA and MfR) Action Plan.
At the country level, the Bank is increasingly aligning its CSPs with PRSPs or
equivalent national plans and strategies; participates in common arrangements and joint
analysis; provides predictable resource allocation to countries through SWAPs and
DSL’s on a case by case basis; participates in joint assistance strategies; has initiated a
process for an increasingly use of country systems and for simplification of legal
documents (loan conditions); and address the special needs of fragile states. The Bank
is stepping up the institutional capacity building assistance to partner countries. In this
connection, the Bank in collaboration with other development partners has conducted
sub-regional HA and MfR learning and dissemination workshops (Ethiopia Jan. 2003,
Tunisia Aug. 2003, Tanzania Nov. 2004, Uganda Nov. 2005, and Mali Mar. 2006).

6.3 The Bank is undertaking important steps to measure, monitor, and manage for results,
and to become a full-fledged results-based institution. A conceptual framework and
implementation plan have been prepared for consolidation into a Bank Results-based
Management Action Plan that will guide Management in its efforts to make the Bank
Group become a results-based institution. With respect to the measurement of corporate
performance, a Balance Score Card has been rolled out on a pilot basis, and within the
framework of OECD-DAC, the Bank together with the other MDBs has developed a
Common Performance Assessment System (COMPAS). With a view of measuring the
Bank Group contribution towards country level outcomes, the Bank has prepared a
Results Measurement Framework with defined indicators.

6.4 There are a number of challenges facing the Bank in advancing its efforts to make the
HA and MfR agenda move forward. At the institutional level, it may be difficult to
internalize and mainstream, in a short time frame, Bank Group’s commitment to deepen
HA and MfR agenda and hence root it in the institutional culture. Institutional
challenges are related to the staffing level, budgets, incentives, Bank presence in
regional member countries and flexibility of policies and procedures. At the country
level, the main challenges include: weak ownership and prioritization by partner
countries of the PRS and national development plans, poor capacity and performance
standards of country systems; lack of acceptable measurement standards and indicators;
and absence of predictable medium-term financing aligned to countries budget
horizons.

7. Implementation of the Action Plan

7.1 The main thrusts of the actions proposed in the Action Plan to improve portfolio quality
consists of four priority areas namely: actions related to the enhancement of Bank
organizational capacity and responsiveness; actions that consolidate achievements and
continuously strengthen the quality of Bank operations; actions that further deepen the
Bank’s development effectiveness in close collaboration with other development
partners and actions directed at strengthening the research function, development of a
communications strategy and the review of the Bank’s comparative advantage. The
Action Plan is being implemented within the Bank, at the country level and at the level
of donor coordination and partnerships with other stakeholders.
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Progress in Implementation

7.2 The implementation of the Action which started during the last quarter of 2004, has not
yet achieved many of its objectives but a strong foundation has been laid for
improvement of project quality. While the Bank’s capacity and responsiveness to the
challenges of portfolio management has improved through recruitment and staff
training, staffing is still below optimal levels. Progress is also unsatisfactory in some
key activities such as project supervision, submission of project audit reports,
preparation of project completion reports and Country Portfolio Reviews. Although
capacity for project management at the country level is improving through the training
of project staff, a lot still remains to be done in this area. The Bank has also taken initial
steps to transform itself into a RBM institution. For example all CSPs and appraisal
reports submitted to the Boards have been RBM-compliant with effect from March,
2005. When the on-going ICP activities are completed, the Bank will have the needed
tools for the measurement and analysis of poverty and thus development effectiveness
at the country level.

Constraints in Implementation

7.3 The main challenges facing the implementation of the Action Plan can be grouped into
inadequacy of resources allocated to operations; need to change from the culture of
lending to a culture of implementation; need to improve the skills-mix in the Bank;
need for the empowerment of field offices and the need to fast-track the transformation
of the Bank into a RBM institution. Measures have been put in place to address these
challenges to facilitate plan implementation. Staff recruitment will be intensified, field
offices will be strengthened and delegated more authority to make decisions and to take
action, while training of regional member country staff in project planning and
management will be scaled-up. The on-going institutional reforms will provide more
resources to the Operations Complexes to further strengthen the capacity to improve
portfolio quality.

8. Institutional Reforms

8.1 The on-going institutional reforms are intended to create a more dynamic and flexible
knowledge institution with a stronger country focus, higher operational effectiveness
and efficiency that is capable of adapting to a rapidly changing operating environment.
The reforms also aim at creating the environment required to build-up the capacity of
the institution. The structural changes are necessary to adequately reflect the Bank’s
key priorities by providing visibility and resources for the delivery of core financial and
knowledge services to regional member countries as well as meeting demands in areas
such as infrastructure, regional integration, governance and economic management.

8.2 The institutional changes are placing more resources in the Operations Complexes to
increase the Banks’ capacity and responsiveness to client needs, improve delivery and
quality of products and services and enhance the capacity to work more effectively with
regional member countries to achieve development effectiveness. The institutional
reforms when fully implemented should result in increased staffing with better skills-
mix; a more decentralized institution which is more responsive to client needs;
increased capacity in knowledge generation and dissemination; improved coordination
with other donors at the country level and better design and delivery of quality projects
and Programmes. This should lead to enhanced development effectiveness of Bank
operations in regional member countries.
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9. Scaling-Up Resources for Development Effectiveness

9.1 While development effectiveness is the main challenge facing both the Bank and
regional member countries, it is important that the issue of inadequacy of resources for
the development agenda in Africa is brought into the picture. Among the ADF
countries, while poverty reduction is the pivot of Bank interventions in these countries,
there is need for additional resources for fragile states - widely defined to include
conflict and post conflict countries, failed states and countries showing sustained
deterioration in socio-economic performance. The additional resources are needed to
address the special needs of these countries.

9.2 While the Bank has taken measures to improve the competitiveness of its products and
services in ADB countries, there is need for resources to target poverty reduction
Programmes and the attainment of the MDGs. Additional resources will enable the
Bank to become a more effective partner in the achievement of development
effectiveness in regional member countries.

10. Conclusion

10.1 The Bank has a long term commitment to achieving development effectiveness of its
operations while working in partnership with the regional member countries and other
donors. The Bank has taken and continues to take actions to enhance the Development
Effectiveness of its operations through achieving greater selectivity and operational
focus on priority areas; enhancing development effectiveness with measurable results
on the ground; improving the strategic link between lending and performance;
improving transparency and increasing accountability in its operations; deepening
coordination with other donors; and enhancing the participation of stakeholders in Bank
Group operations.

10.2 While progress has been achieved in the implementation of the Action Plan, there are
still a number of challenges and constraints that hamper the smooth implementation of
the Plan. The on-going institutional reforms and the launching of the Development
Effectiveness Task Forces on measures to enhance development effectiveness will
contribute to the enhancement of project quality. In addition, there is need for regional
member countries to play a leadership role in ensuring the achievement of Development
Effectiveness of Bank operations.

11. Way Forward

11.1 The best way to look at the way forward is to ask a set of questions to guide the future
collaboration between the Bank, shareholders and most importantly its regional
member countries to further enhance development effectiveness of Bank operations.
These questions could be along the following lines:

 How could country strategies and priorities be addressed and reflected in donor
Programmes to ensure country ownership?

 What concrete actions should regional member countries undertake to enhance
development effectiveness in areas such as Parliamentary ratification of loans
and incentives for the cancellation of non performing loans?
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 What incentives should be put in place to retain experienced project managers in
project implementation units?

 How can the Performance Based Resource Allocation system be reformed to
reflect the needs of countries in particular countries in a state of fragility?

 How can the challenges of the results-based system of measuring development
effectiveness be addressed at the country level?

 How can fudiciary controls be improved at the country level to strengthen the
case for the use of National Systems?

11.2 The answers to these questions may provide the way forward in consolidating the gains
and further enhance the development effectiveness of Bank operations.


