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Abstract 

Using a homogenous subset of 18 post-MDRI SSA countries, the paper highlights different 

estimates of external financing with the existing databases. Against this background, we 

construct a new database that shows that net external resources to post-MDRI SSA countries 

have substantially increased before the financial crisis. Indeed, total aggregated net inflows 

financing both the public and private sectors increased by 11.4 percentage points of 2007 

GDP, to reach 17½ percent of the GDP in 2007. 

While the increase was broad-based, the private sector was the largest beneficiary. A surge of 

foreign direct investment (FDI) and higher current private transfers drove the spectacular rise 

in private-sector financing. The increase in public-sector external financing reflected both the 

provision of grants and higher net transfers.  

Cross-country analysis shows that inflows to the private sector are higher for countries that 

had (i) a relative higher level of income; (ii) stronger quality of institutions and policies; and 

(iii) higher quality of social and physical infrastructure. The quality of institutions appears to 

be a determinant of long-term capital flows to the public sector. The analysis of the 

heterogeneity in aid allocation through quantile regression shows that donors were more 

selective when allocating aid to countries with a better quality of institutions. 
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Executive Summary 

 

#et external resources to post-MDRI Sub-Saharan African (SSA) countries have 

substantially increased during the last few years. Total aggregated net inflows financing 

both the public and private sectors have almost tripled from $7.8 billion in 2001 to $22.2 

billion in 2007 in real terms. Relative to the countries’ economy size, external financing 

increased by 11.4 percentage points of 2007 GDP, to reach 17½  percent of the GDP in 2007. 

 

While the increase was broad-based, the private sector was the largest beneficiary. 

External financing to the private sector expanded by $7.7 billion, while financing to the 

public sector grew by a little more than $6.7 billion over the same period. The increases for 

private and public sectors amounted, respectively, to 6.1  percent and 5.3  percent of 2007 

GDP. As private sector inflows grew faster, they exceeded public-sector inflows in 2007, and 

accounted for a larger share of total external finance in 2007 (51 percent). 

  

A surge of foreign direct investment (FDI) and greater current private transfers drove 

the spectacular rise in private-sector financing. Estimate show that FDI has contributed to 

an overall rise in external financing by 3.1 percentage points of 2007 GDP. FDI itself rose by 

2.7 percentage point of GDP, and other long-term flows—mostly being private liabilities 

associated with FDI—have increased by 0.4 percentage point of GDP. Current private 

transfers—the main component being remittances—steadily grew by 2.9 percentage points. 

FDI and private transfers shared almost the same weight in 2007. 

 

The increase in public-sector external financing reflected both the provision of grants 

higher net transfers. Grants doubled during the period and reached $6.9 billion in 2007, 

representing an increase of $3.6 billion (2.9 percentage points of 2007 GDP). In parallel, net 

transfers on debt rose from $0.5 billion to $3.4 billion (equivalent to an increase of 2.3 

percentage points of 2007 GDP). These positive transfers are both the result of a reduction in 

debt service payments (+1.4 percentage points of GDP) following the implementation of debt 

relief initiatives and higher gross lending (+0.9 percentage points of 2007 GDP). 

 

Cross-country analysis shows that a number of characteristics dominate the behavior of 

external financing:  

• Inflows to the private sector are greater for countries that had (i) a relative higher 

level of income; (ii) stronger quality of institutions and policies; (iii) higher quality of 

social and physical infrastructure; and (iv) mineral exports. 

• Inflows to the public sector are greater for countries that had (i) lower income levels; 

(ii) no mineral and hydrocarbon exports; (iii) lower quality of human and physical 

infrastructure; (iv) been landlocked; (v) better quality of institutions and policies; and 

(vi) a moderate debt distress ratings. 
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I.   I#TRODUCTIO# 

1.      Most of the low-income countries (LICs) rely on external resources to finance 

their development agenda. The major challenge facing these economies is to accelerate and 

sustain economic growth. However, as the base for domestic resource mobilization is weak 

and the saving-investment gap is large, they have to rely on external resources for their 

economic development. Those external resources can play a positive role by providing the 

necessary foreign exchange to boost economic activity. 

2.      The mobilization of external resources in a sustainable manner requires 

accompanying policies and reforms. Reliance on external resources, volatility in public-

sector flows, and changes in the market sentiment can reinforce the vulnerability of LICs and 

undermine their economic prospects. Thus, policies and reforms geared at maximizing the 

availability of external resources, while lessening the vulnerabilities must be designed.  

3.      With a view to fulfilling this objective, it appears critical to know the sources, the 

forms, and the determinants of external financing. Using a homogenous subset of 18 

LICs—all of them located in Sub-Saharan Africa and having benefited from debt relief under 

the Multilateral Debt Relief Initiative—existing databases on external financing were 

compared. All of them, in particular for external financing directed to the public sector, 

pointed to different trends and estimates. Against this background, a new database was 

constructed with the help of the African Department at the International Monetary Fund 

(IMF) using data presented in the balance of payments files. Each type of external financing 

may have different macroeconomic implications. But the purpose of this paper is not to 

address this, but rather to set a stage to derive adequate policy advice.  

4.      The outline of this paper is as follows.  Section II elaborates on the motives for 

building a new dataset on external financing and explains how the new dataset was 

constructed. Section III presents the aggregated results of the new database, while Section IV 

highlights the changing patterns. Section V compares trends in external financing across 

countries and tests the determinants of private-sector and public-sector financing. Lastly, 

Section VI reviews the main findings of the paper.  
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II.   DATA SOURCES 

A.   Existing Databases 

5.      There are two different definitions of public external flows. External public flows 

may reflect external flows coming from an official bilateral creditor (such as the government 

of the United States) to a debtor country. The concept of public flows is, in this case, 

associated with the source of the flows. However, public external flows can also be 

interpreted as external flows of various sources being directed to the public sector of a debtor 

country. In that case, public is referred to the nature of the recipient. Most papers analyze 

trends in external public finance to LICs from the creditors’ perspective (see Dorsey et al. 

(2008), Nunnenkam and Thiele (2006), Claessens et al (2007)). 

6.      There are also two main data sources on public external flows. A database can be 

constructed using borrowers or lenders data. On one hand, the main databases compiled by 

the IMF—being the World Economic Outlook (WEO) and the Balance of Payments 

Statistics—are drawn using the data reported by the debtor countries. On the other hand, aid 

flows published by the Organization for Economic Co-Operation and Development (OECD) 

originate from the Development Agency Committee (DAC) members, which are the 

creditors. The World Bank in its publication Global Development Finance (GDF) mixes the 

two different data sources. Public and publicly guaranteed debt data are provided by member 

countries (the debtors) through the Debt Reporting System, while short-term debt for some 

countries are derived from creditor sources (such as data on officially guaranteed suppliers’ 

credits compiled by the OECD) and lending from multilateral institutions and government 

lending agencies are confirmed by creditors’ statements and reports. 

7.      Magnitude of external public flows can be discussed with the use of different 

debt indicators. Given that the spectrum of indicators is large, analysis can point to different 

estimates. Annual flows may be presented on gross or net basis and may cover only certain 

types of debt. External flows may represent the consolidated amounts of public-sector long-

term disbursements (gross lending). These flows can be netted out from principal repayments 

and IMF repurchases (net flows on debt), and possibly interest payments (net transfers on 

debt). They may also include short-term debt, grants (including or excluding technical 

cooperation), and other public transfers, such as humanitarian aid and technical assistance.1 

8.      The provision and the related-recording of debt relief in the national accounts 

complicate the manipulation of data. Debt relief can be recorded in various ways according 

to the creditors’ choice of vehicle to provide it and the methodological choice of the 

                                                 
1 Many publications refer to the concept of aggregate net resource flows when discussing scale in external 

financing. It does not take into account interest payments when deriving net lending and excludes short-term 

debt flows and other medium and long term capital flows.[need to look at the def. again]. 
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authorities (Box 1). Thus, it is critical to understand how debt relief is treated to ensure that 

the database covers all debt relief flows and derive accurately net transfers on debt. Lastly, if 

the application of the fifth manual regarding the recording of data is not respected, this 

complicates further the aggregation of data. 

  

Box 1. The Accounting of Debt Relief 

Debt relief may be presented in various ways in a balance of payments.1/  It is thus important to 

understand the treatment of debt relief  provided by individual creditor and how the balance of 

payments reflect the debt relief.  

� Grant-type of debt relief is usually shown as a current public official transfers in the current 

account. Because the relief is shown explicitly in the balance of payments, resulting-debt service 

payments (interest payments and amortization repayments) do not incorporate the relief. The debt 

service is thus presented on a gross basis and it does not reflect the actual amount due or paid. 

� The benefits of a flow rescheduling may be presented as an exceptional financing item below the 

overall balance. Like the debt relief-grants, the relief is explicitly presented. Thus, the debt 

service payments associated with the debt maturities that were subject to a rescheduling are 

shown on a gross basis. 

� When debt relief is the result of a stock-of-debt operation, the debt cancellation is shown as a 

capital transfer in the capital account in the year the operation takes place. That transfer captures 

the total debt relief that the country will benefit beyond the year the operation takes place. To 

only capture the annual cash flow relief provided in the year that operation takes place, a contra-

debit entry is recorded within the amortization repayments to nullify relief covering future 

principal repayments. During the year, the operation takes place, debt service payments are 

presented on a gross basis and thereafter on a net basis. Thus, during the year the operation takes 

place, data on capital transfers and amortization repayments need to be re-treated to only capture 

the flows occurring during that year. Beyond that year, the debt relief is presented implicitly in 

the balance of payments with reduced debt service payments.  

Thus in order to correctly estimate debt service paid, one needs to know whether the country has 

benefited from debt relief and how the debt relief has been presented in the balance of payments for 

each type of debt relief. Ignoring that process and not re-treating the data not only hinders 

comparability across countries, but also may lead to inaccurate estimates of the debt service payments 

and public-sector flows. 

1/ In the fiscal accounts as well. 

 

9.      The coverage of key financial flows in the balance of payments may differ from 

one country to another. Although the statistics department at the IMF promotes the use of 

the fifth manual to record data in a balance of payments, there is no mechanism to enforce it. 
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Therefore, the resulting lack of homogenous treatment complicates the construction of an 

aggregated database across countries. Capital grants should be recorded as a capital transfers 

in the capital account, but appear sometimes as an official public transfers in the current 

account. In addition, private short-term capital, excluding variations in commercial banks’  

NFA, are sometimes added to errors and omissions in the analytical balance of payments 

summary table, making it impossible to only estimate the private flows.  

10.      The nature and composition of private-sector flows are less subject to different 

treatment or interpretation. Most databases capture the net position of the main aggregates, 

that is the liabilities are deducted from the assets. However, some differences may remain. 

First, private non-guaranteed debt in the set of countries covered in this paper is often subject 

to an estimate due to a lack of reliable data, and that estimate may differ across databases. 

Second, some datasets focus on long-term capital flows, while others expand the spectrum of 

flows and include short-term flows. 

All these complexities lead to different estimates of external public- and private sector 

flows (Box 2). As illustrated in Table 1, the World Economic Outlook (WEO) and the 

Balance of Payments Statistics Yearbook (BOPSY) databases indicate both declines in net 

transfers on debt during 2001-07. However, the WEO database points to flows being twice 

the level of those in the BOPSY database. According to the Global Development Finance 

(GDF), the net transfers had increased over the years, and the DAC database shows no 

significant change of ODA loans disbursement between 2001 and 2007. Trends in external 

flows to the private sector are broadly similar across the databases with some differences in 

the scale of flows. 
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Box 2. Definition and Coverage of External Financing Across Databases 

 

Data from different sources were initially downloaded and analyzed to estimate trends and 
composition of external financing to the 18 SSA post-MDRI countries during 2001-07. The databases 
include World Economic Outlook (WEO) database, Balance of Payments Statistics Yearbook 
(BOPSY) database, Global Development Finance (GDF) database, and Development Agency 
Committee (DAC) database. There are some differences in the coverage of the data in terms of 
countries and time across the databases.1/ 

Net inflows to the public-sector were derived using: 

� WEO: Net debt flows to the public sector are estimated by summing up net liabilities to official 
debtors, debt forgiveness (including that granted by the IMF), official debt securities and 
deducting interest payments on external debt. Aggregated flows can be derived by adding current 
public transfers to net debt flows.  

� BOPSY: The Finances are calculated by adding current public transfers, debt forgiveness 
(including that granted by the IMF), official debt securities (being the sum of portfolio net 
liabilities to the monetary authorities and the general government in form of bonds and notes and 
money market instruments) and net liabilities to official debtor (being the sum of other 
investment net liabilities in form of trade credits, loans and other liabilities to the general 
government; and other investment net liabilities in form of loans, currency and deposits, and 
other liabilities to the monetary authorities).  

� GDF: It provides disaggregated data on net resources flows on debt (loan disbursements minus 
principal repayments) and net transfers on debt (net resources flows on debt minus interest 
payments) by types of creditors. Grants (excluding technical cooperation grants) can be added.  

� DAC: It compiles Official Development Assistance (ODA) flows provided by DAC members. 
The flows are the sum of net ODA loans disbursements and ODA grants disbursements (the 
provision of debt relief is recorded through the grants).  

Net inflows to the private-sector were derived using: 

� WEO: External financing to the private sector is the sum of direct investment in reporting 
economy, foreign purchases of equities of domestic companies, debt instruments issued by the 
domestic private sector, other investment liabilities to the private sector, and private current 
transfers. 

� BOPSY: Estimates of flows to the private sector are derived by adding direct investment in the 
reporting economy, portfolio investment liabilities (in form of equity and debt securities to the 
private sector), other private investment liabilities (the difference between other investment 
liabilities and net liabilities to the official debtors), and private current transfers.  

� GDF: Private-sector flows are calculated by adding of foreign direct investment, portfolio 
equity flows, and workers' remittances, minus loan interest and FDI profits.   

 

1/ During 2001-2007, BOPSY data are uneven for 10 countries out of the 18 included in this study. 
The list of countries with unbalanced data and the period covered is as follow: Benin (2001-2005); 
Burkina-Faso (2001), Cameroon (2001-2004), Ghana (2001-2006), Madagascar (2001-2005), 
Malawi (2001-2002), Mali (2001-2006), Niger(2001-2006), Senegal(2001-2004), Sierra 
Leone(2001-2006). GDF and DAC data are not yet available to the public for 2007.  
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B.   Construction of a #ew Database  

11.      A new dataset was constructed exploiting the detailed information enclosed in 

the balance of payments files for each country. The purpose of this study is to analyze the 

external resource flows financing the public and private sector of the 18 SSA post-MDRI 

countries. As such, public flows refer to public-sector flows. The balance of payments of 

each country was subject to a thorough analysis to understand the definition of key 

parameters and their accounting treatment. The source of data is that of the debtors and span 

from 2001 and 2007. The data are on a net basis encompassing both the assets and liabilities 

for capital flows and the credit and debit for the current transfers.2  

12.      The dataset offers a decomposition between long-term capital and other types of 

flows. Although all external resources are a source of foreign exchange and can finance the 

current account of the balance of payments, the development impact may differ. For instance, 

private and public current transfers, but grants, may be more oriented to consumption than 

developing the productive capacities. Changes in net foreign assets by commercial banks 

may be volatile. Trade credits represent more short-term flows and clearly less geared at the 

development of human or physical infrastructure than foreign direct investment. 

13.      #et public-sector flows are estimated by adding 15 variables. The flows that 

finance the public sector are comprised of net long-term capital flows and other types of 

flows based on the variables of the balance of payments (Figure 1). Long-term capital flows 

include project and budget grants, project and budget loans from official creditors, lending 

from commercial banks, and purchase of government bonds by non-residents.3 They are 

netted out by deducting interest payments and amortization payments. Debt forgiveness is 

fully captured since the amounts of recorded debt relief (either as grants, a capital transfer or 

exceptional financing) are deducted from debt service payments. 4 Other flows include all net 

public official transfers but grants (such as humanitarian aid and the provision of technical 

assistance) and other net public flows capture the specificities of some countries, such as 

arrears repayments or oil bonuses. 

14.      Private sector flows are deriving by summing up 8 variables. In the dataset, the 

flows that finance the private sector encompass also net long-term capital and other flows 

                                                 
2 The reader should be aware that the compilation of such data is a difficult exercise as each country may report 

flows in a different way. While great care was applied in understanding the nature and coverage of each type of 

flows, they may still be errors in the estimates. 

3 The database does not allow differentiating between concessional and non-concessional lending not between 

creditors. 

4 When debt relief is provided in another form (such as stock or flow rescheduling), the resulting debt service is 

presented on a net basis, that is reflecting the effects of the relief. 
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being short-term capital flows and private transfers. As illustrated in Figure 2, net long-term 

capital flows are the sum of foreign direct investment and other long-term capital flows from 

which the interest payments on private debt are deducted. Short-term capital flows entail 

portfolio investment, accumulation of commercial banks’ net foreign assets, short-term debt, 

and other short-term capital flows.5 Private transfers refer mostly to remittances. Net long-

term and short-term liabilities come from commercial banks and companies, while 

individuals living abroad for more than [six] months / a year make private transfers.  

 

III.   OVERALL TRE#DS I# EXTER#AL FI#A#CI#G 

15.      #et external resources to the 18 SSA post-MDRI countries have surged in recent 

years. Total aggregated net flows, financing both the public and private sectors, have steadily 

increased over the past seven years with a marked acceleration as of 2005 (Table 2). As a 

matter of fact, the flows have tripled 

from $7.8 billion in 2001 to a 

significant amount of $22.3 billion in 

2007 in real terms (Figure 3).6 Relative 

to the countries’ economic size, 

external financing increased by 11.4 

percentage points of 2007 GDP over 

the same period, to reach 17½  

percentage points of the GDP in 

2007.7,8 In per capital terms, real net 

external flows expanded from $28 in 

2001 to $68 in 2007, constituting 

nearly a 150 percent increase.  

16.      Both sectors of the economy have witnessed an increase in the availability of 

external financing. Private-sector flows have expanded by $7.7  billion in real terms driven 

mostly by foreign direct investment flows (+$3.4 billion) and private current transfers (+$3.7 

                                                 
5 Short-term debt are debt instruments with maturity of less than one year (mostly bank loans and trade credits). 

6 All the figures in U.S. dollar terms in the text are expressed in 2000 prices using the U.S. consumer price 

index. 

7 All data relative to GDP presented in the text are relative to the 2007 GDP. 

8 If Cameroon is excluded (given that its GDP is 2½ times the average of the group), the surge in financing is 

stronger averaging 14½ percentage points of GDP. 

-

5,000

10,000

15,000

20,000

25,000

2001 2002 2003 2004 2005 2006 2007

Public sector Private sector

Figure 3. Net External Flows by Sector

In millions of U.S. dollars, in real terms 
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Billion) (Table 3). The public sector flows have also grown by $6.6 billion over the same 

period on the account increases in grants (+$3.6 billion) and net transfers on debt (+$2.9 

billion) (Table 4). Private- and public sector flows mounted to $11.4 billion and $10.8 billion 

in 2007, respectively. In per capita terms, private sector flows tripled to reach $34.7, while 

public-sector flows doubled over the period to reach $33.1. 

17.      Long-term capital and other foreign exchange flows have expanded at the same 

pace. Long-term capital to from both 

sectors of the economy have increased by 

$10.4 billion to reach $16.2  billion in 

2007, while the other types of flows—

which are less intended at developing the 

recipients’ productive capacities—have 

risen by $4 billion to reach $6 billion. The 

increase represents for both types of flows 

about 65 percent of the 2007 value. 

Consequently, their relative shares in total 

external financing have remained broadly 

constant, with the relative share of long-

term capital averaging 70 percent during 

2001-07 (Figure 4).  

18.      Most of the long-term capital 

flows are directed to the public sector, 

while most of the other foreign 

exchange flows are directed to the 

private sector. Despite strong annual 

growth in private-sector capital flows in 

2006-07, averaging 54 percent per year, 

the public sector remained the main 

beneficiary of long-term capital flows. In 

2007, they were 70 percent greater than 

those of the private sector. Likewise, 

public sector’s relative share in total long-

term capital flows has remained strong but 

on a declining path, moving from 70 percent in 2001-05 to 64 percent in 2006-07. As regards 

the other foreign exchange inflows, the private sector attracted 89 percent of the flows in 

2007 (compared with 76 percent in 2001), of which 99 percent reflected private current 

transfers (Figures 5-6).   

19.      The structural composition of public-and private sector flows has remained 

unchanged. The decrease in debt service discharges thanks to several rounds of debt relief 

initiatives has compensated for the declining share of gross flows from public entities—and 
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all the underlying components—relative to 

total resource envelope has declined (from 

147 percent in 2001 to 96 percent in 2007) 

(Table 5). As a result, the share of net 

flows from public entities in total public 

sector financing has stabilized (from an 

average of 89 percent during 2001-05 to 

89.3 percent during 2006-07). On the 

private sector side, the structural 

composition of the financing is roughly 

the same, with private current transfers 

dominating, on average, aggregated capital 

flows.   

 

IV.   CHA#GI#G PATTER# OF EXTER#AL FI#A#CI#G 

20.      Although the aggregated patterns remain unchanged, there are signs that the 

financial landscape is evolving. The 18 SSA post-MDRI countries tend to share the same 

pattern and composition of external finance as they are roughly about the same stage of 

economic development. Up to now, the public sector had played a dominant role in their 

economic activity with most of the financing originating from public sources and in the form 

of grants. However, the dataset shows that some characteristics have changed during the past 

two-three years: (i) the relative share of the private-sector flows in total external resources 

have shown an increasing trend; (ii) long-term foreign capital flows to the public sector have 

gained more weight with the implementation of debt relief initiatives and the related-increase 

in net debt transfers; and (iii) there are signs of net debt accumulation held by private entities 

in public flows. 

A.   Increasing share of private-sector flows 

21.      Both sectors of the economy have experienced a surge in financing, but private-

sector flows have grown more rapidly. Private-sector flows have tripled over seven years 

with a marked acceleration in the flows as of 2005. Annual growth rates averaged 37 percent 

during 2005-07, compared to small annual rate 5 percent during 2001-04. As such, they 

dominated public-sector flows for the first time in 2007 by US$500 million and their share in 

total annual external finance increased by 4 percentage points over the period to reach 51 

percent in 2007.9 

                                                 
9 If Cameroon is excluded, the catch-up of the private sector is even more striking with the relative share of 

private-sector flows in total flows increasing by 8.6 percentage points over the same period. 
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22.      Long-term capital flows and private current transfers have contributed to this 

surge. While private current transfers have steadily grown at an annual average of 10 percent 

a year during 2001-07, net long-term capital flows have expanded since 2005, when strong 

gains averaged 57 percent a year during the last three years. Relative to the weighted average 

income of the group, long-term capital flows, and private transfers rose by 3.1 percent and 

2.9 percentage points of 2007 GDP, respectively. The surge in long-term private capital 

flows is related to large foreign direct investment flows. They were about the same 

magnitude than private current 

transfers in 2007 ($5.3 billion) and 

had a similar share in aggregated 

private-sector flows (i.e., 46-47 

percent) (Figure 7).  

23.      The rapid expansion in FDI 

may be associated with soaring 

export commodity prices. 

Transnational corporations have 

recently invested in the exploration of 

new mining locations and expanded 

their existing activities in a number 

countries covered by the analysis. For 

instance, the surge in FDI flows to Cameroon was largely determined by investment of Total 

(France) and Pecten Cameroon (Shell group) in oil exploration. Likewise, sharp increases in 

the flows to Ghana in 2006 was also driven by the investment of two U.S. firms—New Gold 

Company and Alcoa—in the gold and aluminum sectors, respectively.10 [--]. 

                                                 
10 See World Investment Report, 2007. 
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24.      There are signs that net 

private debt flows—possibly 

associated with FDI—are rising. 

Most balances of payments record 

“other medium and long-term flows” 

in addition to FDI. These flows 

mostly represent the incurrence of 

private liabilities, which are defined 

in the dataset as disbursements less 

principal repayments less interest 

payments, which are often associated 

with developments in FDI. Net 

private debt flows reached an 

estimated $0.5 billion in 2007, rising from 0.3 to 0.6 percent of 2007 GDP. These flows 

represented 6.3 percent of total net capital flows in 2007 (Figure 8).  

25.      While short-term flows have accounted for a larger share of external financing, 

they have remained insignificant. Net portfolio flows reached an estimated $155 million in 

2007, equal to a constant 0.1 percentage point of GDP in 2007. [--]. 

 

B.   Increasing share of net long-term capital in total public-sector flows 

26.      #et long-term public capital flows to the public sector have surged. These flows, 

which are composed of grants and net loans (excluding interest payments) from bilateral 

agencies and multilateral institutions, have almost tripled over the past seven years. They 

increased by $6.5 billion in real terms to reach $10.2 billion in 2007, that is equivalent to 5.2 

percent of 2007 GDP. Increases in grants 

accounts for 56 percent of the surge and 

it is almost equally distributed between 

budget and project-related grants. The 

remainder (i.e., 44 percent) is accounted 

by net transfers on debt, of which 75 

percent reflects lower debt service 

obligations following the 

implementation of the HIPC Initiative 

and MDRI. Although reduction in debt 

service payments—which declined from 

$2.3 billion in 2001 to $0.6 billion in 

2007—do not represent a transfer of 

resources, it creates fiscal space to undertake development-related projects 
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27.      The relative share of net transfers on debt from public entities in net long-term 

capital flows has increased. Although grants (excluding those in the form of debt 

forgiveness) have doubled over the past 

seven years, their relative importance in 

net long-term public capital flows has 

slowly decreased from 87.5 percent in 

2001 to 71.4 percent in 2007 (Table 6). 

In contrast, the relative importance of 

net transfers on debt in total net flows 

from public sources has more than 

doubled with its share increased from 

12.5 percent in 2001 to 28.6 percent in 

2007. This reflects mainly the provision 

of debt relief since the relative share of 

gross lending from public sources in net 

long-term capital flows has declined from 76 percent in 2001 to 35 percent in 2007 (Figure 

10).  

28.      The relative importance of project-related disbursement in gross flows from 

public sources has progressively increased. Project-related disbursements of loans and 

grants have continued to dominate 

budget-related ones. They amounted to 

$6.5 billion in 2007 (that is 5.2 percent 

of GDP) and were almost twice as large 

as budget-related disbursements. 

Furthermore, their relative share in gross 

disbursements from public sources 

increased—although modestly—from 

61½  percent in 2001 to 64 percent in 

2007. However, given that debt 

forgiveness-related grants are excluded 

from budget grants, it is impossible to 

conclude whether donors and creditors 

are attempting to fulfill the implementation of the Paris Declaration on Aid Effectiveness.  

 

C.   Indications of private source debt in public-sector flows 

29.      The expansion of private debt flows to the public sector has been concentrated 

on net bond flows. Net bond flows increased from an average of zero in 2001-05 to $408 

million in 2006-07. This increase reflects two transactions. The issuance of dollar-

denominated sovereign bonds for US$750 million in December 2007 by Ghana and the 

purchase of government securities in Tanzania by nonresidents denominated in shilling 
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estimated at US$225 million in 2006.11 As no repayment of principal has yet taken place, the 

net flows are quite large. Net private lending to the public sector has remained marginal.12 As 

a result, the relative share of lending from private entities in total net flows financing the 

public sector increased from zero in 2001 to 5.7 percent in 2007. 

30.      Other countries may shift some their financing needs into domestic debt markets 

in the near future. As half of the countries are now the subject of an international credit 

rating, there may be more and more countries keen on developing domestic investment 

instruments and the ability to mobilize higher domestic savings. Furthermore, a number of 

them have already expressed their interest in issuing sovereign bonds, including Rwanda, 

Tanzania, and Uganda. With the exception of Rwanda, Ghana, Tanzania, and Uganda belong 

to the richest countries of the group and as such may be the more creditworthy. [can we say 

more]. 

 

                                                 
11 Given that the flows are regulated into and out of Tanzania's capital account, the purchase of government 

securities by nonresident was done through commercial banks to circumvent the capital control. 

12 Only Malawi and Sierra Leone contracted liabilities to commercial banks, but on few occasions before 2006 

and for limited amounts. 
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V.   DETERMI#A#TS 

31.      At first sight, the 18 SSA post-MDRI countries appear to share important 

characteristics. These include low levels of income and human and physical capital; high 

levels of export concentration skewed towards primary commodities, and vulnerability to 

shocks. However, this apparent homogeneity masks some differences among them. There are 

still distinguishing characteristics in terms of resource endowments, income per capita, 

geographical location, economic performance, trade integration, quality of human and 

physical infrastructure, and quality of institutions and policies (Table 7 presents a 

classification of the countries by characteristics). It appears instructive thus to understand 

whether such differences could affect the availability of external finance, and thus the 

direction of policy advice. 

A.   Private Sector-Long-Term Capital Flows  

Cross-country Comparison 

32.      The vast majority of capital-based flows to the private sector are directed to 

countries that share the certain characteristics (Table --). This include countries with 

• Higher income. Larger economies—such as [---]—receive x percent more than ---- 

• Strong quality of institutions and policies;  

• Higher quality of social and physical infrastructure;  

• A high mineral content of their soil; 

• Access to sea. 

33.      The increases in private financing were however more broad-based:  

• Although resource-rich countries received larger flows, both resource-rich and non-

resource-rich experienced the same growth in the flows.13  

• Although coastal countries experienced in general greater external finance, 

geographical location did not affected the variations.  

• COMESA countries receive larger flows than WAEMU countries 

                                                 
13 Cameroon is the only hydrocarbon-rich country in the sample and is pulling down the average increase in net 

long-term capital flows for the mineral and hydrocarbon-rich countries as a whole. 
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34.      Interestingly other factors did not affect the size of nor the increases in the 

financing. Trade integration and debt distress ratings do not appear to influence the 

availability of foreign private-sector financing. [---]. 

35.      An analysis on the behavior of FDI brings similar results. [explain which results]. 

However, as large FDI has been directed to Tanzania and Zambia, this makes FDI being 

directed to countries with lower levels of income. 

Regression results 

36.      The determinants of long-term capital flows to the private sector can reflect 

external or internal factors. The external factors—so-called “push factors”—may entail 

rising commodity prices, abundant global liquidity, and investors search for promising profits 

prospects. The internal factors—so called “pull factors”—mirror the countries’ 

macroeconomic and structural conditions, such as sound macroeconomic policies and good 

quality of physical and human capital (Box 3). While low-income countries cannot control 

for external factors, they can influence—to some extent—the conditions of the domestic 

factors. It appears thus critical to analyze the relative importance of external and internal 

determinants to assess if the flows may be short-term or long-term phenomena, identify 

potential vulnerabilities, and draw adequate policy advice. 

37.      This section aims at identifying the domestic determinants that have influenced 

the scale of long-term private capital flows in the 18 SSA post-MDRI countries.14 Using 

the new dataset, net long-term flows directed to the private sectors are defined as the sum of 

FDI and other net long-term private investment (gross private investment minus interest 

payments on private debt) relative to GDP. Following the empirical literature, the 

explanatory variables retained control for countries’ economic performances, the quality of 

their institutions and policies, the quality of physical and human capital, and the importance 

of natural resource. Countries with favorable macroeconomic and business environment are 

expected to attract higher long-term private capital flows. Appendix 1 details the approach 

and data sources.  

38.      The results are very similar to the previous findings. The private sector of 

countries with better quality of infrastructure and higher income level has received larger net 

long-term flows (table 15). The results are similar using OLS or random effects model. 

Contrary to the expectation, other factors such as the quality of governance and the 

exploitation of natural resources do not appear to be significantly correlated with net long-

term flows to the private sector. The implementation of the MDRI is not also correlated with 

                                                 
14 Current private transfers are excluded from the empirical analysis given that the motives for remitting are  

different from those of long-term private flows.  
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higher level of long-term private flows and the specificity of Sao Tome and Principe is 

confirmed by the results.   

 

Box [3]. Review of the Recent Literature on the Determinants of Long-Term  

External Private Sector Flows 

 

External factors have been important determinants of private capital flows to developing 

countries such as SSA post-MDRI countries. With abundant global liquidity during the last years 

and investors search for promising profits prospects, developing and emerging countries were facing 

a surge in private capital flows, which benefited to post-MDRI countries (Kose et al., 2006; IMF, 

2007). The emergence of sovereign wealth funds in emerging markets and resource-rich countries as 

well as the growing number of private investment funds focusing on African countries increased the 

financing opportunities for these countries (IMF, 2008).  

 

Domestic factors have also played a major role in attracting private capital flows. A number of 

empirical studies have confirmed the importance of natural resources availability, including oil and 

non-oil mineral commodities, in African countries attractiveness (Asiedu (2006) and IMF (2008)). 

The business environment, which includes indicators on the macroeconomic performance, 

infrastructure availability, financial development, trade openness, quality of institutions, and the 

availability of skilled workers, is also a critical factor in attracting private foreign capital. Recent 

studies have illustrated its importance vis-à-vis developing countries in general, and particularly to 

African countries. For instance, Alfaro et al. (2006) and Bénassy-Quéré et al. (2007) find that the 

quality of institutions is a major determinant of FDI flows in developing countries. In the particular 

case of African countries, Asiedu (2006) and Kinda (2008) highlight that the availability of good 

infrastructure encourages FDI.  Other factors such as a strong economic growth or an important 

market size are also important determinants of long-term private capital flows (Asiedu, 2006a; Kinda, 

2008; IMF, 2008).   

 

 

B.   Public-Sector Long-term Capital Flows  

Cross group comparison 

39.      The behavior of long-term public capital flows appeared to be dominated by a 

number of characteristics. They appear to be targeted to good performers with social and 

economic needs. There are wide variations in the availability among the different sub-groups 

(Table --). They appeared to be greater for countries: 

• with lower income levels (flows averaged -- percent of GDP in 2006-07 as opposed to 

-- percent of GDP in countries with higher income level).  
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• not exporting minerals or hydrocarbons (flows averaged -- percent of GDP in 2006-

07 as opposed to -- percent of GDP in countries that have a high mineral and 

hydrocarbon content of their export base).  

• with lower quality of human and physical infrastructure. 

• being landlocked (average flows averaged -- percent of GDP in 2006-07 as opposed 

to -- percent of GDP for coastal countries).  

• with good quality of institutions and policies (average flows averaged -- percent of 

GDP in 2006-07 as opposed to -- percent of GDP in countries with weak institutions 

and poor policies) and moderate debt distress rating.  

• It is interesting to note that COMESA countries have benefited from greater 

magnitude of aid compared to WAEMU countries. 

Regression results 

40.      The criteria for the allocation of aid have shifted to selectivity. The approach to 

aid policy has shifted over time from a strategy of aid-financed investment in the 1970s 

towards a strategy of aid-induced economic reforms in the 1980s. Since the publication of the 

World Bank’s strong critique of aid in Assessing Aid in the late 1990s, the policy shifted to 

the concept of selectivity. The efficiency of aid allocation is now deemed greater when aid is 

directed to countries with better policy regimes (selectivity) since it strengthens its impact on 

growth. Since then, there has been a general acceptance among stakeholders that policies and 

institutions matter and that was validated in the Monterrey Consensus signed by all major 

donors in 2002. Empirical evidence is however mixed (see Box 4 for a review). 

41.      Using the same methodology, the selectivity of net long-term capital flows to the 

public sector is tested. Instead of using aid, which is a donor-based concept, the dependant 

variable is the net long-term capital flows to the public sector per capita in real term. The 

explanatory variables, in line with Dollar and Levin (2006), capture the financing needs of 

recipient countries, their population size, and the quality of their governance. GDP per capita 

is expected to affect negatively the flows, with richer countries receiving less. The effect of 

population varies across studies with a larger number of them concluding that public-sector 

flows (or aid) are greater for smaller countries. Lastly, it is expected that countries with better 

governance would attract more flows if selectivity is applied. 

42.      The exercise is carried over two steps. The determinants of the allocation are first 

tested with the OLS method. Second, the allocation is further analyzed in countries that have 

received the highest and lowest amounts of public flows, to control for potential 

heterogeneity in the previous results. This is done in using quantile regression method. 

Appendix 2 gives the details of the data and the approach taken. 
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43.      The quality of institutions appears to be a determinant of long-term capital flows 

to the public sector. The results of the regression analysis using the OLS method indicate 

that governance affects significantly the level of flows (table 16). As shown by Table [--], the 

five first best-ranked countries have benefited from flows being [--] percent higher. This 

result is consistent with other studies, such as Claessens, 2007; and Word Bank, 2008. 

However, we find no evidence that governments of smaller countries (even when Sao Tome 

and Principe is excluded), nor poorer countries receive more long-term flows contrary to 

other studies. 

44.      Taking into account the heterogeneity in the allocation, the results show that 

donors applied more the selectivity criteria. Likewise, countries needs do not significantly 

affect the aid allocation using OLS method. However, the needs become highly significant 

for countries ranked in the first quintile (Table [--]). For these countries—with a relatively 

higher income level—donors have allocated more aid to the poorest among them. In contrast, 

creditors have paid less attention to the income level in allocating capital flows to the last 

quintile—being the poorest countries. Similarly, to the OLS and random effects results, 

countries with stronger governance received higher level of capital flows. However, creditors 

are less focusing on governance when allocating flows to the poorest countries (table 17). 

The validity of this result is confirmed by the fact that the marginal effect of governance on 

long-term public flows increases with countries income level (figure 12).15 Population 

remains insignificant.   

                                                 
15 The marginal effects are obtained after controlling for other potential determinants of aid as in the previous 

regressions. 
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Box [4]. Review of the Recent Literature on Aid Allocation 

A number of studies on aid selectivity highlight recent improvements in aid allocation with 
more attention on developmental concerns than on strategic and political interests.1 Dollar and 
Levin (2006) find that multilateral donors and to less extent bilateral donors improved their selectivity 
between 1984-89 and 2000-03. According to the authors, donors allocate more aid to poorer countries 
and countries with better institutions. Sundberg and Gelb (2006) show an improvement in donors’ 
selectivity over time with more focus on poverty and policy in SSA countries. Claessens et al. (2007), 
using a sample of 147 recipient countries over 1970-2004, indicate changes in aid allocation in the 
beginning of the 1990s that are intensifying over time. The authors find that countries’ economic 
needs, and the quality of their policies and institutions are important determinants of aid allocation 
while factors such as debt, countries size, and colonial linkages are less important. Bandyopadhyay 
and Wall (2007), covering a sample of 135 countries in 1995, 2000, and 2003, find that recipient 
countries per capita income negatively affects aid. The authors find also that infant mortality, civil 
and political rights and government effectiveness are positively associated with aid. A Word Bank 
(2008) study indicates that donors prefer to give aid to poorer countries, with higher portion of aid 
allocated to SSA countries and higher performer countries. Angeles, Azemar, and Noorbakhsh (2008) 
show that countries that receive more aid are those with lower per capita income, and better policies. 
The authors also find an evidence of improvement in aid allocation after 1998 with more attention on 
countries income and less attention on commercial interests.  

Another part of the recent literature however argues that no significant improvement of aid 
allocation has occurred during the recent years. Nunnenkamp and Thiele (2006) illustrate that 
bilateral and multilateral aid responsiveness to changes in recipient countries institutions and policies 
are weak. The authors also find that multilateral donors such as the World Bank do not have better 
allocation of aid compared to bilateral donors. For bilateral donors, post-colonial ties remain 
important for countries like France, Netherlands, and the United Kingdom. Easterly (2007) with a 
broad analysis of aid agencies practices finds weak evidence of progress in aid allocation over time. 
The author does not find any evidence of increased aid selectivity with respect to recipient countries 
policies and institutions quality. The only improvement in aid allocation according to Easterly (2007) 
is the higher negative relationship between aid and recipient countries per capita income.  

1/ See McGillivray (2006) and Claessens et al. (2007) for a comprehensive review of aid allocation literature. 
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VI.   CO#CLUSIO#S 

This paper has analyzed external financing in 18 Sub-Saharan Africa that have benefited 

from debt relief under the Multilateral Debt Relief Initiative. The paper first compared 

existing databases on external financing and pointed out differences in trends and estimated, 

particularly for flows directed to the public sector. Against this background, a new database 

was constructed using balance of payments information.  

The new database shows that net external resources to post-MDRI Sub-Saharan African 

(SSA) countries have substantially increased before the financial crisis. Total aggregated net 

inflows financing both the public and private sectors have almost tripled from $7.8 billion in 

2001 to $22.2 billion in 2007 in real terms. Relative to the countries’ economy size, external 

financing increased by 11.4 percentage points of 2007 GDP, to reach 17½  percent of the 

GDP in 2007. A surge of foreign direct investment (FDI) and higher current private transfers 

explained the surge in private-sector financing. The increase in public-sector external 

financing reflected both the provision of grants and higher net transfers.  

The analysis of the factors explaining the change in the landscape of external financing 

before the crisis shows that countries with higher level of income, stronger quality of 

institutions and higher quality of infrastructure attracted more private flows. The quality of 

institutions appears to be a determinant of external flows to the public sector. Based on 

quantile regression, the analysis of heterogeneity in aid allocation shows that donors were 

more selective when allocating aid to countries with a better quality of institutions. 
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APPE#DIX 1  

Analytical Underpinnings of the Determinants of  

Long-Term #et Capital Flows to the Private Sector 

 

Net long-term private capital flow is defined as the sum of FDI and other long-term private 

investment as a percent of GDP. The explanatory variables include the countries’ economic 

size captured by the real GDP per capita. The quality of their institutions and policies is 

proxied by World Bank’s Kaufmann index which is the average of the following variables: 

voice and accountability, political stability, governance effectiveness, regulatory quality, rule 

of law, and degree of corruption. The proportion of fixed and mobile phones subscribers 

captures the quality of physical capital; and a dummy variable differentiating mineral and 

hydrocarbon rich countries from others reflects the importance of natural resources.  

The following model is thus estimated: 

1 2 3 1 2 3P it it it it i t i itLT CF GDP Infrastructure Governance Mineral MDRI SaoTα β β β δ δ δ ε= + + + + + + +

  
 
LTPCFit  represents real Long-Term Private Capital Flows per capita in country i during year 

t. The model includes a dummy variable (MDRI) to control for the potential effect of the debt 

relief initiative on countries’ attractiveness to private capital flows. This temporal dummy 

does not necessary capture the effects of the MDRI. It could also capture any other common 

shocks affecting all post-MDRI countries during 2006-2007 compared to the previous years. 

SaoT is another dummy variable aiming to capture the specificities of Sao Tome and 

Principe, the highest recipient by far of long-term private capital (relatively to the small size 

of this economy) due to the oil exploration. 

The level of income and the quality of infrastructure could be affected by the magnitude of 
long-term private capital received by a country. This is particularly relevant for 
infrastructure, which could be financed partially or entirely by external flows private flows. 
To reduce this potential endogeneity, we use as explanatory variables in the regressions a 
one-year lag of real per capita income and infrastructure variables.  

The model is firstly estimated using OLS method. Since structural variable such as 
infrastructure and governance quality are relatively constant during a short period of time 
like in this study, estimation with fixed effect model are not the most suitable16. Random 
effects model, which is, based the strong assumption of non-correlation between explanatory 
variables and individual specific effects lead to similar results with the OLS method. 

                                                 
16 The test that all fixed-effects are non significant is accepted with a probability of 0.8.  
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Table 1 gives the names, definitions, and sources of all variables 

Table 1. Definition and Sources of the Parameters 

 

Variables Definitions Sources 

GDP One year lag Real GDP per capita  World Economic Outlook database 

Governance 

Arithmetic mean of the following index: voice and 
accountability, political stability, governance 
effectiveness, regulatory quality, rule of law, and degree 
of corruption 

World Bank’s Kaufmann Index 

Infrastructure 
One year lag of the number of phone subscribers (fixed 
and mobile) for 1000 people 

World Development Indicators  

Mineral  Dummy taking 1 for mineral or hydrocarbon rich 
countries and 0 for others 

World Development Indicators and 
Balance of Payments data 

MDRI Dummy taking 1 during the two years of MDRI 
implementation (2006-2007) and 0 otherwise. 

 

SaoT Sao Tome and Principe dummy 
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APPE#DIX 2 

 

Analytical Underpinnings of the Determinants of  

Long-term Flows to the Public Sector 

 

(et long-term flow to the public sector is defined as: net lending from public sources (gross 

lending – amortization and interest paid) + budget and project grants 

The dependant variable in the empirical analysis is net long-term flows to the public sector 
per capita in real term. The explanatory variables are defined following the literature of aid 
allocation and in line with Dollar and Levin (2006). Thus, the real per capita GDP and total 
population are included as a measure of the countries’ needs and sizes, respectively. A two 
years lag of real per capita GDP is introduced to reduce potential endogeneity of this variable 
due to the possible impact of public flows on GDP. Table 1 gives the list, definitions and 
sources of the variables.  

Thus, the model to estimate is the following: 

1 2 3 1 2 3it it it it i t i itLTFP GDP Population Governance French MDRI SaoTα β β β δ δ δ ε= + + + + + + +

 
LTFPit represents net long-term flows to the public sector of country i during year t. This 
model includes three dummies to control for important fixed factors. The MDRI dummy 
controls for any significant change in net public flows after the MDRI implementation. 
Similarly to the case of long-term private capital flows, this dummy may not only capture 
MDRI effect. French is a colonial ties dummy, which takes one for ex-French colonies and 
zero for other-almost all are England ex-colonies. It helps to control for some historical links 
that may affect public flows allocation.17 A last dummy controls for the specificity of Sao 
Tome and Principe, which is the smallest country in the sample receiving the highest relative 
amount of public flows.18  

The model is firstly estimated with OLS method. Secondly, quantile method is used for the 
first time to assess the determinants of public flows allocation, controlling for the 

                                                 
17 In the past, political criteria affected clearly aid allocation. We use this dummy because with the recipient 

countries’ perspective, we do not have breakdown of aid inflows by donor that are better for controlling colonial 

links effects. 

18 This OLS model is an alternative to estimation as a panel using a fixed effects or random effects model. 

Random effects model is based on the assumption that the explanatory variables are not correlated with 

individual specific effects, which is less likely since for example some historic factors have been found to be 

important determinant of countries current institution and governance quality. Fixed effects model will control 

for all invariant factors such as colonial ties. However, given the short time of the analysis (2001-2007), fixed 

effects inclusion will lead to difficult identification of the effect of one interest variable, the governance quality 

that does not vary significantly over 6 years. The change in real GDP per capita in our sample of countries 

during the period of study is also limited. 
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heterogeneity in the distribution of the resource among recipient countries. It is important to 
note that countries in the first quintile -which receive lower public flows-, are mostly the 
richer countries, such as Cameroon and Senegal. The last quintile includes countries with the 
largest amount of public flows such as Burkina Faso, Mozambique, and Rwanda that are the 
countries with lower level of income.  

All empirical studies on aid allocation are based on linear regressions or models that estimate 
the mean value of the amount of aid for given levels of explanatory variables (such as income 
per capita, population, and governance). These models estimate how the attributes of 
countries affect the average amount of aid they received. Contrary to OLS regression, which 
models the relationship between predictor variables and the conditional mean of a dependant 
variable, quantile regression models the relationship between predictor variables and the 
conditional quantile of the dependant variable.19 Understanding the heterogeneity in the 
allocation of long-term public flows with respect to the amount of resource received by 
countries could give a clearer message when evaluating the allocation of flows to the public 
sector and thereby strengthening the robustness of the results. 

 

Table 1: Definition and Sources of the Parameters 

 

Variables Definitions Sources 

GDP Two years lag of the Real GDP per capita 
World Economic Outlook database 

Population Log of Population 

Governance 

Arithmetic mean of the following index: voice and 
accountability, political stability, governance 
effectiveness, regulatory quality, rule of law, and degree 
of corruption 

World Bank’s Kaufmann Index 

French French ex-colonies dummy  

MDRI Dummy taking 1 during the two years of MDRI 
implementation (200-2007) and 0 otherwise. 

SaoT Sao Tome and Principe dummy 

 

 

                                                 
19 Standards errors and confidence intervals of the coefficients of quantile regression can be estimated by 

asymptotic method or by bootstrapping. Results obtained by the two methods are robust (Koenker and Hallock 

2001) with bootstrap method being the more practical one (Hao and Naiman, 2007). 
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2001 2002 2003 2004 2005 2006 2007

2001-05 2006-07

Aggregated data

Total net external inflows 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Public sector 53.2 54.4 56.5 58.4 52.0 51.2 48.9 54.9 50.1

Private sector 46.8 45.6 43.5 41.6 48.0 48.8 51.1 45.1 49.9

Total net external inflows 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Long-term capital flows 74.4 73.9 68.8 65.5 62.0 70.0 72.9 68.9 71.4

Other flows 25.6 26.1 31.2 34.5 38.0 30.0 27.1 31.1 28.6

Long-term capital flows 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Public sector 63.4 63.4 74.1 78.2 72.1 64.1 63.1 70.2 63.6

Private sector 36.6 36.6 25.9 21.8 27.9 35.9 36.9 29.8 36.4

Other flows 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Public sector 23.8 28.8 17.6 20.7 19.3 21.4 10.7 22.0 16.0

Private sector 76.2 71.2 82.4 79.3 80.7 78.6 89.3 78.0 84.0

Private Sector

Net external flows 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Net total capital flows 55.6 57.0 40.0 32.3 47.4 43.0 53.2 46.4 48.1

Net LT capital flows 59.3 59.3 41.0 34.2 36.1 51.6 52.6 46.0 52.1

Foreign direct investment 52.5 54.5 58.2 47.3 31.9 45.2 46.4 48.9 45.8

Other net long-term investment 5.7 4.9 -17.2 -13.1 4.2 6.4 6.3 -3.1 6.3

Net short-term capital -3.7 -2.3 -1.0 -1.9 11.3 -8.6 0.6 0.5 -4.0

Portfolio investment 1.0 1.9 1.5 0.1 2.4 0.2 1.4 1.4 0.8

Short-term debt 4.4 0.6 2.3 0.3 1.2 -2.1 0.7 1.8 -0.7

Commercial banks' NFA (-=accumulation) -8.7 -6.0 -5.8 -6.4 4.1 -4.7 -3.1 -4.6 -3.9

Other ST capital 0.6 1.1 1.0 4.0 3.5 -2.0 1.5 2.0 -0.2

Private transfers 44.4 43.0 60.0 67.7 52.6 57.0 46.8 53.6 51.9

Public Sector

Net external flows 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Net long-term capital 87.9 85.9 89.1 87.9 88.6 87.8 94.2 87.9 91.0

Net transfers on debt 11.0 30.9 23.1 21.3 22.0 30.4 31.0 21.7 30.7

Net transfers on public originating debt 11.0 31.3 23.1 21.2 21.7 28.1 25.3 21.7 26.7

Debt service repayments 55.7 31.3 30.8 28.2 20.6 11.0 5.7 33.3 8.4

Gross lending from public entities 66.7 62.6 53.8 49.4 42.3 39.0 31.0 55.0 35.0

Budget loans 21.5 20.7 13.9 12.7 12.3 10.1 7.0 16.2 8.6

Project loans 35.2 34.6 35.3 33.8 28.2 26.5 23.4 33.4 24.9

IMF disbursements 10.0 7.3 4.6 2.9 1.8 2.4 0.6 5.3 1.5

Gross lending from private entities 0.0 -0.4 0.0 0.1 0.3 2.4 5.7 0.0 4.0

Grants 76.9 55.1 66.1 66.6 66.5 57.4 63.2 66.2 60.3

Budget grants 24.0 17.7 24.8 27.6 30.6 21.5 26.4 24.9 24.0

Project grants 52.9 37.4 41.3 39.0 36.0 35.9 36.8 41.3 36.4

Other net public inflows 12.1 14.1 10.9 12.1 11.4 12.2 5.8 12.1 9.0

Memorandum items:

Net flows from public sources 87.9 86.4 89.1 87.8 88.2 85.5 88.5 87.9 87.0

Gross flows from public sources 143.6 117.7 119.9 116.0 108.9 96.4 94.2 121.2 95.3

Budget-related disbursement 55.5 45.7 43.3 43.2 44.7 34.0 34.1 46.5 34.0

Project-related disbursement 88.2 72.0 76.6 72.8 64.2 62.4 60.2 74.7 61.3

Source: Staff estimates.

Table 5: Distribution of External Financing by Sector and Types of Flows

(In percent)

Estimates

Averages
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Random Effects

[1] [2] [3] [4] [5]

Lag Per capita Real GDP 0.036 0.039 0.040 0.021 0.021
(2.99)*** (2.97)*** (2.87)*** (2.96)*** (2.48)**

Infrastructure 0.090 0.087 0.071 0.084 0.084

(5.53)*** (5.85)*** (3.02)*** (4.47)*** (3.09)***

Governance index -4.009 -4.872 -4.568 -5.329 -5.329

(1.14) (1.39) (1.31) (1.65) (1.25)

Mineral -3.511 -3.405 -0.068 -0.068

(1.28) (1.28) (0.04) (0.03)

MDRI 3.157 3.699 3.699

(0.83) (1.10) (1.27)

Sao Tome and P. 26.725 26.725

(1.87)* (5.11)***

Constant -9.123 -9.129 -9.375 -6.902 -6.902

(2.04)** (2.07)** (2.06)** (2.08)** (1.92)*

Observations 101 101 101 101 101

Number of countries 18 18 18 18 18

R-squared 0.40 0.41 0.41 0.54 0.54

Sou rces:  Author's est imates.

Dependant variable: Real #et Long-term private flows per Capita

OLS

Table 15: Private capital flows determinants: OLS and Random Effects

Robu st t stat istics in paren thes es

* signi fi cant at 10%; ** significant  at 5%;  *** significant  at  1%
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[1 ] [2] [3] [4]

Lag Per  capita Real GDP 0.002 0.013 -0.002 -0.010
(0 .17) (1 .26) (0.20) (1 .35)

Log(popula tion) -0.074 -0.063 -0.006 -0.010

(3 .14)*** (2 .93)*** (0.58) (0 .80)

Governance index 0.168 0.207 0.196 0.181

(3 .79)*** (4 .72)*** (4.82)*** (4 .98)***

Ex-French colony -0.100 -0.057 -0.043

(3 .55)*** (2.49)** (2 .13)**

Sao Tome and P . 0.475 0.487

(2.88)*** (3 .06)***

MDRI 0.112

(4 .05)***

Constant 0.489 0.484 0.348 0.339

(6 .74)*** (6 .98)*** (8.27)*** (7 .58)***

Ob servations 126 126 126 126

Number  of  countr ies 18 18 18 18

R-squared 0.36 0.41 0.51 0.57

Sou rces:  Aut hor's est imates.

Robu st t st at isti cs i n paren thes es

* signi fi cant a t 10%; ** si gnificant  at 5 %;  *** significant  at  1%

Table 16: Public capita l flows dete rminants: OLS

Dependant variable: R eal # et Long-term public  f low s per  Capita
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OLS Random Effects

25% 50% 75%

[1] [2] [3] [4] [5]

Lag Per capita Real GDP -0.010 -0.007 -0.019 -0.019 -0.006

(1.35) (0.65) (3.57)*** (1.74)* (0.29)

Log(population) -0.010 -0.010 -0.013 -0.008 -0.009

(0.80) (0.55) (0.90) (0.63) (0.48)

Governance index 0.181 0.176 0.175 0.188 0.169

(4.98)*** (3.60)*** (6.21)*** (3.84)*** (2.54)**

Ex-French colony -0.043 -0.046 -0.031 -0.047 -0.045

(2.13)** (1.39) (1.41) (1.85)* (1.46)

Sao Tome and P. 0.487 0.480 0.363 0.476 0.868

(3.06)*** (4.63)*** (1.49) (2.08)** (3.30)***

MDRI 0.112 0.110 0.083 0.097 0.091

(4.05)*** (4.18)*** (3.71)*** (3.54)*** (2.63)***

Constant 0.339 0.328 0.316 0.360 0.389

(7.58)*** (5.34)*** (6.74)*** (6.60)*** (3.90)***

Observations 126 126 126 126 126

Number of countries 18 18 18 18 18

R-squared 0,57 0,57 0,25 0,27 0,38

Sources:  Author's est imates.

For quantile regression, bootst rapped  (with 500 replications) t stat istics in parentheses

Table 17: Public capital flows determinants: OLS, Random Effects and Quantile Regression

Dependant variable: Real #et Long-term public flows per Capita

Quantile Regression

* significant at 10%; ** significant  at 5%; *** significant  at  1%

Absolute value of t statistics in parentheses
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Figure 12. Marginal Effect of Governance as Real GDP per capita changes

(Dependant variable: Real Net long-term public flows)
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