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Table 1: Africa: Macroeconomic Indicators, 1990- 1998

Indicators 1990 1995 1996 1997 1998

1.    Real GDP Growth Rate 2.5 2.9 5.5 3.4 3.2
2.    Real Per Capita GDP Growth Rate -0.3 0.2 2.7 0.7 0.6
3.    Inflation (%) 17.0 33.0 25.1 13.7 12.0
4.    Investment Ratio (% of GDP) 22.0 20.0 18.9 18.7 20.0
5.    Fiscal Balance (% of GDP) -4.3 -3.0 -2.5 -1.8 -2.7
6.    Growth of Money Supply (%) 20.1 22.6 18.4 15.8 12.4
7.    Export Growth, volume (%) 4.8 9.2 8.1 4.4 -0.7
8.    Import Growth, volume (%) 4.8 7.3 3.2 7.9 4.8
9.    Terms of Trade (%) 5.0 -0.6 2.5 1.5 -5.7
10.  Trade Balance ($ billion) 7.1 -4.6 4.4 2.2 -11.4
11.  Current Account ($ billion) -8.9 -13.5 -4.4 -4.2 -19.0
12.  Current Account (% of GDP) -1.9 -2.7 -0.8 -0.8 -3.4
13.  Debt Service  (% of Exports) 21.9 23.0 22.2 18.8 22.5

Source: ADB Statistics Division and IMF.
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The African Economy in 1998
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Figure 1: Africa: Major Economic Indicators, 1990-1998
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Macroeconomic Policy
Developments
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Box 1: Africa and the Euro-Zone

Africa has traditionally had strong economic and business
ties with Europe which is the continent’s main trading part-
ner, buying 57 per cent of Africa’s exports and supplying
60 per cent of its imports. EU states are also the main source
of capital inflows — foreign direct investment and bilateral
aid. The introduction of the Euro on January 1, 1999, is set
to further deepen these relationships. Strong growth in Eu-
rope as a result of a stable Euro will boost Africa’s exports
and therefore growth. Faster growth in Europe will increase
the demand for Africa’s produce, which includes a variety
of primary agricultural and mineral commodities to Europe,
such as cocoa, coffee, oil and other minerals.

Europe is the principal source of investment flows to
Africa, mostly due to reasons of geographical proximity, his-
torical ties — most African countries are former colonies of
European countries — and recent trade agreements such
as Lomé, EU-Morocco and EU-Tunisia Trade Pacts, and
the on-going discussions between South Africa and the EU.
France and the UK are principal investors in Africa, account-
ing for 88 per cent of West European investment to Africa.
The development of a single financial market may push in-
vestment towards emerging markets, including Africa, as
European investors try to diversify beyond Europe’s single
borders. The currency area will create a much larger, deeper
and more liquid capital market, which should reduce the
costs of borrowing capital for those countries wishing to
raise Euro-denominated funds. It will also simplify the inter-
national payment mechanism by providing one foreign ex-
change rate where previously there were eleven.

The advent of the Euro has particular significance for
Franc Zone countries which, because of their special rela-
tionship with France, stand to benefit from increased trade
and investment. The establishment of a fixed parity link be-
tween the CFA franc and the Euro, via the existing link be-
tween the French franc and the CFA franc, may well have
positive implications for both trade and investment flows:
� An enlarged and dynamic EU market, which already

accounts for some 50 per cent of CFA Zone exports,
would increase the demand for Franc Zone products.

� The link with the Euro will mean a more stable CFA
exchange rate thereby reducing price volatility and in-
flation, encouraging increased foreign investment by

European companies and improving access to global
capital markets by broadening the freedom of capital
movement that already exists between the Franc Zone
and France to all EU states.

� A strong Euro should reduce the stock of debt of Franc
Zone countries, which is denominated in US dollars.

The main potential disadvantage of a fixed parity link
with the Euro is the relative appreciation of the CFA franc
that would occur should the Euro harden against other ma-
jor currencies such as the dollar and the yen. This could
have seriously adverse implications for Franc Zone export-
ers should competitor currencies depreciate against the
Euro. The CFA countries might find themselves struggling
to compete with lower-cost exports from developing coun-
tries with more competitive exchange rates. This is a par-
ticular danger in the light of the steep devaluation by Asian
economies in 1997/98.

To remain competitive while being tied to the Euro,
Franc Zone economies will have to ensure that inflation is
relatively similar to that in the EU and that similar rates of
productivity growth are achieved. If inflation rates exceed
those in the EU and productivity growth is significantly lower
— both of which are very real possibilities — the fixed link
with the Euro could undermine Franc Zone competitiveness
in global markets.

While a strong Euro would help reduce inflation in the
Franc Zone by keeping import costs down, it will tend to
encourage imports and discourage exports, which will im-
pact negatively on the trade and current account balances.

The emergence of the Euro as a major currency in
which foreign exchange reserves can be held has ramifica-
tions on reserve composition and on foreign exchange man-
agement by African central banks. At present the US dollar
is the main currency in which most central banks hold their
foreign exchange reserves. As the Euro gains ground to
become an international currency, African countries, given
their close trade relationship with Europe, are likely to diver-
sify their foreign exchange reserves. While such a diversi-
fication may not have apparent economic effects, it means
that African central banks need to prepare for it by strength-
ening their foreign reserve and portfolio management.
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Table 2: Africa: Balance of Payments Summary and Current Account Financing, 1990-1998
($ billion)

1990 1995 1996 1997 1998a/

Balance of Payments Transactions

Exports (f.o.b.) 104.7 115.0 125.7 129.6 117.8
Imports (f.o.b.) 97.6 119.6 121.2 127.4 129.2

Trade Balance 7.1 -4.6 4.4 2.2 -11.4

Net Services -8.9 -8.6 -6.7 -7.1 -8.6
Net Factor Income -22.5 -15.9 -17.1 -15.3 -15.5
Current Transfers 15.4 15.6 15.0 16.0 16.4

Balance on Current Accountb/ -8.9 -13.5 -4.4 -4.2 -19.0

Balance on Capital Accountc/ 15.5 2.0 5.8 3.6 7.0
Balance on Financial Accountd/ 1.7 12.3 4.3 -2.5 14.2

Current Account Financing
Current Account Balanceb/ -8.9 -13.6 -4.4 -4.2 -19.0
Capital Outflowse/ -14.2 -6.6 -12.2 -9.7 0.7
Financing Requirements 23.1 20.1 16.5 13.9 18.3

Non-Debt Creating Flows, Net 16.9 7.8 12.2 13.2 14.3
Capital Transfers 15.5 2.0 5.8 3.6 7.0
Direct Investment 2.7 4.9 5.7 8.0 7.2
Net Credit and Loans from IMF -0.6 0.7 0.5 -0.5 -0.4
Net External Borrowing 6.8 11.7 3.9 1.2 4.3

From Official Creditors -1.1 6.9 6.1 -2.9 3.0
From Banks 0.1 1.4 -1.3 -0.4 3.2

Notes: a/ Estimates.
b/ Current Account refers to trade balance, net services, net factor income, and current transfers

payments.
c/ Capital Account refers to capital transfers and acquisition/disposal of non-produced, nonfinancial

assets.
d/ Financial Account refers to direct investment, portfolio investment and other investment

transactions.
e/ Recorded asset transactions, which pertain mostly to export credits, and errors and omissions,
which are taken to be a measure of capital flight.

Source: Adapted from IMF Research Department, December (1998), and based on the methodology of the fifth
edition of the Balance of Payments Manual.
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Box 2: Global Financial Crisis: An African Perspective

In 1998, the world economy continued to suffer from the finan-
cial crisis that started in Asia, but later spread to other parts of
the globe. The impact of the global financial crisis on African
economies operated through two main channels: finance and
trade.

On the trade side, the main brunt of the financial crisis
was felt by energy and metal exporters, with oil exporters being
particularly hard hit by the 28 per cent fall in fuel prices.
Oil-exporter terms of trade deteriorated some 25 per cent dur-
ing 1998, reflecting weak demand and the steep fall in energy
prices. As a consequence, revenues from oil exports were down
25 to 30 per cent.  Although net oil-importing African countries
benefited from the falling import costs, overall the region was a
net loser in terms of output and revenue.

In particular, Africa’s exports to Asia - mainly minerals,
fuels and related material, which account for 38 per cent of
total African exports to Asia; food, beverages and tobacco, ac-
counting for 19 per cent; and crude materials excluding oil with
a share of 18 per cent- have suffered a decline. Between June
1997 and January 1998 copper prices fell 33 per cent, mainly
reflecting reduced demand in Asian markets with adverse im-
plications for countries such as Zambia which depend on cop-
per for foreign exchange earnings.

Also as a result of, among other factors, the depreciation
of Asian currencies, Africa’s export market share is under threat
from the intensified price competition in third markets for pri-
mary products arising from the Asian crisis. African countries
encounter fierce competition from Asian producers in key pri-
mary commodity markets such as cocoa beans, timber, rub-
ber, coffee and tea. In cocoa beans, Africa’s global market share
fell 20 percentage points between 1970 and 1993 while Asia
increased its share by virtually the same amount.  As a result of
the major depreciation of their currencies, Asian countries have
become even more price-competitive, increasing their exports
and export market shares at Africa’s expense.

On the finance side, the financial crisis has also led to a
reduction in net private capital flows to emerging markets as a
whole, estimated at about 30 per cent. Within Africa, South
Africa bore the brunt of the decline, with non-resident holders
of South African bonds pulling out of the foreign exchange market
as from the second quarter of 1998. Moreover, with several
countries forced to raise their interest rates to curtail capital
outflows, offshore borrowing in international capital markets will
become both more difficult and more expensive, especially in
countries like Egypt, Morocco and South Africa.

While South Africa, and to a lesser extent Egypt and Mo-
rocco, followed the trend in other emerging markets, many se-
curities exchanges in Africa avoided the worst of the financial
crisis and attracted investors for a substantial part of the year.
Sub-Saharan African equity markets, excluding South Africa,
declined by 14 percent compared to a 22 percent decline in
the IFC merging markets global index.

Although Africa is less integrated to the world financial
system compared with other regions, the crisis erupted at a
time when Asian investment flows to Africa, especially in tele-
communications, mining and energy, were beginning to in-
crease. For example, Telekom Malaysia recently bought a 30
per cent of its stake for $38 million in Ghana Telephone Com-
pany. And in South Africa, Telekom Malaysia also teamed up
with SBC Communications of the United States to form a joint
venture to buy a 30 per cent share in the state-owned Telkom
for $1.3 billion. However, as a result of the crisis, there is con-
cern that the economic crisis in Asia might cause Asia’s major
investors in Africa to look inward in an attempt to consolidate
their financial position and, hence reduce their business with
Africa. Overall, Africa remains vulnerable because FDI flows
to the continent are concentrated in primary commodity sec-
tors such as oil, minerals and metals, which have been par-
ticularly hard hit by the crisis.

As private capital comes to play a greater role in African
economic development, macroeconomic policy will have to
heed the lessons of the Asian crisis. Four main lessons stand
out in the financial sector:
� Sound debt management is paramount.  The Asian cri-

sis could prove beneficial to the extent that it encourages
sovereign states to pursue more disciplined debt policies
to safeguard their credit standing and minimize uncer-
tainty.

� Financial institutions must be strengthened. Asia’s recent
experience underscores the need for greater transparency
and effectiveness in supervising and regulating banks and
financial institutions.

� A weak, poorly supervised domestic financial sector can
have adverse repercussions on sovereign credit ratings
and national creditworthiness.

� The strength of local financial institutions and the ad-
equacy of regulatory supervision and transparency are
important for financial and macroeconomic stability.  In
this regard, Kenya, Nigeria, Uganda, Zambia and Zimba-
bwe have taken measures to close down some under-
performing financial institutions to prevent a systemic
banking crisis.
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Mobilizing Domestic Resources
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Redefining the Role of the State
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Box 3:  Linking Rural Communities in
Botswana

The Nata-Maun road project aimed at providing a
reliable and safe all-weather road linking eastern
Botswana to the North-West region (including the
Okavango Delta), and reducing road maintenance
and vehicle operating costs. The components of
the project included upgrading a 305 km gravel-
surfaced road, linking the towns of Nata and Maun,
into a two-lane all weather bitumen-coated road.
The road, originally planned to have a carriageway
of 6.7 m, has been constructed as a two-lane bitu-
men-surfaced road with 7.0 m carriageway and
1.0m sealed shoulders.

Despite an overall implementation delay of 15
months, the objectives of the project were, never-
theless, fully achieved, in part owing to adequate
project preparation  which minimized technical prob-
lems during implementation. Thus, road mainte-
nance and vehicle operating costs have been sig-
nificantly reduced. The road has provided reliable
and safe all-weather access between the two im-
portant towns (Nata and Maun) as well as the
Okavango Swamps. It has opened up the North-
West region, promoting its integration with the rest
of the country. It has also significantly  increased
traffic in response to the agricultural, industrial and
tourism opportunities in the North-West region, and
Maun has emerged as an important administrative,
social and economic pole. The road has provided
the catalyst for fast-paced socio-economic devel-
opment in the Maun area. These outcomes dem-
onstrate that the objectives of the project were
achieved.

The road serves a total population of 9,000
people in its immediate vicinity, as well as the popu-
lations in Maun (about 26,500) and Ngamiland
(about 94,000) to the North-West of Maun. The
project has enhanced women’s productive activi-
ties and the marketing of agricultural products and
other goods. Moreover, it has facilitated women’s
access to city markets and to health  facilities. The
project also defined measures to resolve potential
conflicts in road use among human settlements,
livestock and wildlife in the project area.

Source:  ADB (1997), Bank Group Annual Report.
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Box 4:  Helping Meet Electricity Demand in Cameroon

The Mope Dam project was designed to contrib-
ute to the socio-economic development of
Cameroon by meeting the electricity demand of
the interconnected southern grid till the year 2000
and regularizing the course of the Sanaga River
with an additional flow of 270 m3/s.

  The components of the project included: the
creation of a 3.2 billion m3 reservoir and the pro-
duction of additional 400 GWh of electricity per
annum. The Bank approved participation in the
project in 1985 with a loan of UA 10.62 million,
while total project cost at completion amounted to
UA 64.88 million. According to the Project Perfor-
mance Audit Report, despite slight modifications
to the project’s initial design and supplementary
works, project implementation started in 1985 and
was completed in 1988, with its components sat-
isfactorily implemented.

  With respect to performance, the objective
of meeting the country’s electricity demand by year
2000 and improving the productivity of SONEL
(Electricity Authority) staff and the rate of electric-
ity distribution in the country are already being met
The project has also made it possible to meet the
people’s electricity needs up to 1997, and, given

the current demand growth rate, the year 2000
target should be easily attainable.

  The project’s socio-economic impact is sat-
isfactory since its implementation has enhanced
the welfare of the people by facilitating their ac-
cess to electricity. For instance, two villages around
the dam area have been electrified and 190,474
additional connections have been carried out on
the southern network. These helped a few villages
to spring up next to SONEL’s base camp and eco-
nomic activities comprising fishing and craftsman-
ship now flourish in the area.

  The project has also had a positive impact
on women. The improved household access to
electricity has increased the use of electric appli-
ances and lightened women’s domestic chores.
Economically, the project contributed to the de-
velopment of productive activities generally under-
taken by women such as market gardening, fish
sorting, drying and smoking. The project’s envi-
ronmental performance was deemed satisfactory;
conditions laid down by the Bank for the protec-
tion of nature in the catchment area have made it
possible to reduce the project’s potential negative
impact.
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