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Table 1: Africa: Macroeconomic Indicators, 1996- 2001

Indicators 1996 1997 1998 1999 2000a/ 2001b/

1.    Real GDP Growth Rate 5.3 3.2 3.2 2.7 3.2 4.1
2.    Real Per Capita GDP Growth Rate 2.8 0.7 0.8 0.4 0.9 1.8
3.    Inflation (%) 27.0 14.1 11.2 12.0 12.7 10.2
4.    Investment Ratio (% of GDP) 18.1 18.2 20.2 20.4 19.9 20.3
5.    Fiscal Balance (% of GDP) -2.6 -2.7 -3.6 -3.4 -1.0 -1.3
6.    Growth of Money Supply (%) 18.7 17.5 14.2 17.9 13.4 10.9
7.    Export Growth, volume (%) 4.7 3.6 0.0 0.6 7.3 5.3
8.    Import Growth, volume (%) 2.5 6.8 4.7 2.6 4.8 5.1
9.    Terms of Trade (%) 4.8 0.6 -11.3 8.6 15.7 -5.8
10.  Trade Balance ($ billion) 4.8 2.2 -17.5 -10.4 11.4 2.9
11.  Current Account ($ billion) -5.3 -6.4 -24.6 -18.5 -2.0 -8.6
12.  Current Account (% of GDP) -1.0 -1.2 -4.5 -3.4 -0.3 -1.4
13.  Debt Service  (% of Exports) 22.9 19.2 20.4 19.3 16.2 20.6

Notes: a/ Preliminary estimates.
b/ Forecast.

Source: ADB Statistics Division and IMF.

Introduction

The African Development Report 2001 reviews Africa’s
current socio-economic performance and pros-
pects, and examines in-depth the issues and ele-
ments of fostering good governance in the conti-
nent. The issues and elements of fostering gover-
nance examined include politics, conflicts and cor-
ruption; economic and corporate governance; glo-
bal dimensions of governance; and Bank Group
Policy on governance. The Report also provides
the main economic and social statistics on Africa.

The Summary highlights the main aspects of the
Report.

The African Economy in 2000

After slowing to 2.7 percent in 1999, real GDP
growth in Africa recovered modestly to an esti-
mated 3.2 percent in 2000 (Table 1, Figure 1).
Rebounds in the region’s major economies, par-
ticularly the oil exporters, and the continued
strength in some of the smaller economies led
the recovery. Other factors that drove the recov-
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(a) Real GDP Growth and Real GDP Growth
Per Capita (Percent)

(d) Changes in Merchandise Trade (Percent)
and Terms of Trade

Figure 1: Africa: Major Economic Indicators, 1996-2000

(b) Inflation
(Change in Consumer Price Index, Percent)

(c) Revenues - Expenditures and Fiscal Deficits
(as % of GDP)

(f) Debt Service (as % of Exports)
and Debt Outstanding (as % of GDP)

(e) Current Account Balance
(In Billion of US$)
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ery include buoyant exports boosted by strong
international oil prices and progress with macro-
economic stabilization, structural adjustment and
governance. Twenty countries achieved growth
rates of between 3 and 5 percent compared to
fourteen in the previous year, while six countries
experienced recession. Although the number of
countries with negative growth declined to six
from eleven, the number with growth rates above
5 percent has been declining since the mid-1990s.
As a result, the growth trend for most countries
appears to be firmly established at 3.2 percent a
year (Table 1 and Figure 1a) — barely above the
rate of population growth.

The overall fiscal position for African coun-
tries showed a marked improvement in 2000 with
budget deficits of 1 percent of GDP compared
to an average of 3.5 percent in the previous two
years (Table 1 and Figure 1c). This reflects the in-
crease in oil export revenues as well as the im-
proved fiscal discipline of countries undertaking
stabilization and structural adjustment programs.
Overall inflation rates remained stable at about
13 percent in 2000 (Table 1 and Figure 1b).

Higher oil revenues also contributed toward
significant improvements in external balances with
the value of exports reaching $150 billion for the
first time. Export volume increased by 7.3 per-
cent—the highest in five years (Table 1 and Figure
1d). With exports volume growing faster than that
of  imports and with improved terms of  trade
for major oil exporters, the continent’s trade sur-
plus strengthened to $11 billion. Reflecting this
improvement and a smaller increase in net ser-
vices receipts, the current account deficit declined
from $18 billion or 3.4 percent of GDP in 1999
to $2 billion or 0.3 percent of  GDP in 2000 (Table
1 and Figure 1e).

Sectorally, growth in the industrial and services
sectors were the main contributors to output ex-
pansion in 2000. The two sectors recorded growth
rates of  4.4 percent and 4 percent, respectively,
from 3.1 percent and 3.3 percent attained in 1999.
The growing importance of tourism is a major
factor enhancing the contribution of  the services
sector in several African economies. Growth in
agriculture fell to less than 1 percent, a far cry from
10.6 percent attained in 1996. The main influences
on agriculture have been developments in global
commodity prices and the adverse weather con-
ditions in countries such as Ethiopia and Morocco.
Higher oil prices and constraints on production
capacity were the main factors influencing the
performance in the energy sector in key econo-
mies including Algeria and Nigeria. Sectoral policy
developments including privatization of  Zambia’s
state-owned copper company coupled with civil
war and conflicts in the main production areas of
Angola and the Democratic Republic of Congo
impacted adversely on mining output. With the
exception of South Africa, weak domestic de-
mand, rising costs of imported raw materials,
energy shortages and lack of  competitiveness
continued to undermine performance of  the
manufacturing sector.

Diverse Economic Performance

Following the rebound in oil prices, real GDP
growth in the ten major oil exporting countries—
Algeria, Angola, Cameroon, Congo Brazzaville,
Egypt, Equatorial Guinea, Gabon, Libya, Nige-
ria and Tunisia— averaged 4.7 percent, well above
the continental average of 3.2 percent (Figure 2).
African oil importers, however, faced a very dif-
ferent set of international economic pressures,
with the result that their GDP growth averaged
only 2.7 percent in 2000. Oil importers were hit
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hard by higher energy costs, weak non-fuel com-
modity prices, droughts and adverse weather con-
ditions. In some countries erratic macroeconomic
policies and poor governance undermined eco-
nomic performance.

The sharp drop in prices of robusta coffee
slowed export growth in Kenya, Uganda, and
Tanzania, while in Ghana and Côte d’Ivoire, ex-
ports were constrained by weak cocoa prices.

Despite this, Tanzania and Uganda maintained their
recent impressive growth performance benefit-
ing from an improved policy environment and
donor support. Côte d’Ivoire was pushed into
recession by the combination of  increased energy
costs, weak beverage prices, poor domestic poli-
cies and political uncertainty.

  Amongst the metal producers, Zambia ben-
efited from higher copper prices and the success-

Real GDP Growth Rates, 1996-2000: Africa, Net Oil 
Exporters and Importers
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ful, if belated, privatization of the Zambia Con-
solidated Copper Mines (ZCCM). Botswana
maintained its impressive growth with GDP in-
creasing 7 percent in 2000 after a 9 percent rise in
1999. Strong international demand for diamonds
increased foreign direct investment and a com-
petitive currency offset the flood damage suffered
by the farming sector early in the year. In the
Democratic Republic of  Congo, higher output
of copper and cobalt were not enough to offset
the damage to the other sectors of the economy
caused by the civil war.

  Growth in a number of agricultural coun-
tries slowed under the impact of adverse climatic
conditions. Agricultural output was adversely af-
fected by drought in Eastern and Northern Af-
rica with Ethiopia, Eritrea, Morocco and Tunisia
suffering some of  the worst setbacks. In Mo-
rocco, although agricultural output contracted by
more than 15 percent, growth in the other sectors
of  the economy, particularly manufacturing and
the services sector cushioned the impact on the
economy. In the first quarter of  2000, Cyclone
Eline caused widespread damage to agriculture
and infrastructure, including roads and railways,
in parts of Southern Africa, with Mozambique
being the worst affected. In Mozambique, growth
slowed from the 10 percent average for the three
previous years to 7 percent, while inflation esca-
lated sharply and the currency depreciated.

In conflict countries, growth rates averaged
2.8 percent, lagging behind the overall regional
growth, although much higher than the average
of  1 percent recorded in the previous three years.
Nevertheless, per capita income among this group
of countries is two and half times below that of
the continental average. Output growth in South
Africa, the region’s largest economy, accelerated
from 2 percent in 1999 to 3.1 percent in 2000
reflecting stronger expansion in agriculture and

manufacturing and increased earnings from plati-
num, now the country’s chief  export, having over-
taken gold and diamonds.

Central Africa experienced no growth in 2000
though this represented a significant recovery from
a contraction of 4 percent in 1999. The recovery
was made possible by a strong performance by
oil exporters in the region whose revenues were
boosted by the buoyant prices on the global mar-
ket in 2000, which more than offset the slow-
down in conflict countries. The sub-region’s cur-
rent account deficit as a percentage of GDP de-
creased slightly from 6.2 percent in 1999 to 4.2
percent in 2000 just as its fiscal deficit fell to 2.9
percent of GDP in 2000 from 6.2 percent in
1999. There was also a marginal decline in its ex-
ternal debt from $38.16 billion in 1999 to $34.17
billion (or 128.6 percent of GDP) in 2000.
Though money supply remained modest at 8.9
percent in 2000 compared with 8.3 percent in
1999, inflation accelerated to 28.4 percent from
17.6 percent in 1999.

Eastern Africa recorded the second highest
growth rate in 2000 at 3.8 percent, down from
4.5 percent in 1999. Growth was constrained by
the aftermath of  the terrorist attacks that seriously
damaged the economies of  Kenya and Tanzania
in 1998, and the drought that affected the whole
region. However, increased tourism earnings, re-
mittances, and net transfers helped to reduce East
Africa’s current account deficit in 2000 to $3.09
billion or 7 percent of  GDP. Though external debt
has reduced from $35.73 billion (82.9 percent of
GDP) in 1999 to $30.89 billion (70.9 percent of
GDP) in 2000, it remains a severe constraint on
growth and development and no fewer than 8
of the 11 countries in the sub-region are classified
as HIPCs. While money supply fell from 11.7
percent in 1999 to 10.6 percent in 2000, the infla-
tion rate rose slightly to 5.3 percent from 5.2 per-
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cent in 1999. Budget deficit remained modest by
African standards, averaging 2.5 percent of GDP
in 2000 – unchanged from its 1999 position.

In 2000, Northern Africa at 4.1 percent re-
corded the highest economic growth rate among
the five sub-regions of Africa, up from 3.8 per-
cent in 1999. This slightly higher growth reflected
higher growth rates across the region (made pos-
sible by higher international oil prices), except in
Tunisia. Northern Africa’s current account balance
swung from a deficit of $2.51 billion in 1999 to a
surplus of $3.32 billion (1.7 percent of GDP) in
2000, the highest in almost a decade. Its foreign
debt fell in line with this improved current ac-
count situation, from 70 percent of GDP in 1992
to 40 percent in 2000. With monetary expansion
at 11.6 percent in 2000, the inflation rate, which
was 22.1 percent in 1996 declined to 5 percent in
2000. The sub-region’s budget deficit had stayed
below 2 percent of GDP since the mid-1990s
and in 2000, the region came close to achieving a
balanced budget.

Southern Africa recorded a growth of 2.6
percent in 2000, up slightly from 2.1 percent re-
corded in 1999. This less than expected growth
rate was due to the devastating floods which hit
parts of the region early in 2000, and the effects
of the deteriorating economic situation in Zim-
babwe. The sub-region’s current account balance
improved from a deficit of $3.32 billion (2.1 per-
cent of GDP) in 1999 to $1.35 billion (0.83 per-
cent of GDP) in 2000. The combined effects of
the persistent current accounts deficits and insuf-
ficient foreign investments caused the sub-region’s
external debt to steadily increase between 1994
and 2000, reaching $68.47 billion or 42 percent
of  GDP. With money supply remaining virtually
unchanged at 12 percent in 2000, inflation fell
from 30.3 percent in 1999 to 23 percent in 2000.
Increased fiscal discipline paid off as budget defi-

cit declined slightly from 2.8 percent in 1999 to
2.6 percent in 2000 in Southern Africa.

Western Africa grew at 3.1 percent in 2000
from 2.8 percent the previous year. Higher growth
was spurred by a sharp rebound in Nigeria, the
largest economy in the region and the continent’s
largest energy exporter, as well as by continued
strength in smaller economies in the CFA zone.
The current account deficit as a percent of GDP
fell significantly from 8.32 percent in 1999 to only
1.9 percent in 2000. However, the sub-region’s
external debt burden remains very high, record-
ing 91 percent of GDP in 2000. Both money sup-
ply and inflation continued their downward trend,
reaching 16.5 percent and 3.3 percent, respectively
in 2000. High oil revenue in Nigeria was able to
offset the effects of political instability and high
defence spending in the sub-region hence the fis-
cal balance as a percentage of GDP improved
from a deficit of 6.1 percent in 1999 to a surplus
of 2.1 percent in 2000.

External Trade and Finance

A remarkable feature of  Africa’s balance-of-pay-
ments at the beginning of the new millennium
was the 25 percent increase in merchandise ex-
ports, which reached the $150 billion mark for
the first time. The bulk of this export expansion
was restricted to the oil exporting nations, reflect-
ing terms-of-trade gains more than volume
growth. Export volumes were estimated to have
increased by 7.3 percent, while import volumes
rose by 4.8 percent. However, the region’s terms-
of-trade improved by an estimated 15 percent,
while some of the major oil exporters, such as
Algeria and Nigeria, improved by as much as 50
percent. Consequently, Africa’s trade surplus
strengthened to $11 billion or 1.3 percent of
GDP. Oil producers recorded trade surpluses of
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more than a quarter of GDP compared to only
7 percent of GDP during the oil crisis of 1998.
Also, Africa’s current account deficit declined dra-
matically to only $1.96 billion in 2000 (0.3 percent
of GDP), from $18.6 billion (3.4 percent of
GDP) in 1999, with major oil exporters and South
Africa accounting for the improvements.

In 2000, two major policy initiatives that are
likely to affect Africa’s export prospects came into
effect. First, the European Union and the Afri-
can, Caribbean and Pacific States Group (ACP)
of countries reached agreement on a successor
arrangement to the Lomé Convention. This agree-
ment sets out a framework for a new 20-year
partnership between the EU and the ACP Group.
Similarly, the Africa Growth Opportunity Act,
which was designed to improve trade and invest-
ment opportunities between the US and selected
low-income African countries, was approved.
These initiatives are important, as market access
needs to improve for exports of African coun-
tries. It is estimated that since the 1970s Africa’s
agricultural exports have lost some $70 billion in
market share due to inefficiency and protection-
ism by its major trading partners. Agricultural sub-
sidies in the developed countries cost some $300
billion a year or about 100 times current aid levels
to Africa.

The region’s net reserves increased by some
$14 billion in 2000. Net external financing to the
region declined from $27.3 billion in 1999 to $26.3
billion in 2000. While capital transfers increased
from $5.4 billion to $8.3 billion (53 percent) be-
tween 1999 and 2000, foreign direct investment
declined marginally by 5 percent to $9.3 billion.

The continent’s debt stock also declined mar-
ginally from $337.2 billion in 1999 to $334.3 bil-
lion in 2000. This was made up of $38.9 billion
of  short-term obligations and $295.3 billion long-
term. This maturity structure is explained by the

preponderance of official borrowing - some 70
percent of  Africa’s debt is owed to official credi-
tors. Only 12 percent was owed to banks and
financial institutions in 2000 and the balance of
18 percent to other private creditors. With GDP
increasing while the debt stock declined, Africa’s
total debt to GDP ratio fell from 61.4 percent in
1999 to 58 percent in 2000. Similarly, improve-
ment in the region’s export meant that the ratio
of foreign debt to exports of goods and ser-
vices decreased significantly from 225.3 percent
to 182.6 percent over the same period. Despite
this, in many countries the present value of debt
as a proportion of exports of goods and ser-
vices exceeds 200 percent. Indeed, large foreign
debt and high interest rates have combined with
adverse terms of  trade to make debt service pay-
ments simply unmanageable for many countries,
which is why 31 African states are now classified
as Heavily Indebted Poor Countries.

After an impressive upswing in 1999, African
Stock markets declined in the year 2000. Market
capitalization declined somewhat to $240 billion
from $249 billion recorded in 1999, though this
figure was distorted somewhat by the strength
of  the dollar. By the end of  December 2000, only
the Tunisian and Nigerian Stock Exchanges kept
ahead of  the surging dollar. Tunisia was up 50
percent and Nigeria 30 percent, while in contrast,
the capitalization of the Ghanaian market, rose
15 percent in Cedi terms, but fell 40 percent in
dollar terms. The Johannesburg Stock Exchange
(JSE), which accounts for 89 percent of regional
market capitalization, saw the value of its market
plunge from $245 billion in January 2000 to $213
billion in December 2000. The decline was against
a background of relatively strong economic fun-
damentals, reflecting the strength of the dollar
along with concerns over regional stability, ema-
nating from the Zimbabwean crisis.
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Macroeconomic Policy
Developments

Macroeconomic strategy in most African coun-
tries emphasizes restrictive monetary and fiscal
policies to achieve internal and external balances
as well as structural, institutional and governance
reforms in order to provide a conducive envi-
ronment for private sector-led growth. In 2000,
Africa’s overall budget deficit declined to one
percent of GDP from an average of 3.5 percent
in the previous two years. Higher oil revenues in
the major oil-exporting countries, as well as con-
tinued fiscal restraint in some of the smaller econo-
mies drove this improvement.

Broad money supply growth slowed to 13.4
percent in 2000 from 17.9 percent in 1999 and
18.7 percent in 1998. More than thirty countries
recorded money supply growth below the regional
average. Although the region’s average inflation
rate of 12.7 percent was only marginally higher
than in 1999, it was almost four times lower than
the peak reached in 1994 as restrictive fiscal and
monetary measures outweighed higher energy
costs. Consumer prices remained subdued with
forty countries registering single digit inflation rates
with the median inflation rate for the 53 African
countries being less than 5 percent.

Almost all African currencies depreciated to
some extent during 2000, though this was partly
explained by the strength of the US dollar in glo-
bal financial markets. In Egypt, for example, the
exchange rate was allowed to depreciate gradu-
ally, declining an estimated 5.1 percent over the
year. The Nigerian naira, on the other hand, expe-
rienced a sharp depreciation in 2000 despite higher
oil export earnings, higher foreign remittances, and
a relatively lower inflation rate.  This was attrib-
uted to large net outflow of  short-term capital to
finance imports. The gap between official ex-

change rate and the parallel market rate remained
high at about 10 to 15 percent.

The South African rand also experienced in-
creased volatility, losing almost 20 percent of  its
value against the US dollar due to the dollars’
strength and the contagion effect of the deterio-
rating political situation in Zimbabwe. The CFA
franc, which depreciated against the dollar by 14
percent in 1999, weakened further as a direct re-
sult of the slide in the Euro to which the Franc
Zone currency is linked through its peg to the
French franc. The European Central Bank raised
interest rates partly to shore up the Euro, which
hit record lows against the dollar.

Sectoral Developments

Agriculture dominates most African economies
(South Africa and Mauritius being the major ex-
ceptions), employing about two-thirds of the
region’s total labor force and accounting for about
one-third of  GDP and one half  of  exports.
Agriculture’s value-added in Africa’s GDP was 17
percent in 2000, compared with 50 percent for
the services sector and 33 percent for the indus-
trial sector. Agriculture’s low value-added reflects
the inefficient nature of agricultural production,
with a high dependence on rain-fed farming and
limited use of  fertilizers and modern inputs. In
2000, agriculture grew by a mere 0.6 percent,
down from 1.1 percent recorded in 1999. But
the performance of  agriculture is central to food
security and poverty reduction since the majority
of  the region’s poor live in rural areas. During the
year, food security in the region was seriously
threatened, as many countries, particularly in East-
ern Africa, were unable to meet production tar-
gets. The number of  people facing food short-
ages is estimated to have risen from 19 million in
1999 to 28 million in 2000.
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With two thirds of agricultural export earn-
ings derived from only six commodities—cocoa,
coffee, cotton, sugar, tobacco and tea—African
economies are largely dependent on a narrow
range of  export crops. Coffee and cocoa ac-
counted for over half of total export earnings in
the mid-1990s. While some agricultural exports
(cotton, rubber and tea) enjoyed significant price
recoveries in 2000, others (coffee, cocoa and to-
bacco) experienced further major declines. The
commodity that suffered most from global price
declines in recent years is cocoa whose price fell
to a 30-year low in the first quarter of 2000 when
the prices were a third of  their early 1999 levels.
With an output of 1.25 million tonnes or 42.5
percent of global production, Côte d’Ivoire was
severely affected—followed by Ghana, which
produces 410,000 tonnes.

 Growth in the industrial sectors averaged 4.4
percent in 2000, up from 3.1 percent in 1999. One
of the most significant problems facing African
economies remains the difficulty of increasing the
share of manufacturing output in overall growth.
Estimates indicate that growth in manufacturing
value-added (MVA) slowed from 5.7 percent in
1998 to 4.1 percent in 1999 and 2.7 percent in
2000. Excluding South Africa, MVA growth is
estimated at only 1.7 percent in 2000, while sub-
Saharan Africa’s share of  global MVA was only
0.4 percent— unchanged for four years—and
compared to 23.6 percent in other developing
economies. Africa’s share of  manufactured ex-
ports, excluding South Africa, was 0.2 percent in
1995 and is reckoned not to have changed since
then.

  Apart from the slow growth of manufac-
turing activity and its insignificant share of total
exports, the distribution of manufacturing activ-
ity in the region is extremely skewed. In sub-Sa-
haran Africa, South Africa accounts for 54.5 per-

cent of  MVA with the other significant players
being Côte d’Ivoire with 4.7 percent, Cameroon
(4.6 percent), Zimbabwe (3.8), Nigeria (3.7), Kenya
(2.4), Mauritius (1.7) and Ghana with 1.6 percent.

Mining continues to be a significant source of
foreign exchange in many African countries and
indeed drives economic performance in mineral-
dependent states like Botswana, Namibia, Zam-
bia and the DRC. It has long been accepted that
Africa’s mining output falls well short of  its real
potential, reflecting a scarcity of capital. Thus, while
many African countries are well endowed with
mineral deposits, their significance in the world
market is diminishing. For example, in 1976, Af-
rica accounted for 61 percent of world gold out-
put but by 2000 its share had slumped to 23 per-
cent—largely reflecting the decline in South Afri-
can production, whose share of world output has
fallen to only 18.5 percent. Ghana, Africa’s sec-
ond largest producer, accounts for just 3 percent
of  world output while Zimbabwe’s market share
is only one percent.

In 2000, developments in global prices for
metals varied considerably with price of gold sta-
bilizing while the prices of other metals recov-
ered. Gold-dependent countries—Ghana, Mali,
Zimbabwe, South Africa and, increasingly, Tan-
zania — all suffered as a result. Although many
African countries are significantly endowed with
a limited range of mineral ores, they usually lack
the other inputs required for the development of
a strong and broadly-based metals industry. Ac-
cordingly, integration is essential for the develop-
ment of an industrial base that will attract mining
investment. In the absence of such industrial inte-
gration the fortunes of mining-dependent econo-
mies will continue to depend on the vagaries of
the unstable global metal markets.

 Crude oil prices increased from an average
of $18 per barrel in 1999 to average $28.5 per
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barrel in 2000, with divergent impacts on African
economies – net oil exporters benefiting against
net oil importers. Apart from output increases in
oil-producers, a number of credible exploratory
activities in West and Central Africa, particularly
offshore, suggest that more discoveries of  oil and
gas are likely in the near future. Substantial new
discoveries of oil have been made in Angola, where
an estimated 1.35 billion barrels of oil were dis-
covered in 1999—the third highest in the world
after Iran and Saudi Arabia. Although crude oil
remains the dominant source of revenue in the
energy sector, the energy resources of  Africa are
immense; they include natural gas, coal, nuclear,
tar sand, hydro-electricity, geo-thermal, bio-mass,
solar, wind and other renewable energy resources.

In a number of  African countries, services are
the fastest growing sector of  the economy. In the
early 1990s, financial services, transport and dis-
tribution were the leaders but more recently, tour-
ism and telecommunications have attracted in-
creased interest and investment, especially in tele-
communications, due to privatization. In 2000, the
sector grew by 4 percent compared to 3.3 per-
cent the previous year.

In North Africa tourism plays a vital role not
only in Egypt, which has a long tradition of  at-
tracting tourists to its pyramids and other ancient
Egyptian monuments, but also in Morocco and
Tunisia. These three countries are the largest mar-
kets for tourism in North Africa, accounting for
more than 99 percent of  the region’s tourism rev-
enues. East Africa is also a major tourist destina-
tion, with the industry leaders being Kenya,
Uganda, Tanzania, Mauritius, and Seychelles.
Kenya, Tanzania, Uganda and Mauritius, account
for an overwhelming share of  the sub-region’s
tourism revenues. Total tourism receipts from
these countries increased steadily from $1.2 bil-
lion in 1995 to $1.6 billion in 2000, though Kenya

suffered a setback in the wake of the terrorist
bombings that killed and maimed scores of people
in 1998.

While tourism continues to dominate the ser-
vices sub-sector, there is significant expansion of
the Information and Communications Technol-
ogy (ICT) in a number of  countries – though
dominated by South Africa. To boost productiv-
ity and increase competitiveness, African econo-
mies must develop and exploit the knowledge
revolution. Its ability to do this depends, how-
ever, on increased investments in physical infra-
structure and skills and technology development.
Also, apart from capacity and institution building
programs, Africa must forge strategic alliances
with foreign partners as well as formulate a sup-
portive, robust and appropriate public policy en-
vironment for e-business.

The Medium-Term Outlook

In 2001, the African economy is forecast to grow
by 4.1 percent, while real per capita income is to
increase by 1.8 percent. This forecast is conditioned
on stronger expansion in South Africa, steady
growth in the other larger economies and the con-
tinued strength of  some of  the continent’s smaller
economies. Even in conflict countries, growth is
expected to accelerate significantly from 2.8 per-
cent in 2000 to 4.8 percent in 2001 following the
end of the war between Ethiopia and Eritrea and
improved peace prospects in some other conflict
areas, particularly the Democratic Republic of
Congo. However, the conflict situations in Guinea,
Liberia and Burundi remain uncertain and may
undermine this optimistic outlook somewhat.

Furthermore, Africa’s growth will continue to
be shaped by developments in commodity prices
and export market performance. Continued re-
covery in prices of non-fuel commodities, espe-
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cially industrial metals, is expected in 2001, reflect-
ing stronger growth in the EU, though this will be
offset to some extent by a weaker US economy,
and ongoing sluggishness in Japan. The post-Lomé
Convention Partnership Agreement between the
EU and the African, Caribbean and Pacific Group
of  States (ACP), and improved African access to
the US market through the Africa Growth and
Opportunity Act (AGOA), should also boost re-
gional export expansion. Higher growth rates in
Africa in the medium to long term also depend
on the continued commitment of governments
to economic reform programs. Inconsistent and
delayed responses to reform initiatives put pres-
sure on governments to adopt more short-termist
policies, especially when economic and political
reforms are undertaken in tandem.

Despite the brighter economic outlook for
the continent, the fact remains that the expected
recovery still falls far short of what is needed to
improve the living conditions of millions of Af-
ricans and sustain the region’s structural transfor-
mation. This will require increased domestic in-
vestment; the promotion of broad-based growth
through mobilizing domestic and foreign re-
sources for development; and tackling issues re-
lated to human development, particularly HIV/
AIDS.

Fostering Good Governance in
Africa

Governance is now one of the cornerstones of
economic development. Good governance, in its
political, social, and economic dimensions, under-
pins sustainable human development and the re-
duction of poverty in that it defines the processes
and structures that guide political and socio-eco-
nomic relationships. Governance can be seen as

the exercise of economic, political and adminis-
trative authority to manage a country’s affairs at
all levels. It comprises the mechanisms, processes
and institutions through which citizens and groups
articulate their interests, exercise their legal rights,
meet their obligations and mediate their differ-
ences. Good governance is, among other things,
participatory, transparent and accountable. It is also
effective and equitable. And it promotes the rule
of  law. Good governance ensures that political,
social and economic priorities are based on broad
consensus in society and that the voices of the
poorest and the most vulnerable are heard in de-
cision-making over the allocation of development
resources. Poverty reduction programs are very
often undermined by conflicts, a lack of  public
accountability, corruption, and the exclusion of
beneficiaries in the program processes.

  Several factors have combined in recent years
to give new impetus to the issue of governance in
the development debate. Pervasive corruption for
example weakens government’s ability to func-
tion effectively and severely detracts from the eq-
uity goal in the provision of  public services. An-
other driving force has been the rise of pro-de-
mocracy movements on the continent demand-
ing good governance and more responsive forms
of government, as has the rising disquiet over the
cost of  corruption in terms of  both domestic
and external resources. Similarly the unparalleled
increase in globalization and its even stronger im-
peratives for sound domestic policy environment
and economic management have been the moti-
vating factors behind the quest for good gover-
nance. The challenge for all societies is to create a
system of governance that promotes, supports
and sustains human development - especially for
the poorest and most marginal.
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Building the Political Context for
Development

The issues of politics, conflict and corruption are
closely interrelated with each other as well as with
the issues of development and poverty reduction.
While good politics foster economic development
and social cohesion, and reduce corruption, bad
politics breed corruption, retard socio-economic
development and may lead to civil conflicts and
wars.

Good politics can be looked into with refer-
ence to three axioms. The first axiom is citizcitizcitizcitizcitizens’ens’ens’ens’ens’
infinfinfinfinfluence and oluence and oluence and oluence and oluence and ovvvvvererererersightsightsightsightsight, which relates to the
means available for individual citizens to partici-
pate in the political process and to hold their gov-
ernors accountable for their decisions and actions.
The second axiom is responsive and respon-responsive and respon-responsive and respon-responsive and respon-responsive and respon-
sibsibsibsibsible leaderle leaderle leaderle leaderle leadershipshipshipshipship, which refers to the attitudes of
political leaders toward their role as public trust-
ees and their adherence to the rule of law and
their readiness to share information with citizens.
The third axiom is social reciprocitiessocial reciprocitiessocial reciprocitiessocial reciprocitiessocial reciprocities, which
refer to the degree to which citizens or groups of
citizens treat each other in an equal fashion, and
how far such groups demonstrate tolerance of
each other in the pursuit of  politics. It also speaks
of how far the different groups in a country are
capable of transcending the boundaries of reli-
gion, kinship, ethnicity, and race.

These three axioms are interlinked. If citizens
have no influence and oversight and the political
leadership is irresponsible and not responsive to
the voice of the people, the environment will be
ripe for political instability, underdevelopment,
corruption and socio-economic decay. Non-ad-
herence to the axiom of social reciprocities –
where social groups and their leaders are inca-
pable of transcending the boundaries of religion,
kinship, ethnicity, or race – is a recipe for violent

conflicts and civil war. With this framework in the
background, the Report examines Africa’s record
with reference to the political environment, the
prevalence of corruption and the incidence of
conflicts. The Report also explores the measures
that need to be taken in order to establish partici-
patory democracy in Africa with the aim of build-
ing the political foundation of socio-economic
development, reducing corruption and promot-
ing social cohesion.

Since independence, African countries have
experienced widely differing forms of  political
governance, ranging from extreme totalitarianism
to liberal democracy. The attributes of  the politi-
cal leadership and the state with respect to the
overall economic management, rule of  law, and
respect for private property have been influenced
significantly by the prevailing political governance
regimes. Box 1 provides some insights on the ques-
tion of political leadership in Africa and its evolv-
ing nature in an era where economic reforms and
democracy are becoming the norm.

Civil wars and armed conflicts have figured
prominently in the political history of Africa. Start-
ing with the early days of independence when the
accent was on nation building and socio-economic
transformation, Africa experienced various forms
of  institutions and strategies. While an enduring
stability emerged in some countries a good many
encountered civil strife and conflicts generated by
dissatisfactions with the economic, social and po-
litical arrangements. According to the Organiza-
tion of  African Unity (OAU), 26 African conflicts
took place from the establishment of the organi-
zation in 1963 to the end of 1998. Some of the
world’s longest civil wars were in Africa (Ethio-
pia, Mozambique and Sudan) and some older civil
wars are still raging. All in all, 474 million Afri-
cans, representing 61 per cent of the population
of  the continent, were affected by these conflicts.
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Leadership Transitions, Risk and Behavior

Political economy offers a theory of micro-level behavior
in which an overly-cautious or corrupt leader attempts
to maximize his utility under conditions of personal and
political uncertainty. A leader’s intertemporal choices in-
clude future events with a present value, which one
can calculate by using a political discount rate. That rate
of discount rises with risk and uncertainty. When an
outcome is doubtful over time, it makes sense to mark
down its present value.

The probability of leaving office and the likely mode
of exit are two factors that plausibly affect African lead-
ers’ intertemporal risk estimates, which, in turn, may in-
fluence the way they exercise power. Table 1 summa-
rizes how independent Africa’s 180 leadership succes-
sions took place. By far the most common means for
African leaders to lose power is through a coup d’état or
similar extra-constitutional event. Between 1963 and
2000 over 200 regimes ended with a coup, civil war or
invasion. The large proportion of coups can be con-
strued as a sign that leaders in Africa typically employ
high political discount rates. High political discount rates
are also a possible explanation for the extensive and
destructive political corruption seen in Africa.

At the same time, Africa is famous for leaders with
long tenure. Fourteen present national heads in the re-
gion have been in office for between ten and 20 years;
nine have served more than 20 years. The mean tenure
for all former African leaders is 7.2 years, and about
twice that for leaders who died in office or retired. For
comparison, European national leaders served an aver-

age of 3.2 years over the past four decades, with Fin-
land having the shortest average duration and Luxem-
bourg the longest. At first, the relative lack of turnover
would seem to contradict the hypothesis that the politi-
cal environment for leaders is unstable or insecure. Yet,
another interpretation is plausible. In the field of finance,
risk is associated with volatility. The same may be true in
politics. For the individual ruler who wants to weigh his
prospects of retaining power, the average term of of-
fice may be a less meaningful statistic than is the varia-
tion around the mean. As an indication of how much
volatility exists, three recently independent countries
have had no leadership transitions. Another 11 coun-
tries have had just one transition since independence.
At the far end of the spectrum, Nigeria has had 11 tran-
sitions and Benin has had 12.

The rational leader also needs to anticipate what
may happen to him were he to lose power. Of the 101
past leaders who left office due to a coup or similar
unauthorized event, roughly two-thirds were killed, im-
prisoned, or banished to a foreign country. Twenty-
seven former rulers died violently, counting five whose
deaths appear to have been independent of a coup or
coup attempt. The remaining 22 leaders in this category
clearly perished as a direct result of coups. Of Africa’s
overthrown leaders who were not executed or assas-
sinated, 37 were detained and held in jail or placed un-
der house arrest. Twenty-nine other ex-leaders were
forced into exile, at least temporarily. That figure does
not include nine ex-leaders who experienced periods
of both imprisonment and banishment. Some rulers may
look for reassurance in the region’s declining rate of

Table 1: How Leaders Leave Office in Africa, 1960-1999

Number of Incidents
1960-69 1970-79 1980-89 1990-99 Total Mean Time in Office

Years

Overthrown in coup, war or invasion 27 30 22 22 101 5.7
Die of natural or accidental causes 2 3 4 3 12 11.7
Assassination (not part of coup) 1 0 1 3 5 7.8
Retire 1 2 5 9 17 11.7
Lose election 0 0 1 12 13 14.8
Other (interim or caretaker regime, 6 8 4 14 32 1.2
 impeachment)
All regime transitions 37 43 37 63 180 7.2

Box 1: Political Leadership and Economic Reforms in Africa
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coups. The rate of military takeovers has dropped
steadily, falling from 0.087 per country year in the 1960s
to 0.046 per country year in the 1990s. So, the region-
wide probability of being overthrown is currently about
half what it was in earlier years.

There is little doubt, therefore, that holding high of-
fice in Africa poses acute risks. To what extent do those
risks affect leaders’ behavior, specifically their behav-
ior in the areas of economic reform and corruption?
That question is difficult to answer fully without detailed
case studies of the individuals’ involved, but aggregate
data may give us clues about how these leaders con-
duct themselves. Low-risk environments would tend to
produce more reform-minded leaders. Table 2 provides
some evidence that such may be the case in Africa. A
correlation exists between the hazards of leadership
and the degree of economic freedom. Leaders in the
so-called “mostly free” countries were the least likely to
be overthrown, killed, arrested, or exiled. Leaders in the
mostly unfree and repressed countries, by contrast,
experienced a greater number of negative outcomes.
Correlation does not prove causation, especially in mak-
ing inferences about micro-level behavior based on
macro-level data, but the results are consistent with
political economy theory. Low political risk and economic
reform seem to go together in Africa. The predicament
facing any individual national leader is that the payoffs
to most economic reforms lie in the future, but he also
has to hold on to power now. An insecure power base
is likely to encourage either reckless gambling for imme-
diate returns or highly cautious strategies to preserve
political capital; it is unlikely to promote measured ac-
tions to obtain long-range returns.

Democratization and Improved Leadership

Better leadership is not the cure-all for Africa’s lack of
development, but it would be an important step in the
right direction. Political economy theory also suggests
that one solution to poor leadership is to make the politi-
cal environment less hazardous. A safer environment
would reduce the incentives to engage in political mis-
behavior and, in principle, encourage responsible and
forward-looking activity. In this context, Africa’s recent
moves toward democracy and competitive elections
are reasons for hope. Since 1982, 13 incumbents have
been turned out of office by voters – accounting for
about one-sixth of the leadership transitions in the l990s.
The threat of losing an election also may account for
the increasing rate of leader retirements – nine in the
l990s versus only eight in the previous three decades.

Democratization appears to be altering the out-
comes of the many coups that still occur. In the past, the
new heads of military juntas often declared themselves
permanent leaders (sometimes after doffing their uni-
forms and becoming “civilians”). Now, it is becoming the
norm for coup leaders quickly to organize internation-
ally acceptable elections. More importantly, the people
of Côte d’Ivoire have demonstrated the consequences
of failing to honor the election results afterwards. Afri-
can elections have not yet produced marked beneficial
effects. Still, the rise of orderly political competition does
offer hope for encouraging African leaders to act posi-
tively and redress decades of oppression and eco-
nomic decline.

Table 2: Hazards of Leadership, by Economic Policy Category

Policy category (1995-2000) Leaders Leaders Leaders Leaders
overthrown Killed Arrested Exiled

Mostly free countries 1.0 0.2 0.2 0.5
Mostly unfree countries 2.5 0.6 1.0 0.7
Repressed countries 1.5 0.5 0.6 0.6

Note: The economic policy categories are based on the Heritage Foundation economic freedom ranking for 1995-2000.
Source: Adapted from Goldsmith (2000).

Box 1: (Continued)
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No region was spared the agony of the suffer-
ings caused. The factors that trigger civil wars are
complex, but the root causes are often found in
the inability to respect social reciprocities: political
inequality, inter-group intolerance, and the lack of
inclusiveness in associational membership.

While it is difficult to provide a complete ac-
count of the negative economic impact of civil
strife and conflict on economic performance some
obvious effects are generally known. These include
the destruction of physical and human capital, re-
duction of savings, diversion of portfolios from
domestic investment to capital flight, disruption
of economic transactions, and distortion of gov-
ernment expenditure from the provision of pub-
lic services to military expenditure.

The onset of conflict entails that it takes on a
life of its own so that resolving it becomes a com-
plex challenge. Conflict resolution, peace-build-
ing and reconstruction require committed assis-
tance from neighboring countries and the inter-
national community. The United Nations used to
be the primary institution in peacekeeping and
peace-building, but lately the Organization of Af-
rican Unity, the Economic Community of  West
African States (ECOWAS) and the Southern Af-
rican Development Community (SADC) have
taken up responsibilities for dealing with conflicts
in Africa. Collaboration between the international
development community and regional and sub-
regional organizations in Africa is vital, not only
to establish peace but also in rebuilding efforts.
Reconstruction requires a comprehensive ap-
proach, ongoing dialogue between the stakehold-
ers, shared goals and objectives to guide assistance,
considerable resources, and a long-term commit-
ment.

Socio-economic development cannot take
place without stable political and civil conditions
and institutions that would  establish social cohe-

sion, secure rights of  private property, ensure per-
sonal liberty, enforce contracts, and provide re-
sponsive, transparent and accountable govern-
ments. While there is no dispute that the existence
of good governance and societal peace are a sine
qua non for the pursuit of sustainable socio-eco-
nomic development, one cannot speak of a single
ideal model of political governance that African
states should aspire to emulate. Even among de-
veloped liberal democracies around the world
there are wide variations in approach and in forms
of governance.

Despite the differences in approach, effective
political governance tends to have some funda-
mental characteristics, which African countries
must endeavour to establish if they are to build
good public administrations. These characteristics
include:

Basic Political Order:  where internal conflicts
and war have undermined public authority in al-
most all sphere of life. In the Great Lakes Re-
gion, the Horn of Africa, the Mano River Basin,
and the Niger Basin countries have been rocked
by internal conflicts and civil strife that make it
difficult for people to engage in any productive
activities to improve their lives.  In these war-torn
countries, the settlement of conflicts, the estab-
lishment of peace and the creation of basic po-
litical order are necessary conditions for good
governance as a prelude to fighting poverty.

Political Legitimacy:  through periodic free and
fair elections during which results are acceptable
to both winners and losers. As Africa enters the
new millennium, there seems to be renewed hope
that, with improved governance, economic
growth can once more be rekindled and poverty
reduced.  The wave of multi-party elections that
have been held across the continent are given as
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indicators of growing democracy and good gov-
ernance. The smooth changes of government
through democratic elections in Senegal, Ghana
and Benin are cited as testimonies to maturing
democracies and institutionalizing good gover-
nance. When constitutional, legislative and electoral
rules make it hard to change laws and procedures
arbitrarily, then governmental legitimacy becomes
more institutionalized to ensure that legal and bu-
reaucratic systems function effectively, efficiently
and relatively honestly.  Such institutionalized le-
gitimacy is good for business, job creation, in-
come generation and hence the fight against pov-
erty.

The Rule of Law:  as an aspect of government
without privileged regard to any individual on the
basis of tribe, region of origin, race, sex, income
or any other ground for discrimination. A legiti-
mate and democratic system of government needs
to be based on the rule of  law.  This means that,
on the basis of rules and regulations laid down
by the legislature, implemented by the executive
arm of  government and adjudicated by the judi-
ciary (in the event of a dispute), individuals will
seek to maximize their interests as citizens en-
dowed with rights and obligations by the state.
While accepting basic human rights as inalienable,
the rule of law assumes every citizen will assimi-
late the principles and ideals of citizenship as the
basis of exercising his or her rights and claiming
the same from the state.

Popular Participation:  in policymaking and de-
cisions on resources allocation from the grassroots
to the national level. Democracy is premised on
the fact that the ruled (the people) participate in a
process of freely electing their rulers (the gover-
nors).  Participation, however, goes much further
beyond elections.  It must also embrace daily acts

of  decision making, policy formulation and re-
source allocation from local level institutions of
government to the national level.  Democratic
participation, or popular participation, also as-
sumes that formal institutions of  government
make policies and allocate resources on the basis
of interests, preferences, ideas and biases from
multiple sources in civil society.

Corruption and Development

Corruption is closely linked to the absence of citi-
zens’ influence and oversight and to unresponsive
and irresponsible political leadership. Corruption
becomes prevalent when the people are not em-
powered to participate in the political process and
have no means to hold political leaders and their
administrations accountable for their decisions and
actions. Corruption takes hold in society when
political leaders do not honor their role as public
trustees, do not adhere to the rule of  law, and are
not ready to share information with citizens. In
these environments, failures in economic policy
create rent-seeking opportunities, and the weak-
nesses in public administration provide public ser-
vants the opportunities to engage in corrupt prac-
tices. All these factors, in addition to the inadequacy
of legislative and judicial oversight, provide a nur-
turing environment for corruption.

 A measure of the extent to which corrup-
tion is prevalent in African countries can be ob-
tained from the Corruption Index of  Transpar-
ency International (CITI). The CITI measures the
perception of corruption as seen by business
people, risk analysts and the general public. The
CITI ranges between ten (highly clean) and zero
(highly corrupt). The classification of country
CITI scores by regions reveals that the degree of
corruption in Africa is similar to that of Eastern
Europe. The 22 African countries covered by the
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CITI scored an average of 3.4 points— the same
score for the 21 East European countries cov-
ered by the CITI (see Table 2). The CITI aver-
ages for the other regions are Latin America 3.9,
Asia 4.5, Western Europe 7.8 and the US and
Canada 8.5. In a nutshell, although the degree of
corruption in Africa must not be underplayed, the
comparison with other developing countries in
Eastern Europe and Latin America countries sup-
ports the argument that the extent of corruption
in Africa is often overstated. In this respect, it might
be remarked that the average score for Africa fairs
better in comparison with the scores of individual
countries for instance, Mexico (3.3), Thailand (3.2),
China (3.1), Romania (2.9), India (2.8), Russia (2.1),
and Indonesia (1.7).

 The distribution of incidence shown by the
CITI suggests that corruption thrives in emerging
and transitional economies where the political sys-
tem is immature. Corruption is also associated with
too many controls and too much political and
administrative discretion and poor low real wages.
Corruption is bad for both. It hinders proper re-
source management, undermines efforts to en-
hance growth and reduce poverty, and obstructs
sound and sustainable private sector growth. Cor-
ruption has a crippling effect on development
through undermining the rule of  law and weak-
ening the foundations of national institutions on
which economic development depends. The nega-
tive impact of corruption falls mostly on the poor
who are hardest hit when there is an economic
decline.

Widespread corruption also reinforces exist-
ing economic and social inequalities, and it under-
mines the credibility of government and public
institutions. Perceptions of  widespread corrup-
tion reduce donor assistance, as public support in
donor countries is undermined. Corruption in aid
programs reduces their benefits to recipients.

Where programs are funded through loans, the
burden of external debt is increased without com-
mensurate social returns. Likewise, foreign direct
investment is reduced as corruption undermines
confidence of  private foreign investors.

Unless comprehensive and systematic actions
are taken to combat corruption, the vicious circle
of  rising poverty, poor governance and corrup-
tion is likely to continue unabated. Corruption
transcends national borders and must be com-
bated both at the national and global levels. Ac-
tion is needed at both levels to successfully ad-
dress the corruption problem. Action is also
needed in the political, legal and economic areas.
The first step is to secure a strong commitment at
the highest political level, as it is often the most
difficult hurdle. When corruption is widespread
and involves the political establishment, fighting
corruption will involve political risks. To sustain a
new culture that is corruption-free, the people
must be empowered by making leaders account-
able to the people and their stakeholders, provid-
ing access to information and providing the people
with the education needed to understand issues
and make informed decisions. A strong and in-
dependent press will be indispensable to this ef-
fort as will the supremacy of  the rule of  law.

  Prevention efforts must focus on the hold-
ers of offices of trust and also those who offer
bribes. A code of  conduct for private business
should spell out what is a corrupt practice and
what is legitimate business promotion. Similarly, a
public code of ethics should be developed to
address the issue of corruption. A good preven-
tion strategy requires strong enforcement to pro-
vide effective deterrence. Laws against corrupt
behavior at all levels must be enforced without
favor.  Laws and regulations should be reviewed
to remove any ambiguities that create incentives
for corrupt behavior.  In addition, the judiciary
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Table 2: Corruption Perceptions in Africa Compared to Other Regions (2000)

Country 2000 Surveys Standard
Rank Country CPI Used Deviation High-Low Range

Score

African
Countries

1 Botswana 6 4 1.6 4.3 - 8.2
2 Namibia 5.4 4 0.8 4.3 - 6.1
3 Tunisia 5.2 4 1.5 3.8 - 7.1
4 South Africa 5 10 0.9 3.8 - 6.6
5 Mauritius 4.7 5 0.8 3.9 - 5.6
6 Morocco 4.7 4 0.7 4.2 - 5.6
7 Malawi 4.1 4 0.4 3.8 - 4.8
8 Ghana 3.5 4 0.9 2.5 - 4.7
9 Senegal 3.5 3 0.8 2.8 - 4.3
10 Zambia 3.4 4 1.4 2.1 - 5.1
11 Ethiopia 3.2 3 0.8 2.5 - 3.9
12 Egypt 3.1 7 0.7 2.3 - 4.1
13 Burkina Faso 3 3 1 2.5 - 4.4
14 Zimbabwe 3 7 1.5 0.6 - 4.9
15 Côte-d’Ivoire 2.7 4 0.8 2.1 - 3.6
16 Tanzania 2.5 4 0.6 2.1 - 3.5
17 Uganda 2.3 4 0.6 2.1 - 3.5
18 Mozambique 2.2 3 0.2 2.4 - 2.7
19 Kenya 2.1 4 0.3 2.1 - 2.7
20 Cameroon 2 4 0.6 1.6 - 3.0
21 Angola 1.7 3 0.4 1.6 - 2.5
22 Nigeria 1.2 4 0.6 0.6 - 2.1

Average 3.4 4.4 0.8 2.6 - 3.5

Other Regions Number of Averages
Countries

Eastern Europe 21 3.4 4.1 0.7 2.5 - 4.7
Latin America 11 3.9 3.8 0.5 3.0 - 5.3
Asia 12 4.5 3.8 0.5 2.8 - 5.8
Western Europe 18 7.8 4.2 0.7 6.3 - 8.9
North America 2 8.5 4.0 0.6 7.2 -9.6

Notes: 2000 CPI Score: Relates to perceptions of the degree of corruption as seen by business people,  risk analyst and the general
public and ranges between 10 (highly clean) and 0 (highly corrupt). Survey Used: Refers to the number of surveys that assessed a
country’s performance. 16 survey used and at least 3 surveys were required for a country to be try to be included in the CPI. Standard
Deviation: Indicates differences in the values of the sources: the greater the Standard deviation, the greater the differences of
perceptions of a countries among the sources. High-Low Range: Provides the highest and lowest values of the sources.
Source: Compiled by the Research Division from Transparency International, Corruption Perceptions Index 2000.
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must be built up to ensure the probity and
effectiveness of  these agents.

While corruption is first and foremost a na-
tional problem, its international dimension has
taken on increasing prominence as the world be-
comes more and more globalized. According to
one estimate, African leaders not long ago had
$20 billion on deposit in Swiss banks alone.  Busi-
nesses in many parts of the world are known to
pay their way for winning contracts abroad. Also
in the international arms trade, probably the
world’s dirtiest legitimate business, one estimate
reckons that roughly $2.5 billion a year is paid in
bribes, nearly a tenth of  turnover. Clearly, there is
a need for a global approach in the fight against
corruption. The Basle Committee on Banking
Regulations and Supervisory Practices, for instance,
considers that banking supervisors have an obli-
gation to encourage ethical standards of profes-
sional conduct among banks and other institutions
which are often used as intermediaries for the
transfer off  graft monies by money launderers.
Indeed, all countries participating in global com-
merce should enforce anti-bribery laws abroad.
Anti-corruption measures should apply equally to
rich and poor countries, and should target all those
who are directly guilty of corrupt behavior, as
well as those who facilitate corruption and em-
bezzlement.

Promoting Economic and Corporate
Governance

Good political governance is not only a worthy
goal in itself but is also essential for providing the
foundation for good economic governance which
is central to the process of economic growth and
development. Economic outcomes such as eco-
nomic growth, employment generation and pov-
erty reduction all hinge crucially on economic gov-

ernance. The basic elements of good economic
governance are outlined in Box 2.  As can be ob-
served, the starting point in addressing issues per-
taining to economic management is to define the
development vision of the state, which delineates
such strategic choices as the balance between the
state and market and the adoption of an inward-
looking or outward-looking development ap-
proach. The vision should contain clear short- and
long-term policy targets and the policy instruments
to pursue them. It should also contain criteria for
choosing between policy instruments in accordance
with their probability of effect, whether they act
directly on the problem or not, and their resource
cost and flexibility.

A state’s development vision has to take ac-
count of the likely public reaction to the policies
of the state (the gainers and losers), and the width
and the depth of  their impact on societal groups.
Within the framework of the vision, policy-mak-
ing would have to involve prior consultation with
those likely to be affected by the policies. There
must be an extensive dialogue with private inter-
ests and the government should have adequate
knowledge of the interests of particular societal
groups.

In this vein, an increasing number of African
countries now recognize that the road to effec-
tive development lies not only in the pursuit of
short-term economic reforms, but also in the
adoption of  a long-term vision based on clear
strategic choices. Indeed, efforts led by countries
such as South Africa, Nigeria, Senegal and Tanza-
nia—which launched the “Millennium Africa Re-
naissance Program”—show a firm commitment
to the sustainable development of the continent.
While the specific contours of  a long-term vi-
sionary plan may differ according to country cir-
cumstances, the lessons drawn from past experi-
ence and from the implementation of economic
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Box 2: Elements of Economic Governance

Good political governance is not only a worthy goal
in itself but is also essential for providing the foun-
dation for good economic governance which is
central to the process of economic growth and
development. Economic outcomes such as eco-
nomic growth, employment generation and pov-
erty reduction all hinge crucially on economic gov-
ernance. In this context, the concept of economic
governance contains a range of issues that have
many overlapping elements. Using a broad
sweep, these overlapping elements might be
grouped into five broad dimensions:

Defining the Development Vision of the State.
The first dimension in addressing issues per-
taining to economic governance is the devel-
opment vision of the state – the map that
guides the government in the road to achiev-
ing its socio-economic objectives. At the heart
of  the vision is the balance between the gov-
ernment and the private sector and the extent
of discretionary powers over the conduct of the
economy that the government would want to
assume.

Creating an Enabling Environment – for busi-
ness to thrive through government policies and
actions. Within its overall development vision,
the government initiates, designs, formulates,
implements and monitors policies to realize
shared objectives and national goals. This pro-
cess must be credible and sustainable and
should inspire the confidence of both domes-
tic and foreign entrepreneurs.

Fostering Accountable and Transparent Eco-
nomic Management. The third dimension of
good economic governance relates to the ex-
tent to which the government adheres to the
axioms of good governance, such as account-
ability, transparency and good economic and
financial management in those areas under
its direct control. These include public enter-
prise management, the provision of social ser-
vices and hard infrastructure such as roads
and telecommunications.

Building the Institutional Foundations for De-
velopment. The fourth dimension comprises
the role of the government as a facilitator and
regulator of economic activity. This dimension
covers issues such as the availability of a func-
tioning legal system with clear and simple pro-
cedures for enforcing contracts and for defin-
ing and defending property rights and for pro-
viding a level playing field and a strong and
impartial judicial system.

Promoting Responsible Corporate Citizen-
ship. The fifth dimension covers the creation
of the conditions for good corporate gover-
nance. Such conditions include the rules and
regulations already mentioned, as well as
company law that provides the rules protect-
ing the interests of the shareholders. It covers
the institutions that can be entrusted to pro-
vide a level and competitive playing field and
to discipline the behavior of insiders, whether
managers or shareholders.

reforms have been evident in the adherence of
African policy-makers to four important devel-
opment guidelines:

Poverty reduction as an overarching ob-
jective.

The private sector as the main engine of
economic growth.
The state as an effective regulator and fa-
cilitator.
The imperative of meeting the challenge
of globalization.
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The realization of the objectives, which are
stipulated in this development vision, requires ef-
fective policy formulation and implementation.
In the following sections emphasis will be placed
on issues pertaining to State capacity which relates
government’s ability to implement its policies. State
capacity has four dimensions: regulatory, extrac-
tive, administrative and technical.

Regulatory Capacity

African countries are faced with major challenges
in their reorientation towards private sector-led
growth and the development of private sector
participation in the provision of  services. To har-
ness the full potential of private sector initiatives,
the state would need to address the challenges of
establishing effective regulatory rules and ensur-
ing their enforcement. The state also needs to cre-
ate proper incentive regimes to encourage and
sustain private sector participation. The regulatory
functions of the state can be grouped into those
pertaining to the participation of the private sec-
tor in the provision of  services and those related
to the functioning of the financial system.

Regulatory Framework

Regulation is a difficult and costly business, and
wherever possible, competition should be used
instead. However, where necessary, the proper
design of the regulatory rules and institutions is
critical to the objective of increasing private par-
ticipation in the provision of infrastructure ser-
vices. The regulatory framework would need to
be simple and yet be sophisticated enough to ad-
dress the fundamental objective of regulation,
which is to correct for market failure. The regula-
tory framework typically includes rules governing
entry, exit, scope of  participation, and cost re-

covery. The framework should also provide per-
formance criteria against which the operation of
the franchise can be assessed. Hence, to be effec-
tive, it should be one that strikes the right balance
between removing restrictions on private partici-
pation, protecting consumers and safeguarding the
country’s socio-economic objectives.

The quality of regulatory rules is closely re-
lated to the state of political governance, as the
latter provides the institutional framework within
which regulatory agencies operate. A sound legal
framework requires enforcement to be credible.
Without effective enforcement, the legal frame-
work and government lose credibility. From the
perspective of the private operators, failure to
comply with the rules and regulations leads to
negative impressions and may damage a country’s
reputation. As a result, both government and the
private sector must have a mutual interest in the
transparent and consistent application of enforce-
ment procedures.

An effective regulatory framework cannot be
built on a foundation of discipline without ap-
propriate incentives. A sound framework will
normally provide proper incentives for the board
and management of  private firms to pursue ob-
jectives that are in the interests of the company
and shareholders. As infrastructure often involves
sunk investments, an incentive framework that
supports cost recovery is a prerequisite for pro-
moting private participation at a level that is mu-
tually beneficial to investor, government and con-
sumer.

An important issue concerns the nature of the
institutions responsible for implementing regula-
tory rules. In general, regulatory institutions are
single-industry and/or multi-industry. The choice
between multi-industry and a single-industry regu-
latory institutions has been posed as an issue for
African countries for reasons varying from effec-
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tive regulatory decisions to the absence of the re-
quired technical skills, the often small size of the
industry, and the cost of  regulation. The single-
industry approach to regulation certainly provides
for specialist experience and expertise in a par-
ticular industry, which translates into more effec-
tive regulatory decisions. In the case of  African
countries, it could be argued that it might not be
desirable to have as many regulatory agencies as
there are utility sectors. Indeed, where the primary
function of the regulatory institution is to address
issues of  income distribution, empowerment,
quality of  service and cost recovery, the need for
consistency and universality in regulatory ap-
proaches and decisions is paramount. Moreover,
the regulatory decisions from a single source pro-
vide investors with a better reading of the
government’s position on issues of  concern to the
private investor at a time when sending the “right
signals” is an important determinant of  private
capital flows.

Central Bank and Financial Systems

Among its several functions, the Central Bank has
an important supervisory and regulatory role to
play to ensure that the banking system operates
prudently and efficiently to avoid financial distress.
This requires laying down rules for the establish-
ment of new banks, and monitoring procedures
to ensure proper accounting and auditing.  Also,
the Central Bank has a crucial role to perform in
the stabilization of  an economy, to regulate the
level of  aggregate demand in the economy.

The central bank should also encourage and
facilitate the establishment of other financial insti-
tutions, especially institutions to provide long-term
loan finance for development, and to provide a
market for government securities.  Non-bank fi-
nancial instruments, such as venture capital schemes

and bond and equity markets, need to be devel-
oped to promote competition and diversification
of financial markets and attract foreign portfolio
investment.

Central banks in Africa are state-owned and
have a powerful role in economic policy-making.
In spite of the powers entrusted by legislation
establishing central banks in African countries, it
has proved difficult in many countries for them
to carry out their regulatory duties adequately. In-
adequate personnel, both in terms of  quantity
and quality, can limit the ability to supervise the
banking system. In some cases the actual enforce-
ment of regulations is lax, because of corruption
or for political reasons.

Making the central bank an independent agency
is important both for the development of the fi-
nancial system and for the effectiveness of mon-
etary policy. The basic argument in favor of  inde-
pendent central banks is the separation of the
power to create money from the power to spend
money and the prevention of the use of mon-
etary institutions and instruments for political and
material gains. Central bank independence means,
first, that it has broad latitude to decide what to
do in pursuit of its basic goals of macroeconomic
stability and employment creation. Secondly, it
means that once the monetary policy decisions are
made, no governmental organ can reverse them,
except under extreme circumstances stipulated by
the legislature. A third condition for central bank
autonomy is to have independence of personnel;
this includes the selection and appointment of
board members with a high professional compe-
tence and without an obligation to yield to politi-
cal and other pressures. Finally, it must have in-
strumental independence, which means control
over the instruments that affect the inflation pro-
cess, including in particular the prevention of any
direct financing of  government deficits.
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Extractive Capacity

Traditionally, the extractive capacity of  the state is
confined to the domain of fiscal policy and ad-
dresses the extent to which the government is able
to extract resources and use them efficiently in the
delivery of  public goods and services. However,
in developing countries where there is heavy reli-
ance on official capital flows, the extractive ca-
pacity might be viewed to go beyond the domain
of traditional fiscal policy to encompass the man-
ner in which foreign resources are obtained and
utilized.

Fiscal Policy Management

In the new democratic dispensation, the power
to tax and approve all public expenditure is vested
in the legislature, acting in the interest of taxpay-
ers and voters. Their role in sanctioning annual
budgets and expenditures must not be merely
ceremonial. They must undertake critical reviews,
as dictated by the constitution and by their re-
sponsibility to taxpayers. Greater parliamentary
awareness of the wider economic and political
consequences of tax policies and expenditure is-
sues will be required.

Fiscal policy management, which comprises
tax administration and expenditure management,
is crucial to economic outcomes. Tax policies have
significant implications for investment decisions
and could be used to enhance national competi-
tiveness and economic performance. Similarly,
expenditure management has important ramifi-
cations for the performance of  government func-
tions and for the economy. Under reform pro-
grams many African countries have embarked on
improving fiscal performance and the introduc-
tion of  new tax regimes. In principle, the reform
of the tax regime should be guided by three axi-

oms. First, the tax system must promote economic
efficiency by limiting its interference in labor, in-
vestment and consumption decisions. It should
consider the extent to which the tax code alters
economic decision-making and the impact of the
tax structure on economic outcomes. Secondly,
the tax system should involve a strong notion of
fairness and strive to ensure that the overall tax
burden is fairly distributed among members of
society. Thirdly, the administrability of  the tax re-
gime should be ensured. What may appear as an
ideal tax policy on paper may fail to achieve its
objectives on the ground due to the difficulty of
enforcing it or a lack of  adequate information
and education among taxpayers.

A key priority in developing a capable fiscal
administration regime is to build a revenue de-
partment made up of competent and commit-
ted professionals, and a fair integrated tax assess-
ment and collection mechanism. Tax evasion, in
which both the taxpayer and tax collector can es-
cape legal censure, is all too common in African
countries as a result of corruption and ineffective
state institutions. As part of  the fiscal reform pro-
cess, it will be important to find ways to encour-
age citizens to pay their taxes, to introduce strong
checks and balances to minimize corruption, and
to put in place strong enforcement systems to in-
crease the risks associated with tax evasion.

On the expenditure side, African governments
must begin to keep fiscal expansion within limits
that are compatible with domestic stabilization and
long-term growth and divert more resources to
the vitally-needed services of  education and health
care. In the education sector, more efforts would
need to be made to redirect public resources to-
ward primary education, while relying more on
private funding at secondary and higher levels in
order to promote efficient and equitable public
spending on education. Information technology
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is an important delivery mechanism which can be
employed by governments to provide services
cheaply and more efficiently. Of  particular im-
portance is the use of  information technology to
provide education and health care to the rural
population at minimum costs.

Debt Management and Practice

For many African countries, the debt overhang
places severe constraints on economic recovery
and achievement of sustained growth. The basic
rationale for debt reduction initiatives is that debt
reduction is not an end in itself, but a means to
prevent the recurrence of the debt problem. Thus,
international efforts to reduce foreign debt must
be accompanied by the promotion of internal
debt management policies, which aim at optimiz-
ing the contribution of foreign borrowing to eco-
nomic growth and avoiding the emergence of an
indebtedness crisis. This necessitates making ex-
ternal borrowings consistent with the government’s
development and economic management pro-
gram, particularly to the budgetary process and
the balance of  payments. Effective debt manage-
ment system involves many coordinated, interre-
lated and interdependent functions performed by
a number of  government agencies. While the or-
ganizational arrangements can vary greatly be-
tween countries, it needs to be co-ordinated by a
central policy unit with authority on all debt mat-
ters, with the involvement of top officials respon-
sible for the financial management of the coun-
try.

Debt management has two broad classes of
integrated functions: Executive Debt Management
and Operational Debt Management functions.
Effective debt management would require situat-
ing the Executive Debt Management (EDM)
functions at the appropriate level of government,

commitment, endorsement and access to the high-
est level of government. The representations
should be, preferably, at the ministerial level.  The
main functions of such units involve the regula-
tion of activities of units of government involved
in raising and administering external debt and
monitoring sources of funds and approaching
them with appropriate borrowing techniques. The
debt management unit must also create and co-
ordinate statistical and analytical capacity on debt
to underpin management decisions.

Administrative Capacity

Good economic governance requires strong ad-
ministrative capacity comprising efficient, open,
accountable and transparent public service that is
competent to help design and implement appro-
priate policies and manage the public sector. With-
out an effective public sector and civil service, it
would be difficult for the government to formu-
late or implement sound economic strategies and
policies, to create an enabling legal and regulatory
framework, and to efficiently provide social ser-
vices such as education and health. Effective imple-
mentation of development policies requires strong
administrative capacity not only in central gov-
ernment but also at national, provincial and local
levels.

Public Sector Management and Civil
Service Reform

Public sector management must play a support-
ive role to allow private sector operators assume
the new role that has been assigned to it. It has to
create a sound economic and social environment
that is conducive to investment and to enhancing
the capacity of  a nation’s private sector to be in-
ternationally competitive. It requires putting in place
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mechanisms that will enhance and guarantee the
quality of  public services. Systems must be put in
place to strengthen mechanisms for expenditure
control, exposure of and sanctions against mis-
spending and corruption. Independent institutions
to promote public and private sector account-
ability – such as the Auditor General’s Office, the
Ombudsman and the Public Accounts Commit-
tee of Parliament – need to be established and
given the power to undertake their duties without
fear of  reprisals. Competent governing boards
for public enterprises must be established and
promoted.

Efforts to reform public sector management
must not be piecemeal and should be consistently
implemented if chances of success are to be en-
hanced. For reform efforts to succeed, they must
be guided by a holistic vision, which is shared by
the key stakeholders. Public sector reform in Af-
rican countries will neither be complete nor suc-
ceed without also addressing the pay policy for
civil service. The need for an efficient and effec-
tive civil service will require reform efforts that
go beyond cost containment and retrenchment
to address the crisis of public incentives that
plague African countries. Pay and promotion sys-
tems are too often not related to performance.
Recommendations to attract and retain highly
skilled civil servants include creating a cadre of
senior civil service in which entry will be com-
petitive and based only on merit. The senior cadre
should be given better professional opportunities
and rewarded with higher pay that is close to or
even higher than the levels in the private sector.
This will require African governments to accept
widening differentials between low- and high-skill
civil servants. This, it is hoped, will reduce the brain
drain from the civil service. The promotion of
E-Government (see below) may be one way to
help retain a small but highly paid civil service.

Beyond delivering public services, building
effective and efficient local governance is increas-
ingly seen as a crucial component of the demo-
cratic project in Africa and as way to establish a
well-functioning economic and political system.
Sustained long-term development in Africa will
require viable local governance. The consolida-
tion of local governance is necessary to create the
democratic developmental state. This will require
not just decentralization but also devolution of
authority to local governments and building a vi-
able local political process that can mobilize people
and demand accountability from local officials.
Effective local governance, which will facilitate
long-term growth and development, will require
real decentralization. Decentralization must not be
used by the central governments as a way to re-
duce their responsibilities. It must be part of  a
national strategy to create more responsible and
equitable governance. Effective communication
must be maintained between central and local
governments. Resources should be equitably
shared among the levels of government in addi-
tion to putting in measures to promote account-
ability and reduce corruption.

Technical Capacity

If African countries are to realize sustained eco-
nomic development, there is a need to build and
strengthen the institutions that design and imple-
ment economic management. African countries
also need to build their capacities in many other
areas that support the functioning of political and
economic governance as well as the activities of
the private sector and civil society. There is, thus, a
need to promote the institutions that enhance the
capability of the state to govern and the capacity
of the private sector to produce. An important
components of government capacity is E-Gov-
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ernment, which aims to harness the power of in-
formation technology in order to increase a
government’s capacities to provide services and
manage the development process.

Building Supporting Institutions

In the area of political governance, there is an acute
need for building electoral assistance support ser-
vices for the conduct and preparations for the
elections. These include the design of  electoral and
legal frameworks, computerization of electoral
roles and the training of  election supervisors. Sup-
port for local municipal elections and the organi-
zation of political referendums are also areas
where Africa needs to build capacity. Another re-
lated domain is parliamentary support for build-
ing legislative capacity in shaping priorities related
to the complex issues of  accountability, decen-
tralization and constitutional reforms. Promoting
access to justice, legal reforms, and legal aid to
the poor, civic education and human rights are all
areas where many African countries need to build
capacity. Equally important are supporting services
for consensus building, conflict prevention and
information exchange among government and
civil society. These supporting functions are best
pursued through establishing or strengthening in-
stitutions such as parliamentary studies and legis-
lative information centers, Ombudsman offices
and human rights institutions and organizations.

There is also a need for national centers to
help generate information and knowledge on
particular issues and undertake policy dialogue. It
is increasingly becoming crucial for policy-mak-
ers to have access to information, research and
knowledge of  issues before making policies. It
will be important for government, private sector,
and civil society to support the creation such policy
centers. Models exist, such as the Nigerian Insti-

tute for Social and Economic Research (NISER),
and the Al-Ahram Center for Political and Strate-
gic Studies established by the government of
Egypt in 1968. To address regional issues, policy
centers can be established on a regional basis, such
as the Southern Africa Regional Institute for Policy
Studies (SARIPS) based in Harare, Zimbabwe.

Institutions that promote technology devel-
opment in Africa are either non-existent or ne-
glected. African countries would need to estab-
lish and promote the institutions that can provide
extensive extension services delivering compre-
hensive packages of assistance comprising tech-
nical know-how, finance, management skills, train-
ing and sales information. Such institutions are
entrusted with the tasks of going into private en-
terprises to identify their problems and devise
appropriate remedies and training packages. They
provide information on international standards
and quality and give training, consultancy and dem-
onstration services on productivity and quality to
small firms at subsidized rates. They also act as
technology transfer and technology development
agents and provide specialized technical services
for new industries.

Promoting E-Government

E-Government refers to the use of  information
technology applications to perform government
functions with maximum efficiency and at mini-
mum cost. Most African countries need to en-
hance their capacity in this regard. Information
systems which can help governments design,
implement, and assess the effectiveness of eco-
nomic measures are now powerful instruments
of  public policy. Such information systems could
increase the speed, volume, quality, transparency,
and accountability of government transactions,
yielding large productivity increases in government
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services.
In fiscal monitoring, governments can use in-

formation systems to design and follow-up the
process of tax collection and validate its revenue
collections against its expenditure. In budgetary
planning, information technology provides simu-
lation techniques to simultaneously maximize rev-
enue and minimize the tax burden on selected in-
come groups and economic actors.  In public
procurement, the adoption of  information tech-
nology can help simplify purchasing procedures
through electronic advertising, qualification, ten-
dering, selection and payment. It must be under-
scored, however, that information technology is
not a panacea in itself.  It is rather a powerful tool
that can bear results only if it is put into effective
use. And to do this, African countries would have
to overcome, as a matter of  priority, numerous
obstacles including the inadequate state of tele-
communications services and the high cost of
computers and software.

Corporate Governance

The use of  the term governance has become al-
most synonymous with civil or political gover-
nance.  But in recent years, the importance of both
economic and corporate governance has come
to the fore.  The relationship among political gov-
ernance, economic governance and corporate
governance is analogous to a series of concentric
circles in which the political governance forms the
outside circle, followed by economic governance
circle, with corporate governance at the center.

Political governance sets the orientation of  the
economy and it supplies the institutional infrastruc-
ture for economic governance. In turn, economic
governance provides the context in which corpo-
rate governance is practiced. In particular, it pro-
vides the laws under which corporations are es-

tablished and the regulatory framework for the
conduct of corporate affairs, and sets the macro-
economic framework. Corporate governance,
thus, stands at the intersection of  law, public policy,
and business practice. Robust corporate gover-
nance in Africa should be responsive to the needs
of internal and external stakeholders and must be
based on political and legal traditions of the coun-
try.  The key challenge facing African countries
will be to devise the corporate governance insti-
tutions that can help nurture and regulate the pri-
vate sector in order for it to fulfil its develop-
mental role.

Corporations must be able to tap both do-
mestic and international capital markets in today’s
world. Increasingly, individual investors, funds,
banks, and other financial institutions base their
decisions not only on a company’s outlook, but
also on its reputation and its governance. It is this
growing need to access financial resources, do-
mestic and foreign, and to harness the power of
the private sector for economic and social progress
that has brought corporate governance into
prominence. It is for these reasons that countries
are now beginning to realize that just as public
governance is important in the public sector so
also is corporate governance in the private sector.
Public governance can have a major impact on
private corporate behavior. Sound governance of
corporations is potentially a source of competi-
tive advantage and critical for economic perfor-
mance and social progress.

 From a corporation’s perspective, the emerg-
ing consensus is that corporate governance is about
maximizing value, subject to meeting the
corporation’s financial and other legal and con-
tractual obligations. In a narrow sense, corporate
governance can be viewed as a set of arrange-
ments internal to the corporation that defines the
relationships between managers and sharehold-
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ers. The shareholders may be public or private,
concentrated or dispersed. Corporate governance,
from the public policy perspective, is about nur-
turing enterprises while ensuring that they are ac-
countable in their exercise of power and patron-
age. Public policy aims to provide firms with the
incentives and discipline to minimize the diver-
gence between private and social returns in addi-
tion to protecting the interests of  stakeholders.
Another dimension of the public nature of the
corporation is to view private companies as serv-
ing not only the interest of, or responsible to, the
shareholders alone, but the larger society as well.
This raises the issue of the accountability of the
corporation.

Corporations, especially large corporations,
must be seen as social enterprises because their
activities affect not just the shareholders but also
the larger society. In particular, the decisions of
the big corporations can affect unemployment,
trade, the physical environment and other aspects
of  society.  As such, the corporation should act as
a socially responsible citizen, and should incorpo-
rate social considerations into its operations. This
is the idea of  corporate social responsibility, which
entails incurring costs for socially desirable but not
legally mandated action. It involves a corporation
making positive contributions to the development
of the communities in which it operates in the
hope that the company will do better as a result
of accrued goodwill.

Corporate governance requires institutions that
can be entrusted to provide a level and competi-
tive playing field and discipline the behavior of
insiders, whether managers or shareholders. These
institutions and policies, which are more devel-
oped in the advanced market economies, mini-
mize the divergence between social and private
returns. They also reduce costly agency problems,
primarily through greater transparency, compli-

ance mechanisms, and monitoring by regulatory
and self-regulatory bodies. Key among the insti-
tutions and instruments are the legal framework
for competition policy, the legal machinery for
enforcing shareholders’ rights, systems for account-
ing and auditing, a well-regulated financial system,
the bankruptcy system, and the market for cor-
porate control.

Global Dimensions of Governance

An important driving force in the evolution of
governance has been the global phenomenon,
which has virtually reduced the world to a global
village. For the first time in history, almost all of
the world’s people are bound together in a global
economic system. At the same time there is pres-
sure for convergence in political systems towards
a global order of  democracy. It is therefore not
surprising that this century has often been dubbed
the democratic century with the rise in the num-
ber of sovereign states from 55 in 1900 to 192 in
2000 while the number of democracies increased
from zero to 120 respectively. According to
UNDP, in 1999 alone, 90 countries conducted local
elections and created 1,621 jurisdictions at the in-
termediate level and a staggering 478,000 juris-
dictions at the local government level. Clearly,
domestic pressures for good governance have
been driven by international compulsion.

Globalization is altering both the world’s eco-
nomic and political landscapes in fundamental
ways driven on one hand by a widespread push
towards the liberalization of trade and capital
markets, increasing internationalization of corpo-
rate production and distribution strategies, and
technological change, which is rapidly dismantling
barriers to the international tradability of goods
and services and the mobility of  capital. Global-
ization, on the other hand, is also observed in the
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power of inter-governmental institutions and in
the spread of transnational corporations while
states are bound together by a web of multilat-
eral and bilateral agreements that create mutual
binding obligations and place governments un-
der greater scrutiny.

Globalization thus, has profound implications
for governance, including the erosion of state
sovereignty as transnational bodies increasingly
mediate national concerns and press for universal
laws. But it also offers opportunities to expand
pluralism, legality and liberty. In this context the
role of the state is to find a balance between tak-
ing advantage of globalization and providing a
secure and stable social and economic domestic
environment. Some of the notable global dimen-
sions of governance include the impact of for-
eign aid (see Box 3); the global trading system;
global financial architecture; corruption; prevent-
ing and controlling conflicts; and information and
communications technologies. Of  special relevance
to Africa’s development prospects is the gover-
nance of the global trading system.

Despite the enormous, indeed, unprecedented
scope for increased economic freedom under the
WTO, Africa has, over the last three decades, lost
trade equal to about 20 per cent of GDP – far
more than it has received in aid (ADB et al., 2000).
This loss reflects partly inappropriate policies, lack
of diversification of products and markets, de-
clining terms of  trade, and above all unrelenting
protectionist policies in industrial countries. While
new structures of global trading governance can
increase Africa’s market access and clarify its rights
in the international trading framework, several
factors have limited the effectiveness of African
participation in previous multilateral trade nego-
tiations, up to and including the Uruguay Round.
There is, first, a perception that the processes and

mechanisms associated with these negotiations
were “unbalanced” and weighted against poor,
developing countries. The developed countries are
seen to have packed the negotiating agenda with
issues of interest to them and to have kept intro-
ducing new issues before the developing and least-
developed countries have managed to acquire
sufficient information and knowledge on the
emerging “new issues” as a basis for engaging in
meaningful negotiation. In addition, the decision-
making mechanisms associated with these nego-
tiations have typically been less than fully trans-
parent; the developed and larger countries invari-
ably settle the most crucial issues in “closed” meet-
ings and in consultations among themselves.

Above and beyond these in-built biases of
the WTO process are the inherent inadequacies
of  the African participants. Studies suggest that
many African countries have generally been over-
whelmed by the complexity of negotiations and
the technical nature of many issues being discussed
and/or negotiated. This could be attributed to
the lack of technical expertise and negotiating ex-
perience on the part of many African negotiators
exacerbated by the dearth of in-depth analysis of
the implications of various proposals from the
perspective of specific national interests and by
the absence of appropriate and timely support
and guidance from the negotiators’ home-based
principals. This calls for regional co-ordination of
African trade policy, particularly in the WTO pro-
cess as such regional organizations could play an
important role in enhancing African capacity to
participate effectively. In particular, these organi-
zations can, through the pooling of resources,
provide services to their member states in a more
cost-effective way than when the member states
act on their own.
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Aid has had a significant impact on development in Af-
rica. Despite the success in certain areas, aid delivery
mechanisms have been shown by various studies (un-
dertaken by both donors and the recipient countries) to
have some unintended negative impacts on governance.
This is especially important given the fact that donors
loom large in Africa and play a crucial role in determining
what is done and how things are done in various aid-
dependent and vulnerable African countries. Some of
the implications of aid delivery mechanisms on gover-
nance are:

Weakened ownership of development poli-
cies and programs: Aid tends to come with condi-
tions. The aid programs are rarely negotiated with broad
local consultation and so are widely seen by Africans
as being an external imposition. The result is a lack of
ownership and commitment. Furthermore, aid programs
are highly fragmented with multiple donors pursuing dif-
ferent priorities with different procedures. Compound-
ing the problem is the fact that there are no efforts to co-
ordinate different aid programs. In addition, the habit of
creating special implementing units weakens the civil
service as the best civil servants are siphoned away to
work on aid programs as project managers. This frag-
mented approach to aid delivery prevents integrated man-
agement of public spending.

Less accountability to recipients: With 50 per-
cent or more of some countries’ budgets funded by do-
nors, there is less incentive to strengthen domestic ac-
countability and economic governance for the use of
resources. With the tendency for donors to micromanage
aid in some highly aid-dependent African countries, de-
velopment activities are geared primarily towards satis-
fying their demands. Aid is not the cause of weak insti-
tutions in Africa but, in an environment where institu-
tions are already weak, aid can make recipient govern-
ments less accountable to their people.

Capacity-building and destruction: Despite mas-
sive spending on provision of technical assistance to
African countries, aid programs have probably weak-
ened capacity in Africa. Yet, capacity-building (human

Box 3: The Impact of Aid Delivery Mechanisms on Governance

and institutional) is a crucial factor in addressing many
aspects of development, including governance. Techni-
cal assistance has displaced local expertise and drawn
civil servants to administer aid-funded programs. This is
precisely the opposite of what aid is intended to do—
build capacity. With tied technical assistance, most of
the benefits flow back to the donor country. The end
result is less impact on recipients’ economies and a
negative impact on human and institutional capacity-build-
ing in some extreme situations.

Reduced sustainability and transparency: Aid
and its reforms have not been well understood in Af-
rica, partly because people are not involved in the de-
sign. As a result, recipient countries tend to have a
limited understanding of what aid and its reforms are
intended to achieve and how they can be achieved.
This is especially so where complicated reforms or tech-
nical assistance programs have been urged on govern-
ments. In most cases, parliaments are not involved in
the discussion despite sizeable budget impacts. Addi-
tionally, many donor initiatives are not integrated within
national budgets and national development plans. Do-
nors have supported capital investments without ad-
equate attention to the need for counterpart funding and
additional domestic resources to operate and maintain
facilities. As such, many funded capital programs do
not get the additional funding and support that is needed
to ensure sustainability and effective utilization.

Excessive debt: High debt crowds out the effect
of new aid because in stagnant economies rising debt
service drains fiscal resources needed for develop-
ment, and a large stock of debt raises questions about
policy credibility and sustainability of reforms. The large
volumes of unserviceable debt may pressure donors to
continue to fund countries despite weak development
policies and may reduce a recipient’s sense of account-
ability for outcomes. In such an environment, the impact
of new aid may not offset the negative effects of the
debt stock.

Source: Adapted from ADB et al. (2000).
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Bank Group Policy on Governance

The Bank’s role in governance issues has evolved
over the years, and good governance has taken
on increasing importance in its mandate of con-
tributing to the economic development and so-
cial progress of its regional member countries
(RMCs). In this respect it is not only the Bank
(Box 4), but also its member countries that have
awakened to the importance of good governance
for economic efficiency and growth as more is
learned about the contribution that good gover-
nance could make to the macroeconomic stabil-
ity and sustainable growth of  RMC’s. While the
acceleration of economic growth and the reduc-
tion of  poverty remain the Bank’s development
priorities in all its RMC’s, increasingly the Bank
has found that a much broader range of institu-
tional reforms is needed if  countries are to estab-
lish and maintain private sector confidence and
thereby lay the basis for sustained growth. The
issues of governance that are of concern to the
Bank include:

Ensuring accountability of public agen-
cies and officials at the levels of Public
Sector Management, Public Enterprise
Management and Reform, Public Finan-
cial Management, Corporate Governance,
and Civil Service Reform, through for-
mal transparent processes for monitor-
ing and reporting;
Fostering transparency at all levels of  gov-
ernment and public administration, includ-
ing budgetary transparency in terms of
Information Disclosure, Public Expendi-
ture Reviews (PERs), Capacity in Public
Policy Analysis and Dissemination;
Combating corruption by Support for
Research on Corruption, Prevention and

Box 4: The Bank Group: Internal Governance
and Institutional Reforms

By mid-1995, the Bank Group was experienc-
ing serious issues of governance pertaining to
relations among major shareholders as well
as to the internal management of the institu-
tion. The governance crisis put into doubt the
ability of the institution to continue to meet its
development mission. In September 1995, the
governing bodies of the Bank mandated a new
management to institute a wide-ranging reform
program.

The reform program had four main goals:
first, to improve the quality of Bank operations;
second, to strengthen its financial manage-
ment; third, to overhaul the organizational and
management structure of the Bank and to en-
hance its efficiency; and fourth, to improve its
institutional governance.

Enhancing Operational Effectiveness: In re-
spect to operations, the reform measures have
focused on improving project quality and the
development effectiveness of the Bank’s lend-
ing program.  Sector policies that guide Bank
operations have been updated and new poli-
cies have been formulated. An important mile-
stone in this regard was the adoption of the
Bank’s Vision statement in 1999. The Vision
identifies priority areas for the Bank’s interven-
tions in regional member countries. The Bank
Group has enhanced its Country Strategy Pa-
pers, which are now its main programming tool
for lending and technical assistance.  These
are prepared in a participatory manner involv-
ing borrowing countries, our development part-
ners, and other major stakeholders. For ongo-
ing projects, the consolidated Annual Portfolio
Performance Review process has enhanced
the quality of the Bank’s loan portfolio by reduc-
ing the proportion of problem-projects. As part
of a medium-term plan to gradually strengthen
its presence in regional member countries, the
Bank opened six country offices in 2000. This
will enable the Bank Group to monitor more
closely its portfolio and to coordinate better its
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Box 4: (Continued)

operations with clients and other development
partners.

Strengthening Financial Management: The
Bank has implemented a comprehensive finan-
cial reform program aimed at strengthening its
policies relating to loan recovery, balance sheet
risk management, borrowing, and liquidity man-
agement and to ensure that the risks inherent in
the Bank’s activities are adequately covered. In
line with best practices, the Bank has established
an Asset Liability Management Committee to pro-
vide oversight for the implementation of its finan-
cial activities. As part of its financial reform pro-
gram, the Bank has also introduced new financial
products that more adequately respond to client
needs as well as improve their debt-servicing ca-
pacity. The Bank is, for example, among the first
multilateral financial institutions to introduce Rand-
denominated loans for its borrowers in Southern
Africa.

Enhancing the Bank’s Organizational and
Management System: Following the major re-or-
ganization of the Bank in early 1996, the Bank’s
human resource management system has been
rationalized through a series of measures includ-
ing the introduction of new staff performance
evaluation and job classification systems, and an
improved staff remuneration and benefits pack-
age, revision of the staff rules and regulations,
and strengthening the staff appeals process, and
a comprehensive staff training program, includ-
ing a Management Development Program. The
Bank has also put in place an Information Tech-
nology and Telecommunications Modernization
Program. This aims at improving and strengthen-
ing the quality and efficiency of Bank Group opera-
tions, as well as facilitating the adaptation of the
Bank to its changing business environment.

Resource Mobilization and Institutional Gov-
ernance: The final area of reform that the Bank
has been engaged in during the last five years
has involved strengthening its fundamental gov-
ernance structures. These reforms have had as
their goal enhancing the Bank’s operational effi-
ciency, strengthening its financial standing, and
preserving the rights and interests of its member
states. Accordingly, in May 1998, the Board of Gov-
ernors authorized a fifth general capital increase
of 35 percent, and a restructuring of the Bank’s
capital base. It also approved the establishment
of the Governors’ Consultative Committee (GCC).

The reforms in all these four areas have been
substantially completed and are beginning to yield
fruits. One immediate outcome of the enhance-
ment of the operational effectiveness is that our
lending operations have doubled over the last five
years and have averaged US$1.7 billion in the last
two years. The Bank’s high financial credit rating,
which ensures that we are able to minimize the
cost of funds to clients, is backed by prudent fi-
nancial policies, membership support and a solid
capital structure. As a consequence, the Bank
Group has now regained its place among the
MDBs, and stands as the premier development
finance institution for the continent. It has also
made great strides to fulfil its mission of mobiliz-
ing resources from its development partners, and
to contributing to Africa’s social and economic
development. The continued success of the Bank
Group in the coming years will depend on contin-
ued support from its governing bodies and on
building stronger partnerships with its regional
members and development partners.

Source: Omar Kabbaj (2000).
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Control of Corruption in Bank-financed
Operations, Sensitization and Provision of
Assistance to RMCs;
Fostering greater participation, and free-
dom of speech and association, to en-
able the beneficiaries of government pro-
grams to participate effectively in deter-
mining and meeting their needs, as well
as co-operation with NGOs, CBOs, and
CSOs, Economic Co-operation and Re-
gional Integration, Support for Decen-
tralization at Various Sub-National Lev-
els, Public Sector/Private Sector Interface;
Nurturing an objective and efficient judi-
ciary through the creation of a predict-
able legal environment; and,
Enhancing efficiency within public and pri-
vate institutions by building technical and
management capacities using its instru-
ments of  Economic and Sector Work,
Advocacy and Policy Dialogue, and Lend-
ing and non-Lending Activities.

Operationalizing Good Governance
in Bank Group Activities

Good governance is important for all coun-
tries and the responsibility for governance issues
lies first and foremost with the national authori-
ties. The Banks efforts therefore should, wher-
ever possible, build on the national authorities’ own
willingness and commitment to address gover-
nance issues, recognizing that its involvement is
more likely to be successful when it strengthens
the hands of those in the government seeking to
improve governance. However, there may be in-
stances in which the authorities are not actively
addressing governance issues of relevance to the
Bank. Thus in operationalizing its agenda for good
governance, the Bank will seek to promote good

governance in all its aspects, including ensuring the
rule of  law, improving the efficiency and account-
ability of the public sector, and tackling corrup-
tion as an essential element of a framework within
which economies can prosper. The Bank will thus
be guided by the following:

The country’s institutional capacity, social
and political situation.
The need to take into consideration the
effects of bad governance on develop-
ment performance;
The ownership of development programs
and policies by RMCs; and
The concern for effective partnership
among government, private sector, civil
society and the international development
community in the implementation of gov-
ernance initiatives.

Given the complexity of governance issues
and the interrelated nature of its different com-
ponents, the Bank’s interventions will be selected
from a range of activities taking into account the
interrelations between the different axioms of
good governance, country circumstances, the state
of dialogue with the country and budgetary and
staff  constraints. The Bank Group contributes to
promoting good governance in its RMCs through
different channels. First, in its policy advice, the
Bank has assisted its member countries in creating
systems that limit the scope for ad hoc decision
making, for rent seeking, and for undesirable pref-
erential treatment of  individuals or organizations.
To this end, the Bank has encouraged, among
other things, liberalization of the exchange, trade,
and price systems, and the elimination of direct
credit allocation. Second, Bank technical assistance
has helped member countries in enhancing their
capacity to design and implement economic poli-
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cies, in building effective policymaking institutions,
and in improving public sector accountability.
Third, the Bank has promoted transparency in fi-
nancial transactions in the government budget,
central bank, and the public sector more gener-
ally, and has provided assistance to improve ac-
counting, auditing, and statistical systems. In all
these ways, the Bank has helped countries to im-
prove governance, to limit the opportunity for
corruption, and to increase the likelihood of ex-
posing instances of poor governance. In addi-
tion, the Bank has addressed specific issues of
poor governance, including corruption, when they
have been judged to have a significant macroeco-
nomic impact.

Conclusion

In recent years, the issue of governance has been
given new impetus by five important factors. First,
the development failures of the African continent
in the 1980s, in particular, the difficult experience
with and mixed record of structural adjustment
reforms. Second, the recognition of  the failure
of command economies and the emergence of a
consensus on the relative efficacy of neo-liberal
development strategies. Third, the rise of  pro-
democracy movements in Africa and other parts
of the developing world, with the demand for
good governance and more responsive forms of
government as a rallying point. Fourth, the grow-
ing concern that widespread corruption is siphon-
ing away both domestic and external resources.
And fifth, the phenomenal increase in globaliza-
tion and its even stronger imperatives for sound
domestic policy environment and economic man-
agement.

There is consensus that good governance
should build on: (i) effective states; (ii) mobilized
civil societies; and (iii) efficient private sectors. All

three factors are necessary for sustained develop-
ment. Effective states create an enabling political
and legal environment for equitable economic
growth. Active and vibrant civil societies mobi-
lize individuals, groups and communities, facili-
tate political and social interaction, help to gener-
ate social capital, and foster societal cohesion and
stability. Productive private sectors generate jobs
and income. There is also a wide consensus that
the key elements of good governance include ac-
countability, transparency, combating corruption,
participatory governance and an enabling legal/
judicial framework.

Globalization has profound implications for
governance, including the erosion of state sover-
eignty as transnational bodies increasingly medi-
ate national concerns and press for universal laws.
Another dimension is the increased globalization
of political, social, economic and environmental
problems. Thus good governance cannot be con-
sidered a closed system. The role of the state is to
find a balance between taking advantage of glo-
balization and providing a secure and stable so-
cial and economic domestic environment. Against
this background, governance can more appropri-
ately be defined as: “the manner in which power
is exercised in the management of the affairs of a
nation, and its relations with other nations”. It
follows, therefore, that solutions to some gover-
nance problems, such as a reduction in corrup-
tion and excessive military expenditure, can be
facilitated by actions at the global level. However,
though recognizing the important dimension and
implications of globalization, this policy focuses
more on the national elements of good gover-
nance.

The Bank Group’s interest in governance arises
from its mandate to ensure the effectiveness of
the development efforts it supports. It is also in
line with the Bank’s Vision for sustained African



Summary 39

development in the 21st Century. For the Bank
Group the key elements of good governance in-
clude accountability, transparency, combating cor-
ruption, participatory governance and an enabling
legal/judicial framework. The Bank acknowledges
the complex nature of governance issues, and is
aware that, the work in this area is likely to prove
difficult and may not yield quick results. It recog-
nizes the need for a long-term engagement and
differentiated approaches between regions, coun-
tries and project types.


