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OVERVIEW

Introduction

Africa’s private sector is coming of age. Held 
back for decades by burdensome government 
policies, it is now poised to assume its critical 
role as the engine of economic growth and 
poverty reduction on the continent.
The private sector helps reduce poverty: It’s a 
fact. The higher the share of private investment 
is of gross domestic product (GDP), the lower 
the incidence of poverty. A healthy private sector 
creates jobs and generates income, provides 
essential consumer goods and services, and 
through investments in infrastructure, it frees up 
public sector funds for other uses.
With poverty reduction in mind, private sector 
development has to become more of a priority 
in Africa. Although the region’s per capita GDP 
has grown rapidly over the past decade and the 
number of people living in extreme poverty has 
declined, inequality remains stubbornly high 
and unemployment, particularly amongst youth, 
increased. To achieve economic outcomes that 
lift greater numbers out of poverty and soften 
inequality requires a vibrant private sector in 
which micro, small, and medium-size enterprises 

thrive alongside large firms, and both labor-
intensive and higher value-added economic 
activities can flourish. This in turn requires 
improving the legal and regulatory environment 
for doing business, addressing the continent’s 
infrastructure deficit, promoting access to 
finance, improving corporate governance, 
strengthening human capital, and fostering 
entrepreneurship.

Key Findings in Private Sector 
Development

This report looks at six often inter-related areas 
that pose challenges to Africa’s private sector 
development. The legal and regulatory environment, 
infrastructure development, access to finance, 
human capital and skills development, corporate 
governance, and cultivating entrepreneurs are 
analyzed from several perspectives including 
country economic development level (African 
Development Fund (ADF), African Development 
Bank (ADB), Fragile Countries) and company 
type (formal, informal) and size (Micro, Small and 
Medium-sized Enterprises (MSME), large). The 

Source: AfDB calculations based on PovcalNet database and African Economic 
Outlook (AEO) data for 41 countries.

Figure 1: Private Investment and Incidence of Poverty, 1996-2008
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African Development Bank’s role in each area is 
also highlighted.

The main findings of the African Development 
Report 2011: Private Sector as an Engine of 
Africa’s Economic Development are:

•• Most private sector activities are 
informal and carried out by MSMEs. Small 
enterprises account for an estimated two-
thirds of Africa’s total number of firms. 
Informal activities constitute a large share 
of Africa’s production and employment. See 
Chapter 1.

•• From formal firms’ perspective, 
constraints to private sector development 
vary according to levels of economic 
development. Fundamental constraints 
such as insufficient transport and access 
to power and finance are most critical in 
Fragile States and lower-income African 
Development Fund (ADF) countries; 
administrative constraints such as high tax 
rates and poor tax administration are more 
salient in higher-income ADF countries. 
Labor market-related constraints such as 
labor regulations and skill shortages are 
more serious in African Development Bank 

(ADB) countries than in ADF countries. See 
Chapters 2 and 3.

•• Developing Africa’s infrastructure at 
the pace necessary to unleash its economic 
potential requires a concerted effort 
to improve planning, preparation, and 
procurement capacities in line ministries and 
relevant sector units. Financial resources 
must be mobilized and leveraged for regional 
infrastructure development. See Chapter 3.

•• Although laws and regulations critical 
for private sector development and corporate 
governance have been strengthened, they 
are undermined by poor monitoring and 
enforcement. See Chapters 2 and 7.

•• Both bank and non-bank finance for 
African businesses is scarce, and long-term 
finance is even scarcer. Firms in countries 
with more advanced financial systems are 
increasingly able to tap stock markets to 
meet their financing needs. Access to finance 
for firms in countries with less developed 
financial systems could be enhanced through 
the creation of public registries and private 
credit bureaus and by tapping into private 
equity funds. See Chapter 4.

Figure 2: Size of Enterprises in Selected African Countries 
(By number of employees)

Source: AfDB calculations and World Bank Enterprise Surveys database for 41 African countries.
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•• There is a skills mismatch between 
Africa’s tertiary and vocational schools’ 
graduates and market needs. In the short run, 
this can be addressed by improving training 
programs and facilitating linkages between 
educational/ vocational institutions and the 
private sector. In the long run, sciences and 
technical skills, as well as learning through 
problem solving and critical thinking, should 
be prioritized throughout the education 
system. See Chapter 5.

•• Becoming an entrepreneur in Africa is 
difficult. In addition to the general constraints 
to doing business, there are few apprenticeship/
training programs. Providing financial support 
for the creation of specialized business 
training programs would help encourage 
entrepreneurism. See Chapter 6.

Overview on the Challenges and 
Opportunities Facing the Private 
Sector in Africa

To begin with, reliable statistics on private sector 
activities in African countries are scarce. The 
informal sector is not systematically captured 
in national accounts, information on small 
and medium enterprises has to be extrapolated 
from surveys, and even private output in the 
formal sector has to be inferred from private 
consumption and investment. A concerted 
effort to systematically gather data on private 
sector activities, particularly on production and 
employment in both the formal and informal 
sectors, is urgently needed.

What Private Firms Look Like and Need to 
Develop Further. 

Small firms dominate the private sector in 
Africa (Figure 2). The proportion of medium-
size firms in Africa is low relative to other 
developing regions, implying that there is a 
“missing middle”. Few African firms appear to 
transition from small- to large-size businesses. 
In contrast, more dynamic economies are 
characterized by a persistent high inflow of 

new entrants, an ongoing consolidation into 
medium-size firms, and the exit of weaker 
competitors. This competitive pressure drives 
productivity and employment in the micro, 
small and medium enterprises sector, which in 
turn feeds economic growth. Most of Africa’s 
largest corporations are based in a handful 
of ADB countries and are primarily in the 
extractive industry.

Challenges also differ by type of firm. 
Large companies are more concerned about 
corruption, skill shortages and labor regulations, 
while export-oriented businesses place tax 
administration at the top of their list. These 
systemic factors are of less importance for small 
firms, which find the lack of access to (and high 
cost of) finance, insufficient collateral, and the 
business owner’s limited technical, management, 
and accounting skills to be more binding. The 
most severe challenge for microenterprises is 
access to finance.

Location Matters.

Although the private sector in African countries 
faces common challenges, the impact of these 
constraints varies according to the stage of 
economic development (Figure 3). From the 
perspectives of firms, fundamental constraints 
such as insufficient transport networks and lack 
of access to power and finance are most critical in 
Fragile States and lower income ADF countries, 
while administrative constraints such as high tax 
rates and poor tax administration are relatively 
more binding in higher-income ADF countries. In 
ADB countries, labor market-related constraints 
such as skills shortages and labor regulations are 
more important than in ADF countries.
The relative importance of individual 
constraints to gross domestic product (GDP) 
also varies according to African countries’ 
level of competitiveness per their global 
competiveness index ranking. The results are 
similar to those based on rankings by income 
level. The results using the more disaggregated 
alternative classification scheme noted earlier 
are also broadly in line with those depicted in 
the income-based classification.
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Legal and Regulatory Environment

Private sector development requires predictable 
and transparent rules and procedures that foster 
business, backed by effective monitoring and 
enforcement. A poor regulatory environment hurts 
business competitiveness. Yet African countries 
rank low in terms of business environment, with 
a few exceptions (Figure 4). Twenty of the bottom 
25 countries in the World Bank’s Doing Business 
rankings are in sub-Saharan Africa.

Starting up and operating a formal business could 
be greatly eased, and competitiveness improved, 
by introducing of one-stop shops for business 
registration, reducing the minimum capital required 
to start a business, simplifying tax systems, 
introducing and enforcing insolvency laws, 
protecting property rights, enforcing of contracts, 
and developing and enforcing clear competition 
policies. Clear and transparent regulations creating 

incentives for innovation while safeguarding 
property rights would facilitate investment.

Prioritizing areas where each country lags the 
most would result in the greatest impact, therefore 
maximizing the use of scarce human and financial 
resources. Unwavering commitment from, and 
cooperation amongst, policy makers, the private 
sector and civil society are essential for reforms 
to succeed.

Developing and Financing Infrastructure

Developing Africa’s infrastructure at the pace 
necessary to meet its growth needs of about US$ 
93 billion per year will require improved planning, 
preparation, and procurement capabilities in line 
ministries and relevant sector units. Coordination 
and planning also need to be at the regional level 
as some infrastructure projects are large scale and 
cross borders.

Figure 3: Ranking of Business Environment Constraints in Selected African Countries
(Percentage of firms ranking a problem as major or severe)

Source: AfDB calculations and World Bank Enterprise Surveys data for 41 African countries.
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The main constraints to infrastructure development 
and maintenance include deficiencies in planning, 
preparation and procurement due to vague sector 

policies and plans, prioritization of projects based 
on social rather than economic considerations, skill 
shortages, and a lack of transparency in procurement. 

Figure 4: Ranking of African Countries’ Business Environments
 in 2011 out of 183 countries

Source:  World Bank Doing Business database.

Note: Electricity generation is  measured in kilo watt hours per capita; road density in kilometers per 100 square kilometers of land; paved roads 
in percentage of total roads; internet, electricity, improved water and improved sanitation access in population percentage; fixed telephone, and 
mobile telephone access in users per 1000 people

Source: Foster and Briceño-Garmendia 2010; and AfDB 2011.

Figure 5: Africa’s Infrastructure Stock
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In addition there is poor management of existing 
infrastructure assets, even though the costs of not 
maintaining infrastructure far exceed the costs of 
doing so.
Additional resources need to be raised through 
financial innovation such as those described in 
Box 1.

Access to Finance

Finance is scarce in Africa, and long-term finance 
is even scarcer. Challenges are most pronounced 
for small businesses compared to large ones, and 

in Fragile States (Figure 6). Less than a quarter of 
African businesses hold a loan or line of credit from 
a financial institution, by far the lowest proportion 
among developing regions. In addition, almost 
60% of the loans extended by African banks have 
a maturity of less than one year, and less than 2% 
have a maturity greater than 10 years. Banks remain 
the main source of external financing, and stock or 
bond markets, private equity funds, factoring, or 
leasing remain embryonic in most of the region.

Access to finance in Africa is hindered by four areas: 
(1) underdeveloped financial systems dominated 
by banks; (2) difficulties to assess creditworthiness 

Box 1: Innovative Government and Private Instruments 
for Infrastructure Financing

Innovative Government Financing Instruments

Government infrastructure bonds: 
Sovereign bonds issued on the domestic 
market to finance public infrastructure 
projects.

Diaspora bonds: Government bonds 
targeted at a country’s diaspora, which can 
also be offered to the local population.

Remittance securitization: An instrument 
where a government provides a local bank 
with the local currency counterpart of 
foreign currency-denominated remittances. 
This has yet to be tested in Africa.

Resource-backed infrastructure 
financing: Loans for infrastructure projects 
that are repaid through natural resource 
exports.

External sovereign bonds: Foreign-
exchange denominated government bonds 
issued in international capital markets.

Sovereign wealth funds: Government 
investment funds capitalized from resource 
export proceeds.

Innovative Private Financing Instruments

Specialized infrastructure funds: Funds 
created by established infrastructure 
contractors to finance projects in which 
they are involved.

Commodity-linked debt instruments: 
Domestic notes linked to specific 
commodities that can be traded on local 
exchanges.

Private equity funds: Funds mobilized 
primarily from international and local 
institutional investors and traditional 
financiers and invested in unlisted 
enterprises.

Corporate bonds: Domestic bonds issued 
by private firms.

Source: Brixiova and others 2011.
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due to a lack of credit information systems, as well 
as poor internal reporting and auditing standards; 
(3) capacity constraints that impede entrepreneurs 
from translating their ideas into bankable projects 
and submitting applications in a professional 
manner; and (4) the broader environment, including 
economic or political conditions perceived as risky, 
crowding out by governments bonds, regulations 
that discourage lending to the private sector, and 
poor contract enforcement and asset repossession 
systems.
These challenges result into excessive collateral 
requirements by financial institutions, which can 
be as high as 155%.
The priority in ADF countries is to put in place the 
foundations for a well-functioning financial system 
by building an adequate financial infrastructure, 
shoring up institutions, organizing capacity 
building programs for both finance providers and 
regulatory authorities, and adopting well-defined 
regulatory frameworks that foster competition and 
innovation within the financial sector.
Developing financial products for small and 
medium enterprises would help address the specific 
financing challenges that smaller businesses face 
across the continent. Supporting a well-functioning 
microfinance sector would also support small 
businesses, especially in Fragile States and in 
some ADF countries where the banking sector is 
not sufficiently developed. Non-bank financial 
institutions, such as leasing and factoring 
companies, also need to be supported through clear 
regulatory frameworks, programs to familiarize 
companies with the functioning and value added 

of these sources of finance, and improving asset 
repossession systems. Fostering the development of 
the contractual savings industry and private equity 
activities through concerted efforts to stabilize 
the macroeconomic environment, appropriate 
regulatory frameworks, fiscal incentives and 
capacity building for regulators would help ease 
the scarcity of long-term finance.
The problem of information asymmetry and 
collateral requirements could best be addressed 
through the creation of public registries and private 
credit bureaus. The development of corporate bond 
and stock markets would provide an alternative 
source of long-term financing, particularly in ADB 
countries. This requires diversifying the investor 
base and addressing inefficiencies in bankruptcy 
and listing procedures that plague most African 
systems. Efforts should be made to develop 
financial infrastructure, reduce listing fees, offer 
financial literacy programs and enhance the 
capacity of regulatory authorities.

Human Capital and Skills Development

Although tertiary education enrollment rates in 
Africa are up, they remain the lowest in the world. 
In addition, only 20% or so of tertiary education 
students in the region are enrolled in science, 
engineering, technology or business, compared 
to at least 50% in countries such as South Korea, 
China, and Taiwan. This forces African firms to 
rely on imported skilled labor or live with skills 
shortages. At the same time, large proportions of 

Figure 6: Sources of Financing of Working Capital and Investment 
in Selected African Countries

Source: AfDB calculations and World Bank Enterprise Surveys database.
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graduates remain unemployed and have to work in 
the informal sector or emigrate (Figure 7).

Addressing the skill mismatch in Africa’s private 
sector would, in the short run, require improved 
training programs and closer links between tertiary 
and vocational educational institutions and the 
private sector. Training programs should include on-
the-job initiatives targeting those already working, 
as well as graduates with a general education who 
lack specific work skills. Stronger university-
industry connections can be created by including 
private sector representatives in national education 
and training policy bodies and on academic boards 
involved in curriculum development. This could 
also facilitate private sector funding for research, 
scholarships, internships and apprenticeships.

In the long run, increasing the supply of human 
capital and skills will involve changing the way 
students are trained-a process that will require 
changes in the education system, labor markets, 
government policies, and the interaction among all 
three.

Corporate Governance

Addressing deficiencies in corporate governance 
requires a concerted effort from both national 
authorities and the private sector. Governments can 
contribute by customizing existing international 
guidelines to the domestic context and adopting 
the recommendations of the African Peer Reviews 

on corporate governance. Corporations should 
be encouraged to adopt corporate governance 
principles into their company codes, have their 
financial statements externally audited and 
published in a timely manner, and appoint a 
diversified Board of Directors who is properly 
trained about their roles and the protection of 
minority shareholders’ rights.

The enforcement of the principles embedded in 
national laws and corporate codes are, however, 
sorely lacking. Strong institutions and appropriate 
sanctions are needed to ensure rules and 
procedures are followed. Development partners, 
including the African Development Bank, can play 
a critical role by insisting that private companies 
that receive their support meet basic corporate 
governance standards, and by providing incentives 
for good governance, such as preferential rates and 
better terms. They can also provide resources to 
train regulators, directors, and managers on best 
practices. They should also ensure that companies 
in which they invest provide shareholders, 
particularly minority shareholders, with critical 
information and recourse regarding the decisions 
and actions of managers.

Entrepreneurship Development

African entrepreneurs would benefit from 
specialized training programs and financial 
support. Encouraging risk taking, critical thinking 
and problem solving at all levels of education 

Figure 7: High-Skill Migration Rates in Africa in 2010

Source: AfDB and World Bank 2011.
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and vocational training would help ensure that 
Africa’s entrepreneurs have the requisite skills to 
succeed. For example, universities in Botswana, 
Ethiopia, Kenya, South Africa, and Tunisia offer 
entrepreneurial courses at the undergraduate, 
masters, and doctorate levels. In addition, 
development partners can help increase and deepen 
technical assistance/capacity building to African 
entrepreneurs who lead micro, small and medium 
enterprises. The African Development Bank and 
others have been offering business development 
assistance to entrepreneurs for many years 
through programs like Growth Oriented Women 
Entrepreneurs (African Development Bank), 
Business Edge and Small and Medium Enterprises 
Toolkit (International Finance Corporation), and 
Small Enterprise Programme (International Labour 
Organization).

Promoting “clustering”, encouraging Diaspora 
involvement, and facilitating foreign direct 
investment would further support African 
entrepreneurs. Industrial clusters facilitate 
technological spillovers, access to specialized 
intermediate inputs and services, and labor market 
pooling. Government efforts promoting foreign 
direct investment can also translate into much-
needed knowledge transfer, provided the recipient 
company already has the necessary human capital 
to absorb new technologies and a supportive 
business environment is in place. Finally, the 
African Diaspora’s financial resources and skills 
can be further harnessed to support entrepreneurs 
at home. For example, the African Diaspora 
Marketplace, a business plan competition created 
by the United States Agency for International 
Development, Western Union, and the Global 
Development Alliance, encourages the U.S.-based 
African Diaspora to invest in micro, small and 
medium enterprises at home.

The African Development Bank and 
Private Sector Development

Bank Operations for Private Sector 
Development

The African Development Bank (AfDB, Bank) 
recognizes the importance of a flourishing 
private sector for inclusive, sustainable economic 

growth. It has been supporting private sector 
development across Africa through interventions 
in infrastructure, governance, and higher education 
and vocational training. Interventions include 
sovereign lending, private sector operations, 
budget and policy support, capacity building, 
technical assistance and advisory services.

The Bank finances infrastructure directly and 
indirectly through traditional and innovative 
methods. Over the past five years, the Bank has:

•• “Increased both the volume of financing 
for infrastructure projects and the proportion 
of financing that supports regional projects. 
Power, transport, and water and sanitation 
sectors together account for almost half the 
Bank’s portfolio (Figure 8).

Figure 8: Cumulative Active Projects in 
African Development Bank Portfolio by 

Sector

Source: AfDB 2011.

•• Catalyzed private financial sources by 
blending debt and equity, as well as risk 
management instruments. For instance, 
AfDB developed a Currency Exchange Fund 
(TCX) to ease the impact of foreign exchange 
volatility by hedging foreign exchange risks 
associated with infrastructure financing in local 
currencies. The Bank has also been providing 
partial risk guarantees, and participating in 
currency and interest rate swap markets. 
Subordinated loans are now used to raise 
investment returns or enhance credit structures 
to acceptable risk levels as well.
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•• Built capacity to support efficient and 
sustainable institutions and regulatory 
frameworks, and brokered complex regional 
projects. The Bank is working closely with 
the African Union through the Programme for 
Infrastructure Development in Africa, which 
is creating a road map for priority regional 
integration infrastructure projects.

The Bank has been at the forefront of promoting 
financial sector development and private sector 
access to finance in Africa, in particular micro, 
small and medium enterprises (MSMEs). Initial 
interventions focused mainly on lines of credit 
to financial institutions, which remain the Bank’s 
main instrument to channel financing to the private 
sector. AfDB has also been promoting microfinance 
institutions. Over time, it has been placing greater 
emphasis on policies, institutions and financial 
infrastructure by supporting reforms of payment 
systems, funding capacity building programs to 
strengthen institutions and financial supervision, 
and offering policy-based loans and budget support 
to foster financial sector reforms. Examples include 
the reform of the banking system in Egypt and of 
the payment systems in the West African Economic 
and Monetary Union (WAEMU). In 2005, the 
Bank also launched the Fund for African Private 
Sector Assistance (FAPA) to build capacity in 
financial institutions. More recently, the Bank has 
been developing innovative solutions to improve 
MSME’s access to finance, including the creation 
of the Microfinance Capacity Building Trust Fund 
in 2009 and the African Guarantee Fund for small 
and medium enterprises.

The Way Forward

For nearly 40 years, the Bank has provided support 
and continually seeks to improve its impact. In 
its 1997–2005 internal review of private sector 
operations, AfDB concluded that almost 80% of 
its projects had positive development outcomes 
and the key to good performance was to support 
sound business environments. At the same time, 
AfDB recognized that its previous approach of 
fostering private sector development through 
separate departmental interventions lost valuable 
opportunities for synergies and cross learning.

Drawing on lessons learned, AfDB prepared a 
new Private Sector Policy and an updated Private 
Sector Strategy in 2011. The Private Sector 
Policy—the first ever developed by an international 
development finance institution—seeks to:

•• Help regional member countries improve 
their business environments and international 
competitiveness through policy reform, regional 
integration, infrastructure development and 
delivery, and financial markets.
•• Promote private sector-led economic growth by 
fostering entrepreneurship, providing direct and 
indirect support to MSMEs, assisting women 
to become entrepreneurs, and encouraging 
economic integration and diversification.
•• Encourage social and environmental responsi-
bility, sustainability, and good corporate gover-
nance.

AfDB’s efforts are guided by four principles: (i) 
Ownership of gross domestic product (GDP) begins 
first and foremost with regional member countries; 
(ii) Use of Bank resources must be leveraged to 
channel additional resources into projects; (iii) 
Bank operations should promote a private sector 
that is sustainable, inclusive, socially equitable, 
open, and competitive; and (iv) Risk taking must 
be properly paired with financial prudence.

GDP growth is central to every dimension of 
the Bank’s work. Country Strategy Papers and 
Regional Integration Strategy Papers will provide 
the framework for multi-stakeholder reviews 
and identify priority areas for policy dialogue, 
policy-based operations, investment financing and 
economic and sector analysis. Operations focusing 
on business environments will include knowledge 
products, policy-based operations, and sovereign 
projects. Non-sovereign interventions will include 
private sector and sub-sovereign operations, as 
well as technical assistance and advisory services. 
Risk management, outcomes assessment, and 
monitoring and evaluation will be used to ensure 
additionality, effectiveness, financial sustainability, 
and catalytic effects. All these will be couched in 
the single optic of GDP.

Going forward, AfDB and other development 
partners should scale up their financial support for 
infrastructure, finance, human capital (especially 
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higher education and skills development), and 
regional networks. The Bank should also scale 
up its engagement with the private sector through 
public private partnerships and support for 
improvement of the investment climate in regional 
member countries.

To that end, the Bank has identified private sector 
development as a priority area of intervention, and 
is integrating it into all its operations under its “One 
Bank” approach which is described in Chapter 8 of 
this report.

Conclusion
The last decade has marked what could be a turning 
point for Africa’s economy. Macroeconomic and 
structural reforms have transformed what was 
once labeled as a “hopeless continent” into a fast-
growing region able to withstand severe global 
downturns. This stronger Africa appears to have 

laid out the foundations for a more sustained 
development, away from the booms and busts that 
used to cripple the continent.

Yet the business environment in many African 
countries remains amongst the least favorable in 
the world. While the debate over the respective 
roles of the private and public sectors has evolved 
since the 1990s, the private sector remains central 
to generating the jobs and economic growth that 
the continent badly needs to lift greater numbers 
out of poverty and build a more equal society. 
Governments, in cooperation with the private 
sector and civil society, must spearhead the efforts 
to create the conditions for business to thrive and 
contribute to a better life for all.

The African Development Bank is committed to 
helping governments on the continent realize the 
full economic potential and nurture private sector 
throughout Africa.


