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In 2009, the Chief
Economist Complex
(ECON) recorded
significant accom-
plishments in enhancing
the visibility and
intellectual capacity of
the African Develo-
pment Bank (AfDB), as
well as mainstreaming
knowledge in the
Bank’s development operations. As the anchor of
research within ECON, the Development Research
Department (EDRE) made commendable
achievements in 2009 in conducting high quality
research to generate deeper understanding of the
continent’s development challenges, especially
during the peak of the global financial and economic
crisis. EDRE played a key role in working with the
rest of the Bank to facilitate dialogue and advocacy.
The Department also supported in-depth analysis
of key development issues to inform policy
responses. This was evidenced by the Bank’s lead
role in coordinating the meetings of the Committee
of Ten African Ministers of Finance and Central Bank
Governors (C-10) - a platform that helped the
continent to build consensus around key issues
that fed into the global processes, including G20.

Beyond the significant achievements in response
to the crisis, EDRE made considerable progress in
strengthening cooperation in knowledge generation
and in building operational linkages within the Bank.
These linkages were particularly boosted by the
successful completion of the pilot phase of the
Additionality and Development Outcome
Assessment (ADOA) of private sector operations,
which became institutionalised by a decision of the
Board in September 2009.

EDRE’s contribution to increasing knowledge-based
interaction of the Bank’s economists with the rest
of the world through the internal Bank seminar series
and the African Economic Conference, is also
worthy of recognition. These achievements, coupled
with the improved quality and coverage of the
Bank’s flagship publications such as the African
Economic Outlook, which is managed in
collaboration with the Statistics Department, have
further demonstrated EDRE’s ability to deliver fully
on its mandate of serving as the anchor of
knowledge generation and dissemination in the
Bank.

I would like to congratulate the Department for the
outstanding performance. Going forward, | strongly
encourage EDRE to consolidate these
achievements. With the improvement in its human
resource capacity in 2009, | have no doubt that
EDRE will take on this challenge and extend its
commendable performance in 2010 and beyond.

ot faslondy

r'“a.,_./

Louis Kasekende
Chief Economist
African Development Bank



The year 2009 has
posed significant
challenges for Africa,
calling for enhanced
analytical support from
the Bank to inform
policy response to the
crisis. To address this
challenge, EDRE scaled
up its efforts in
contributing to ECON’s
mandate of generating and disseminating
knowledge, especially for the purpose of monitoring
the crisis and guiding policy responses by the Bank
and the Regional Member Countries (RMCs). While
achievements in this context are noted as
commendable, the Department also succeeded in
delivering its standard knowledge products. This
includes the production of the flagship publications,
as well as topical studies, such as the Debt Relief
and Social Service Delivery, the Assessment of Ol
and Gas in Africa, and several Working Papers.

The success of the African Economic Conference
as Africa’s premier forum for analytical and policy
debate continues to gain prominence. This high
level conference, together with the increasing
attendance of the Bank-wide monthly seminars,
helped raise the profile of the Bank’s knowledge
activities and further strengthened the research-
operational linkages within the Bank. This is
complemented by the increasing involvement of
operational staff in the preparation of the African
Economic Outlook (AEO) country notes, and EDRE

research staff involvement in Economic and Sector
Work (ESW). This cross-fertilisation between
research and operations is critical for the Bank’s
mission to become both a knowledge Bank and an
effective development financing institution.

EDRE is determined to consolidate these
achievements in the coming years, and to deepen
Bank-wide collaboration on knowledge generation
and dissemination. EDRE appreciates and will
continue to count on the support from Operations
and Sector specialists in promoting the role of
knowledge in advancing the Bank’s overall mission.
This partnership will build a stronger and more
effective Bank.

Léonce Ndikumana
Director
African Development Bank



1.1 Purpose of the Research Summary
This Research Summary is an annual publication
of the Development Research Department (EDRE)
of the African Development Bank (AfDB). First
published in 2009, the report presents a summary
of the Department’s activities during the year under
review, and highlights key findings from ongoing
studies and priority areas of research for the
following year.

The purpose of the Research Summary is to provide
an avenue for clients, within and outside the Bank,
to identify research products that are most pertinent
and applicable to improving the quality of their work.
The report also creates an opportunity for jointly
identifying priority areas for future research
collaboration, so as to ensure that Bank-led
research is best suited to serving operational and
policy needs. It is divided into five chapters. The
rest of this Chapter gives an overview of EDRE’s
research work and achievements in 2009. Chapter
Two reviews the mandate of the Department, and
presents its focus areas of research and analytical
activities during 2009. Chapter Three gives a
detailed overview of the research activities and
achievements under each of the research pillars,
while Chapter Four highlights EDRE’s collaboration
and research networking and partnership activities.
Chapter Five presents some concluding remarks
and the way forward.

1.2 Overview of 2009

Having gone on record as the peak of the global
financial and economic crisis, the year 2009 came
with tremendous challenges that required a
response from the Chief Economist Complex
(ECON), particularly in generating and disseminating
policy-relevant analysis and other knowledge
products for effective Bank response to the crisis.
As ECON'’s anchor of knowledge generation, EDRE
played a key role in providing up-to-date research
and analysis on the crisis. This provided the
foundation for the Bank to effectively take the lead
in coordinating Africa’s responses to the global
financial and economic crisis, through rigorous
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analysis and policy dialogue, working closely with
the African Union Commission (AUC) and the United
Nations Economic Commission for Africa (UNECA).

The crisis-response momentum that gathered at
the high-level meeting of African Ministers of Finance
and Central Bank Governors in Tunis in November
2008, and the ensuing activities of the Committee
of Ten (the C-10), accelerated in 2009. In
collaboration with other units in ECON and
Operations Complexes, EDRE took the lead in
supporting the activities of the C-10 with analytical
products and policy advocacy. This created an
important platform for building an African voice, and
a common position on key issues that fed into
important global processes, such as the G-20.

While responding to the increased demand for
knowledge and analysis during the crisis, EDRE also
made significant progress in delivering on its core
mandate and activities targeted in the Department’s
Key Performance Indicators (KPIs) for 2009. In doing
s0, EDRE collaborated seamlessly with the Statistics
Department (ESTA) and African Development Institute
(EADI) on key initiatives under ECON’s mandate. To
this end, during 2009, EDRE made a significant stride
in improving the quality of the Bank’s flagship
publications, such as the African Economic Outlook
(AEQ), the African Development Report (ADR), the
Africa Competitiveness Report (ACR) and the African
Development Review (ADRev).

Taking the lead role in 2008 from the Organisation
for Economic Cooperation and Development
(OECD) in the publication of the AEO, ECON (EDRE
and ESTA) did not only improve the quality of the
report but also increased its coverage from 35
countries in 2007/2008 to 50 in 2009/2010. The
AEO is now on record as the most consistent and
comprehensive analysis of Africa’s economic
performance. In this context, the AEO website won
the “2009 Best in Class” award in the Reference
Category by the Interactive Media Council. In a
similar vein, the ADR 2008/2009 on fragile states
also emerged as timely, and found useful application
to policymaking in fragile economies as they
grappled with the challenges of an unprecedented



financial and economic crisis. Also, the EDRE’s
collaboration with the World Bank and the World
Economic Forum (WEF) on the Africa
Competitiveness Report (ACR) attracted significant
media attention at the 2009 World Economic Forum
in Cape Town, as the ACR became known as an
instrumental reference for private sector policy and
investment decisions on the continent.

In 2009, the Department completed the pilot phase
of the Additionality and Development Outcome
Assessment (ADOA), which became institutionalised
within the Bank, to work closely with the Private
Sector Department (OPSM). With these activities,
EDRE contributed significantly to the Bank’s results
agenda in 2009. During the course of the year,
EDRE also increased the number of Working Papers
and introduced simplified knowledge products that
can be easily accessed and used by Operational
Departments and Regional Member Countries
(RMCs). Such products include Development
Research Briefs and the Financial and Economic
Crisis Policy Briefs. These briefs are short, factual,
and stimulating publications for quick referencing.
They are useful for decision making.

Finally, 2009 also witnessed enhanced interactions
and networking with other institutions, which
provided a framework for leveraging knowledge
generated elsewhere and intensifying collaborative
activities. This success was evident in the increasing
number of research and policy institutes that are
now participating in the production of the AEO
country notes, as well as the participation of Country
Economists and Bank’s Field Offices (FOs) in the
AEQ production.

The increased attendance of the 2009 African
Economic Conference (AEC), which brought
together researchers, policy makers and
development practitioners, including Africans in the
Diaspora, is another testimony of ECON’s success
in deepening the Bank’s visibility as a knowledge
Bank. At the same time, increased in-country
dissemination activities in 2009 created an avenue
for intensified interaction with RMCs and the Bank’s
FOs, while the monthly Bank-wide seminars and
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EDRE’s involvement in Economic and Sector Work
(ESW) have made advances in mainstreaming
research products in Bank operations. The
Department hopes to consolidate and reinforce
these achievements further in the coming years.



2.1 Purpose

The Bank recognises knowledge generation and
development intervention as mutually reinforcing.
This explains the high priority that knowledge
generation and dissemination has received lately at
the Bank, so as to ensure that lessons and
development experiences provide direct feedback
into the identification of research priorities.

EDRE undertakes and disseminates research on
priority issues related to African social and economic
development, with particular emphasis on growth,
poverty reduction, and accelerating the process of
regional economic integration. EDRE is also
responsible for providing advice and guidance to
Operations Departments on the use of basic
economic indicators in the preparation and
evaluation of development interventions.

The mandate of the Research Department cuts

across several key activities, including the following:

i. Identify strategic priorities for Bank-led research
on African economic and social development and
regional integration issues; undertake a selected
programme of individual and collaborative
research related to these strategic priorities, in
close cooperation with international and regional
research institutions and other stakeholders;

ii. Develop technical and financial cooperation
arrangements with other agencies and institutions
carrying out activities related to the Bank’s
research and operations priorities;

iii.Disseminate the results of development research
internally and externally through the Department’s
web site, a wide variety of publications and
economic research papers, and, in collaboration
with the African Development Institute, through
regional and international seminars and
workshops, as well as through the annual African
Economic Conference;

iv.Manage the preparation of the Bank’s flagship
publications, notably the African Economic
Outlook, African Development Report, Africa
Competitiveness Report, and the African
Development Review, and disseminate their
findings to RMCs, development partners,

12

universities and research bodies, and the media;

v. Assist country and sector economists throughout
the Bank in developing and employing
standardised economic methodologies, utilising
appropriate economic indicators in their
operational work, and accessing the results of
relevant economic research undertaken within
and outside the Bank; and

vi.Undertake economic intelligence, analysis

and studies as requested by Senior Management,

and prepare briefs, and

statements.

related papers,

As with the other departments in the ECON
complex, the activities of the Development Research
Department are guided by the Bank’s Knowledge
Management and Development Strategy (KMDS),
around its four Pillars as described below:

Strategic Pillar 1: Strengthen the generation of
knowledge: Under this pillar, EDRE undertakes
research activities that support the Bank’s capacity
to incorporate analytical insights in designing its
operational responses to Africa’s development
challenges. The Bank’s effectiveness in assisting
RMCs to achieve high growth rates and reduce
poverty in Africa depends primarily on its capacity
and ability to improve the quality of its development
operations. Towards this goal, the Research
Department analyses the main constraints,
opportunities, challenges, and risks confronting
African economies. The Department also responds
to knowledge needs in relation to emerging issues,
such as the fuel and food crisis. It was instrumental
in 2009 in responding to the financial and economic
crisis with timely research and analytical products.

Strategic Pillar 2: Leverage knowledge through
partnerships: The Research Department identifies
and leverages knowledge in a variety of forms and
from different sources, enabling Africa’s voice to be
heard. The Department has founded several
partnerships with relevant external institutions,
including universities and think tanks.

Strategic Pillar 3: Enhance knowledge
dissemination and sharing: Effective dissemination



is an indispensable instrument for translating
knowledge into policy actions. Thus, in addition to
dissemination within the Bank (Boards,
Management Staff, networks, etc.), the Department
organises forums and international conferences to
reach out to researchers, policy makers and
development parishioners. For 2009, the
dissemination emphasis was on the flagship
publications, namely AEO, the ACR, and ADR, and
the knowledge products of the financial and
economic crisis (Annex 5).

Strategic Pillar 4. Enhance the application of
knowledge. The value of knowledge lies only in its
use. For the Bank, value means how well knowledge
outputs are used to better design and implement
projects, provide quality policy advice to RMCs, and
improve internal business processes and review
mechanisms. Assessing the effectiveness of the
Bank’s development work requires measurement
of the results that work. To strengthen operational
development effectiveness, the Development
Research Department developed the Additionality
and Development Outcomes Assessment
Framework (ADOA) for the ex-ante development
impact assessments of its private sector operations.
In 2009, EDRE was mandated to assess all private
sector operations before they are submitted for
Board approval. Through the ADOA activities and
the increased collaboration with Country Operations
Departments and Field Offices, EDRE has become
more instrumental in enhancing the Bank’s policy
advice to RMCs. This improves policymaking.

With its emphasis on quality and results, EDRE has
adhered to the following core principles of the Bank’s
Knowledge Management and Development Strategy:
= Selectivity: Research is anchored on the Bank’s
strategic operational priorites and the
development challenges facing its RMCs.

- Relevance: Research is responsive, policy-
oriented and relevant, and informs decision
making in RMCs and Bank operations.

- Value addition: Research enhances innovation
and adds value to the Bank’s work, boosting its
development effectiveness.

= Partnerships and cost-effectiveness: Research

13

generation and dissemination explores
opportunities for synergy and partnerships, which
contributes to cut costs and thus increases the
returns to Bank’s investments in research.
2.2 Research and Operations Linkages
EDRE’s research activities are designed to
contribute to improving the Bank’s operations and

to enhance policymaking and development
effectiveness in the RMCs.

To effectively serve these functions and to support
the four strategic pillars described earlier, the Bank
deemed it appropriate to focus its research priorities
in three interrelated areas in 2008-2012, namely:
(i) Poverty reduction and equity; (i) enhancing the
competitiveness and productivity of African
economies; and (i) improving the quality of
institutions and economic management.
Corresponding to the Bank’s mission, poverty
reduction (Focus Area 1) remains the Bank’s
overarching focus for knowledge activities, while
equity and shared growth are central to sustainable
growth and development. The investment climate
and competitiveness of RMCs (Focus Area 2) are
improved by strengthening the quality of institutions
and macroeconomic management (Focus Area 3).

As depicted in Figure 1, the current and future
activities of research themes are conceptualised
around strengthening the relationship between the
ECON Complex and the Country and Sector
Operations Complexes. EDRE’s analyses provide
valuable inputs into operational processes and
documents that form the framework for policy and
for setting the Bank’s operational priorities. The
documents include Country Strategy Papers and
Poverty Reduction Strategy Papers, while the
operational processes are related to economic and
sector works, and portfolio activities.

The Bank’s flagship publications produced by EDRE
in collaboration with other departments provide a
vital medium for the dissemination of knowledge
generated to the Operations Complexes.
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Figure 1: Conceptualising Linkages between
Research and Operations

Furthermore, the Department also publishes a
Working Paper Series (WPS), which disseminates
key findings from research studies and innovative
thoughts about emerging development issues. In
2009, EDRE introduced Development Research
Briefs for rapid dissemination and quick referencing
of recent research findings. Finally, throughout the
year, the Department produced Policy Briefs on the
Financial and Economic Crisis, targeting
policymakers and development practitioners, both
within and outside the Bank.

2.3 Structure of the Research Department

The Research Department, which is part of the Chief
Economist Complex, consists of two divisions: The
Research Division and the Research Partnership
Division (Figure 2).

In 2009, the Department enjoyed a staff
complement of 39, including the Director, two
Division Managers, two Lead Economists, three
Chief Research Economists (one went on leave of
absence in March), and seven Principal Research
Economists (one rotated to OIVP in November). The
others were four Senior Research Economists (one
left the Bank in November), four Research
Economists, two Technical Assistants, six Young
Professionals, two STS as Research Assistants,
one Admin Assistant, one Team Assistant, two
Secretaries, and two STS as Assistant Secretaries.

Figure 2: The Chief Economist Complex (ECON)
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3.1 Focus Area |: Poverty Reduction and

Equity

Most African countries continue to face
development challenges in terms of reducing
poverty, income disparities, and inequalities, and in
achieving the Millennium Development Goals
(MDGs). Growth diagnostics and accruing evidence
shows that it is the pattern of growth, more than
the general rate of economic growth, that is strongly
positively correlated with poverty reduction. In other
words, economic growth can be pro-poor and
therefore poverty-reducing, distribution-neutral, or
poverty-aggravating in some instances.

This finding has operational implications for
designing programmes and setting implementation
priorities. Therefore, research in this focus area can
generate knowledge that advances the Bank’s
mission of contributing to poverty reduction in Africa.

In 2009, EDRE'’s activities focused on understanding
growth constraints in Africa and identifying possible
solutions. The Department also paid attention to
understanding the nature and determinants of
poverty and the links between government actions
and poverty outcomes. In collaboration with the
Operations complexes, EDRE, in 2009, carried out
research under this pillar in the following key areas:
Growth, poverty, and inequality in selected African
Middle Income Countries (MICs); development aid
and access to water and sanitation in sub-Saharan
Africa; poverty analysis in the Democratic Republic
of Congo; smallholder agriculture in a changing
African economy with evidence from East Africa;
migration, remittances, and development in sub-
Saharan Africa; growth diagnostics in West Africa;
and growth and aid effectiveness in fragile and post-
conflict countries. A brief highlight on each of these
studies is presented below.

3.1.1 Growth, Poverty, and Inequality in
Selected African Middle Income Countries

Task manager
Audrey Verdier-Chouchane

Project duration
September, 2008 to first quarter 2010
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Poverty reduction strategies can be improved by
generating deeper understanding and analysis of the
sources of economic growth and the relationships
between growth, inequality, and poverty reduction.
Based on case studies in four middle income
countries (MICs), namely Mauritius, South Africa,
Morocco, and Tunisia, this study seeks to generate
knowledge on the nature and distribution of wealth
generated by economic growth. It also aims to
examine the role of sectoral and distributional policies
in promoting equitable growth.

The objectives of the study are to: (i) Describe
poverty reduction strategies in African middle
income countries (MICs) in relation to the political,
economic, and social context, and to assess the
pro-poor features of these strategies; (i) understand
the causes of persistent high poverty rates and
inequalities; (iii) explore and quantify the gender
dimensions of pro-poor growth; (iv) draw policy
recommendations for increasing growth and
reducing poverty and inequality.

The study is undertaken in collaboration with
CIRPEE (Centre interuniversitaire sur le risque, les
politiques, économiques, et I'emploi, University of
Laval, Canada) and with National Statistics Offices
in the countries covered by the study.

Data on the distribution of income was collected
through two household surveys at 5 to 10 year
intervals. The analysis focused on changes in
poverty from the growth and inequality components,
with particular emphasis on gender and regional
impact on growth. The data was used to estimate
the Growth of Incidence Curves (GICs), i.e., the
impact of growth and distributional changes on
poverty. The calculation of the poverty bias of growth
(PBG) and growth elasticity of poverty will also help



in drawing relevant policy recommendations for the
RMCs and the African Development Bank in the
design and implementation of pro-poor policies.

Preliminary findings from the study indicate that the
impact of growth on poverty and inequality has been
very different across the four countries (see table).

On policy recommendations, greater investment is
needed in infrastructure to connect poor households
to economic opportunities. Policies to foster the
participation of women in the labour force also make
a significant difference in the distribution of family
income. Given their relatively strong social roles,

Summary of findings

especially in human capital development (ensuring
education and nutritional well-being), empowered
women can be very effective drivers of development.

Data and preliminary findings were validated by the
Bank’s country economists at the end of May 2009.
Operation Departments for North Africa and Southern
Africa are collaborating with the Development
Research Department to discuss and provide field
experiences. The results will be disseminated in
regional member countries. The objective is to build
capacity of institutes of statistics in these countries
to undertake pro-poor growth analysis, and to
appreciate the importance of data collection at a
household level, in projects aimed at reducing poverty.

Average Headcount Change

Countries income (% at 3USD) Gini index in Absolutely | Relatively
(USD) income pro-poor? | pro-poor?
Start | End | Start | End | Start | End (%)

Mauritius

(2001- 8.69 | 9.66 | 5.8 41 | 0.34 | 0.36 1% Yes Uncertain

2006)

Morocco

(1990- 6.45 | 529 | 21 30 | 0.38 | 0.37 -18% No Uncertain

1998)

South

(ﬁ‘gg’;‘_ 861 (108 | 42 | 41 | 061|067 | 25% Uncertain No

2005)

Tunisia

(1990- 6.43 | 7.35 | 23 18 | 0.39 | 0.39 13% Yes Uncertain

2000)

3.1.2 Development Aid and Access to Water
and Sanitation in Sub-Saharan Africa

Task managers
Marco Stampini and Adeleke Salami

Project duration
September, 2008 - ongoing

Improved access to water sources and sanitation
facilities in African countries could not only increase
development, but also enhance the effectiveness
of development operations in other sectors.
Coordination, clear assignment of responsibilities,
and greater emphasis on capacity building,
especially at the local level, are key to water and
sanitation sector efficiency. Countries that adopt
well-designed water utility reforms substantially
improve access to services and make significant
progress in financial capacity to sustain and expand
services. Itis against this background that the study
was designed to examine these issues in selected
countries.



In recognition of the heterogeneity of Africa, the
study has given due importance to understanding
the varying factors that determine success or failure
in different regions, so as to better target future
interventions, channel development aid to where it
is most needed, learn lessons from past
experiences, and avoid replication of errors.

In this context, the objectives of this study are to:

() Identify factors determining performance of
countries in providing access to safe water and
improved sanitation facilities;

(i) assess the role, significance, and targeting of
development aid in the provision of water and
sanitation, and to;

(i) pinpoint lessons for the design and
implementation of future development
interventions in the water and sanitation sectors.

The study is conducted in collaboration with the
Water and Sanitation Department (OWAS), which
has provided technical inputs and will peer-review
the outcomes. A consultant from the Oxford Centre
for Water Research in Oxford University (UK) is also
involved in the study.

The analysis comprises secondary data and desk
research, complemented by case studies
conducted in Madagascar, Burkina Faso, Kenya,
and Uganda. The case studies are based on field
work through interviews with the main stakeholders
in governments, communities, and water
management authorities. Limited primary data was
also collected through interviews with key informants
and discussion groups in the communities benefiting
from water-related development projects. The data
has been analysed and the results are being
incorporated in a study report.

Preliminary analysis shows that in some sub-
Saharan African countries, aid covers up to 90
percent of national water and sanitation
expenditures (WHO 2008). Nonetheless, the sector
still receives a small share of total aid. Between
2002 and 2007, aid allocation to water and
sanitation projects increased from 0.9 percent of
overall Official Development Assistance (USD 218
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million) to 1.5 percent (USD 472 million) (OECD
20009).

Sub-Saharan African countries are generally not on
track to meet the Millennium Development Goals
of halving the proportion of people without
sustainable access to safe drinking water and
improved sanitation by 2015. The total coverage of
improved drinking water increased from 49 percent
in 1990 to 58 percent in 2006. During the same
period, access to improved sanitation increased
even more slowly — from 26 percent to 31 percent.
Performance varies greatly across countries, and
seems to be increased by the implementation of
policies that: (i) Improve coordination among the
different institutional stakeholders; (i) establish clear
accountability; (iii) focus on capacity building and;
(iv) dedicate appropriate resources to monitoring
and evaluation.

Final results will be disseminated within the Bank
and in the countries covered in the case studies.
The results are expected to assist with the design
and implementation of future development aid
strategies in the water and sanitation sector for sub-
Saharan Africa. The study will produce: (i) A Board
Information Note; (i) a study report for the Water
Partnership Programme, articulating the issues as
described in the objectives, and; (i) a working paper.



3.1.3 Poverty Analysis in the Democratic

Republic of Congo

Task manager
Ahmed Moummi

Project duration
March, 2008 — April 2009

The study on poverty in DRC seeks to analyse the
spatial distribution of poverty in the country in order
to identify the provinces that are most affected by
this phenomenon, and the degree of disparity in
poverty. The research fits within the economic and
sectoral study (ESW) initiated by the Regional
Department Center (ORCE). Its objective is to
analyse the impact of the decentralisation process
vis-a-vis poverty in DRC, and to investigate the
determinants of poverty with particular attention to
social and households’ characteristics. The main
source of data used in this study is the 2004-2005
survey, conducted in three phases.

Poverty remains a pervasive problem in the
Democratic Republic of Congo (DRC). The rate of
household poverty at the national level is about 70
percent. The spatial distribution of this phenomenon
shows that the rural areas recorded a poverty rate
of 72 percent against 59 percent for the urban areas.
On the other hand, poverty distribution by provinces
also shows some disparity. Poverty rate for
Bandundu and Equateur provinces is about 90
percent, against a rate of 50 percent for Kasai
Province and the capital city, Kinshasa.

Poverty measures with regard to the demographic,
social, and occupational characteristics of
household heads show that poverty is particularly
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pronounced among larger households. As for
gender, the results show that the level of poverty is
not dependant on the sex of the household head.
It also emerges that the socioeconomic category
and the level of education of the household head
are strongly correlated, i.e. a higher level of
education implies lower incidence of poverty.

The findings from the study on poverty profiles and its
determinants in the DRC, provide valuable input into
policy design and implementation, both by the Bank
and the national government. The study particularly
guides Bank intervention in RMC’s through: (i) Better
targeting of poor populations in rural and urban areas;
(i) strengthening the result-based approach in Country
Strategy Paper (CSP) preparation; (ii) strengthening
economic and sector work; (iv) better understanding
of the dynamics of poverty, and (v) better targeting of
the Bank’s intervention to alleviate poverty.

3.1.4 Smallholder Agriculture in East Africa:
Trends, Constraints, and Opportunities

Task managers

Adeleke Salami, Zuzana Brixiova
& Justus Kabyemera

Project duration

November 2007 to February 2010
Smallholder agriculture continues to play a key role
in African agriculture. Given its importance, this study
investigates trends, constraints and opportunities of
this sub-sector in East Africa through case studies of
Kenya, Ethiopia, Uganda and Tanzania. Even though
in these agriculture-based economies smallholder
farming accounts for a majority of agricultural
production and employment, its contributions to the
region’s growth rates has remained limited.



At the national level, weak institutions, limited access
to markets and credit as well as an inadequate
infrastructure have constrained productivity growth
of smallholder farming. The study underscores that
given the numerous constraints faced by agriculture,
including market failures, sustained agricultural
growth cannot be achieved by markets alone. The
Governments have a key role to play in revitalizing
smallholder farming and transforming it from the
subsistence to commercial agriculture. They need
to create enabling environment conducive for
agriculture in general, and smallholders specifically,
which requires stepping up the budgetary
allocations to agriculture in line with the Maputo
Agreement. This would enhance implementation of
policy and regulatory improvements, development of
infrastructure, environmental protection, and property
rights. Governments also need to ensure that the
ministries of agriculture are performance driven. The
input and output markets also cannot be completely
left to the private sector, the government can facilitate
their functioning, including by information dissemination.
Moreover, policymakers should ease smallholders’
access to land, support training to enhance their skills,
encourage technology adoption and innovation, and
remove obstacles to trade. At the regional level,
international trade barriers need to be addressed.
Expansion of commercial agriculture is a key for raising
agricultural productivity and long term growth.

The study was conducted in partnership with the
Agriculture and Agro-Industry Department (OSAN)
and Mr. Abiodun Falusi, consultant from the
Department of Agricultural Economics of the University
of Ibadan (Nigeria) under the guidance of Mr. A.B.
Kamara, Manager, EDRE.1. A brief description of
outputs and outcomes was published in the April
2009 edition of the Bank’s Development Research
Brief. A more detailed report has been submitted for
publication in the Bank’s Working Paper Series. The
study provided input for the preparation of the Bank’s
Agriculture Sector Strategy 2010 — 2014. In addition,
the output of the study is expected to provide
background information that will guide the RMCs’
future agricultural operations to better address
constraints faced by farmers in their efforts to increase
productivity and incomes.
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3.1.5 Migration, Remittances, and

Development in Sub-Saharan Africa

Task manager
Abebe Shimeles

Project duration
2007 to 2010

Remittances can reduce the extent and severity of
poverty at the household level, and increase the
national income in developing countries. Remit-
tances can also increase household expenditure in
areas with a high developmental value, such as

education, health, and small and medium
enterprises. At the same time, migration can
produce undesired effects, such as brain drain and
overvaluation of currencies due to large inflows that
may adversely affect export performance.

In collaboration with the World Bank and with
financial assistance from a number of donors
including the British Department for International
Development (DFID), Swedish International
Development Cooperation Agency (SIDA), Canadian
International Development Agency (CIDA),
International Fund for Agricultural Development
(IFAD), and the French Agency for Development
(AFD), the African Development Bank has
undertaken a comprehensive study on migration
and remittances in Africa.

The key objective of the study is to strengthen the
knowledge of migration and remittances for
development in sub-Saharan Africa, and the skills
base of policy makers, researchers, banks, financial
institutions, and donor agencies to better manage
migration and ensure cheaper, safer remittances.
Briefly, the study is aimed at leveraging the use of
remittances for development.



The project focuses on 10 selected Africa states
and two large destination countries outside Africa.
They are Burkina Faso, Cape Verde, Ethiopia,
Kenya, Lesotho, Nigeria, Somalia, South Africa,
Tanzania, and Uganda, and UK and US respectively.
These countries are selected on the basis of their
usefulness in illustrating the range of migration
experiences in Africa. Included are some of the
poorer and some of the relatively richer countries
in sub-Saharan Africa; stable countries and others
that have suffered internal and external conflicts;
and countries that serve as destinations for migrants
from other African countries but are sources of
migrants to Europe and America. Others included
are both source and destination countries for African
migrants. Some have shifted from principally
destination to source countries over time.

Key deliverables of the project include the following:

i. Four regional consultation meetings involving
researchers, governments, and international
organisations, to discuss and share views on the
findings of the study.

i. A flagship publication on Migration and
Remittances for Development in sub-Saharan
Africa. The book and its proposed tools (e.g.
remittance survey instruments) would be useful
reference texts for: (i) A strengthened inter-
country migration research network; and (i)
government statisticians, researchers, state and
commercial banks, and policy makers.

iii. Four regional capacity-building workshops (East,
West, Central, and Southern Africa) with African
and other governments, international partners,
donor community, and other expert agencies.

. A strengthened virtual inter-country migration
and remittance research network.

Vi
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3.1.6  Growth Diagnostics in West Africa

Task Manager
Peter Walkenhorst

Project Duration
August 2009 - July 2010

High and sustained economic growth is crucial for
poverty alleviation and the achievement of the
Millennium Development Goals (MDGs). Given the
scarcity of financial resources and restricted
institutional power, as well as limited political capital,
low-income countries in Africa have insufficient
capacity to carry out wholesale reforms. Too often,
countries have endorsed overly ambitious strategies
that are costly to implement. Poverty reduction and
development strategies should strive to be more
selective and targeted at interventions that promise
the highest possible returns.

In this context, the Growth Diagnostic (GD)
approach emphasises the need to set strategic
priorities. Pioneered by Ricardo Hausmann, Andrés
Velasco, and Dani Rodrik (Harvard 2005), the GD
method offers an analytical tool for identifying the
“binding constraints”.

The objective of this study is to contextualise and
apply the GD framework in selected West African
economies. While the toolis generally applied at the
country level, this project attempts to complement
the national diagnostic with a more regional or spatial
optic. In addition, the project aims to transfer know-
how and develop local capacity so that the
knowledge instrument may be institutionalised.



The outcome of the Growth Diagnostic research will
generate evidence on binding constraints in West
Africa, thereby constituting a useful input for the
formulation of development strategies, including
Poverty Reduction Strategy Papers (PRSPs).
Underpinning the PRSP process with rigorous
diagnostic techniques will render national strategies
more evidence-based and results-oriented. In addition,
strengthening diagnosis at the identification stage will
enable the AfDB and other donors to improve quality-
at-entry and achieve greater aid effectiveness. The
project is generously supported by the Government
of Japan through its Japan Policy and Human
Resources Development Grant (JPHRDG).

3.1.7 Growth and Aid Effectiveness in Fragile
and Post-Conflict Countries

Task Manager
Victor Davies

Project Duration
August 2009 — May 2011

Aid plays a vital role in fragile states. It fills the often
large gap between fiscal revenues and spending
needs. Thus, it is instrumental in maintaining basic
social services. In countries emerging from violent
conflict, aid also finances critical peace-building
activities like disarmament, demobilisation and
reintegration programmes for former combatants,
rehabilitation of refugees, and reconstruction.

However, questions have been raised about the
long-term impact of aid in poor countries.
Development partners have pursued a wide range
of policies and practices in fragile states whose
relative efficacy remains a matter of speculation.
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There is little knowledge about what works and
what does not. For instance: What type of aid suits
fragile states? Is budgetary support appropriate in
the face of weak institutions for accountability and
transparency? In what circumstances has aid been
effectively used? What lessons can we learn for the
sake of future aid programmes and policies?

The objective of the study is to investigate aid
management practices in fragile states with a view
to identifying best practices and increasing
knowledge about aid effectiveness in weak
institutional environments. The project will involve
the development of a cross-country dataset, and
the preparation of thematic papers and country
case assessments. The dataset will be used in the
other components of the project to undertake
detailed statistical analyses on the role of aid in
fragile states. An econometric analysis of the
relationship between growth and aid in fragile states
will be undertaken.

The study will inform the Bank’s strategy for
engagement in fragile states. Thus, Bank operations
will benefit directly from it. Governments, development
partners, practitioners, and academics will also gain
insights from the analysis. The ultimate beneficiaries
are people living in fragile states. The study is designed
to address issues affecting their welfare.

The outputs of the project will include working
papers, journal articles, and an edited book. A
dissemination conference is also planned. The
working papers will be available online and
distributed in regional member countries and other
stakeholders. It is also expected that papers
drawing on the project will be presented at various
conferences. The study is being conducted in
collaboration with Fragile States Department
(OSFU).



3.2 Focus Area Ill: Enhancing the
Competitiveness and Productivity of

African Economies

In general, the competitiveness of an economy has
a positive relationship with the degree of efficiency
and productivity. Increased competitiveness also
serves as a positive signal to external investors of
the business environment. It is thus integral to the
Bank’s policy to generate knowledge on what
stimulates competitiveness in Africa, giving close
attention to regional disparities and constraints
resulting from diverging physical, social, and political
circumstances.

In 2009, EDRE continued with studies started in
2008. The studies served as critical inputs into the
African Competitiveness Report. In this context,
EDRE’s work under the competitiveness and
productivity pillar during the year comprised country
case studies in Botswana, Mauritius, Namibia,
Tunisia, and an investment climate assessment of
Mauritius. The study also involved analysis of the
impact of high oil prices on African economies, and
an assessment of the status of Africa’s oil and gas
resources. EDRE’s work further entailed
development of a model for assessing the impact
of high oil prices on net oil importing and exporting
countries, and development of operational
modalities for an African Petroleum Fund. More
activities under this pillar also included the
Additionality and Development Outcome
Assessment of the Bank’s Private Sector
Operations, assessment of the performance of
mining industry in Africa, analysis of education and
employment in Malawi, the development of a Tariff
Reform Impact Simulation Tool (TRIST), and a
comprehensive analysis of Africa’s development
challenges and trends — the Vision 2050 Study.
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3.2.1 Country Case Studies on

Competitiveness

i)  Enhancing the Competitiveness of Four African
Economies: Botswana, Mauritius, Namibia, and
Tunisia

Task manager:
Peter Ondiege

Project Duration:
June 2008 — April 2009

The competitiveness of most African countries lags
behind other regions. This constrains their ability to
cope with external shocks. Indeed, the challenge
of the continent has been exacerbated by the 2007-
2009 global financial and economic crisis. This
leaves a clear role for the Bank to assist Africa in
addressing these challenges and to sustain the
growth momentum through policy support and
capacity building. Given the critical role that
knowledge plays in promoting dynamic and
sustained economic growth, the study aims to
promote knowledge generation and dissemination
as part of the process of enriching policy formation
and implementation.

The study analyses recent economic performance
and competitiveness in the economies of Botswana,
Mauritius, Namibia, and Tunisia, as well as the main
issues and challenges that are impacting
competitiveness of these economies. It seeks to
provide a better understanding of key determinants
of economic growth and prosperity that help assess
whether these countries will continue on a sustained
growth path, or even accelerate the growth
experienced in the last decade.



The study was concluded in early 2009. Its findings
have been disseminated through a Study Report,
a chapter in the 2009 ACR, press briefs and a
conference paper. The ACR was launched at the
World Economic Forum (WEF) summit for Africa in
Cape Town, June 2009, and subsequently
presented to Bank staff in Tunis and to World Bank
staff in Washington, DC. The study provides a
platform for dialogue between business,
government, donors, and civil society in exploring
ways to overcome constraints to increased
competitiveness. It highlights best practices that
can be emulated by other African countries.

The study shows that there are three key
determinants of competitiveness, namely good
governance, transparency in public institutions, and
political feasibility of reforms. The main challenges
facing these countries are recovery from the global
economic crisis, quality of their human capital and
diversification of their economies.

Good governance and strong and visionary
leadership through formal institutions and informal
rules greatly contributed to the success of the four
countries. Social consensus was promoted and
strengthened over time. For example, political
contestability and effective institutions governing
private property have always existed in Botswana.
These institutions protected the property rights of
investors, and provided political stability. Mauritius
and Namibia share strong and transparent public
institutions, as well as independence of the judiciary,
though not at the same level or in the same form
as in the three other countries. Tunisia’s institutions
are some of its major competitive advantages. They
are fairly transparent and stable.

Public governance has also played an important
role. The four countries benefited from good
governance compared to most other African
countries. This is particularly true in the areas of
security, political and economic stability, and
corruption. Important public goods (competent and
honest bureaucracy, public safety, law and order,
health and sanitary standards) are aptly provided
in the four countries. Infrastructure is fairly good,
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although more has to be done at this level to
enhance competitiveness. Botswana ranks highly
worldwide in the efficiency of government spending.
It has succeeded to manage its development based
on natural resources, while many other African
countries got trapped into the so-called “resource
curse”. In Namibia, the long run dynamic growth
was supported by prudent and efficient fiscal policy
that help maintain a budget surplus and minimise
external borrowing. Tunisia also managed its public
spending efficiently.

These four countries have paid strong attention to
the political feasibility of reforms. Political leaders
were concerned by both the preservation of the social
consensus and the promotion of economic reforms.
Accordingly, the transformation of these economies
started with a preference given to marginal changes.
The speed of the liberalisation adopted in these
countries was that of “gradualism” instead of “shock
therapy”. This strategy worked because of the quality
of institutions, and both the ability and credibility of
governments to commit over the long run.

Like others, these countries have been affected by
the 2007-2009 global economic crisis. Their growth
outlook has deteriorated and their macroeconomic
balances worsened. The crisis has underscored the
relative vulnerability of the four small open
economies, which are highly reliant on a few key
products that either face acute competition on world
markets (e.g. textile) or whose prices are highly
correlated with the global economic situation
(diamond). There is a critical role for export
diversification in reinforcing resilience to external
shocks for these countries to enhance their
competitiveness in the long run. Stiffer international
competition calls for these countries to improve
their business environment and to deepen policy
reforms.

All the same, there is need for these countries to
increase the quality of their human resources to
further their competitiveness. Given their current
development and the global economic environment,
human capital will be a key condition for these
countries to enhance firm productivity, upgrade



technologies, and develop high-value-added
services. In this respect, higher education and
training should address labour market needs. All
the four countries would gain in having greater
flexibility in the labour market. However, such
flexibility needs to preserve the social compact that
prevented them from experiencing violence, crime,
and corruption.

The four countries should also address the
diversification of their economies. This would require
new efforts to develop the productive base in the
context of a global economic slowdown and acute
competition from other emerging economies. There
is need to improve their competitiveness by a
combination of strategies at national and regional
levels, notably: increasing investments in
infrastructure to promote regional trade and
integration; improving the employability of the labour
factor by raising the quality of training, matching
training supply to needs, deregulating the labour
market without endangering social stability; and
facilitate access to bank financing.

The work on competitiveness is a collaborative
venture by the African Development Bank, the World
Bank and the World Economic Forum.

i)  Mauritius Investment Climate Assessment 2009

Task manager:
Peter Ondiege

Duration:
Feb 2009 - Dec 2009

Mauritius has transformed itself from a mono-crop
economy, where sugar accounted for over 95
percent of its export earnings, to a strong and
diversified economy in which the services sector
accounted for 72.5 percent of Gross Domestic
Product (GDP) in 2008. This robust performance is
a result of sound economic governance, strong
partnerships between the private and public sectors,
and preferential access to export markets in textiles
and sugar. The reforms undertaken since 2006 have
sparked growth, set the economy back on track,
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and advanced the country’s transition from an
economy based on preferential trade arrangements
to an economy that competes at the global level.

Today, Mauritius is among the most successful
economies in Africa. The country can market itself
as a “business-friendly” destination, with bold and
comprehensive government reforms that focus on
making business procedures simple, transparent,
and rule-based. The reforms have paid off. The
World Economic Forum ranks Mauritius as 57th
among 133 countries in 2009-2010 in the global
competitiveness index. This places the country only
behind South Africa in Africa. The 2010 World Bank
Doing Business report rates it among the top African
countries. In fact, its rank has moved up from 24th
to 17th place, making it one of the top 20 countries
for doing business globally.

The overall objective of the Mauritius Investment
Climate Assessment (ICA) is to evaluate the
investment climate in all its operational dimensions.
The analysis of the data enables us to link business
environment constraints to firm-level costs and
productivity measures. The ICA provides a crucial
diagnostic of the business environment to the
Government of Mauritius. The assessment was
undertaken in collaboration with the World Bank
and the African Development Bank’s Southern
Africa Regional Department (ORSA). The study uses
a robust methodology that draws on a
representative sample of 484 formal firms and 120
informal establishments. The sample covers SMEs
and large firms in both manufacturing and services.
Weights were used in the analysis of the data to
ensure full representativeness of the results.

Improved competitiveness and economic
diversification require that existing products be
improved and that new sectors be discovered. For
Mauritius to truly compete globally and expand its
economy, it must find niche markets, establish links
among sectors, and increase the knowledge
component of products. To achieve these objectives,
Mauritian firms will have to increase technology
absorption and innovation. This will depend on trade
flows, labour mobility, and foreign direct investment.



It also demands a good investment climate, skills,
and domestic research and development (R&D).
Mauritian firms are hampered in their efforts to
compete by several constraints, including a poorly
skilled labour force (especially for exporting firms),
infrastructure deficiencies, and the difficulties in
accessing finance, which has been exacerbated by
the global financial crisis.

These constraints vary by firm type. A larger share
of SMEs, domestic firms, and non-exporters believe
finance to be a binding constraint more than do
large exporters and foreign owned firms. These
latter firms flag the lack of skilled labour as a key
constraint. Infrastructure bottlenecks are more of a
problem for SMEs, while most exporting firms found
access to finance the biggest obstacle, followed by
shortages in skilled labour and transport
infrastructure bottlenecks. Thirty-three percent of
these same exporting firms cited skilled labour
shortages as a constraint, but only 19 percent of
non-exporting firms found this to be a problem. The
trend is the same for foreign owned firms, with 38
percent of them citing skilled labour shortage as a
major concern. This is expected. Large exporters
and foreign owned firms require a larger share of
skilled labour force as compared to smaller,
domestic, or non-exporting firms.

To address these constraints, the study suggests
the following policy options:

Support exports

e Establish programmes that target firm entering
new export markets or exporting new products
in existing markets.

« Design programmes tailored to very small firms
to help them become suppliers of larger exporting
firms. Support in these programmes should be
for a share of the estimated expenditures,
significant enough to encourage applications but
not so large so as to encourage free riding.

Improve private sector R&D and industry
research collaboration

* Fund a campaign of quality improvement and provide

25

incentives, including tax exemptions, prizes, and
study visits to facilities and institutions overseas.

« Raise awareness on quality needs, systems, and
techniques, based on detailed analysis of
enterprise practices and gaps, benchmarked
against international standards. Within this
framework, the infrastructure of metrology,
standards, testing and quality should be
improved, ensuring that industries have access
to accredited facilities for testing, certification, and
calibration.

e Make use of a matching grant scheme for
innovation. With such a scheme, firms are still
required to finance a share of the R&D project
from their own resources. This ensures that firms
have a stake and share the risk.

Upgrade skills and human resources

e Mauritius needs to introduce new measures to
increase the scale and quality of its workforce.
The country needs a long-term view that would
ensure a broad base for skills development. A
more comprehensive lower secondary school
could cater for students with different learning
abilities, and would provide all students at the
primary level a meaningful education that prepares
them to contribute to economic development.

e Invest in science and engineering education to
strengthen the Mauritian technical workforce.

« Collaborate with overseas universities (e.g., in the
United Kingdom and Australia) as an additional
strategy for human resource development.

Expand access to finance

e Extend the coverage of the Credit Information
Bureaus to other financial intermediaries, and lower
the reporting threshold to improve the quality of
information available regarding small borrowers.

e Rationalise and review the subsidised lending
programmes to achieve better and more
sustainable results.

e Provide financial literacy training, especially to
SMEs, in order to build their capacity to develop
and present bankable proposals. Provide support
to SMEs to keep better accounts.



« Design and implement partial risk guarantees and
other financial products aimed at reducing the
risk associated with existing collateral, and
supporting the banking system in better measures
of risk assessment (based more on cash flows
rather than on fixed assets).

» Establish a national Business Plan Competition to
identify the best business proposals for start-ups.
This programme would use both conventional
methods, as well as a more innovative approach,
including personalised mentoring by professionals,
ideally from the Mauritian diaspora.

3.2.2 Tariff Reform Impact Simulation Tool

Task Manager

Iza Lejarraga

Project Duration
June 2009-ongoing

With the proliferation of regional and bilateral
agreements, as well as domestic unilateral reforms,
African countries face an increasingly complex
trading environment. Indeed, the negotiations of
Economic Partnership Agreements (EPAs) and the
Doha Development Agenda (DDA), among a
plethora of other overlapping trade accords, are
rapidly changing the economic landscape. In this
context, the ability to understand the benefits and
costs of various trade policy scenarios is essential
for decision-making, both in the government and
in the private sector.

This project addresses this need by using the Tariff
Reform Impact Simulation Tool (TRIST) to equip
countries with an adequate understanding of the
economic impact of trade policy reforms. The TRIST
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is a simple excel-based tool that was developed by
the World Bank to simulate the short-term impacts
of tariff reform on key variables of interest, including
fiscal revenue, imports, protection, domestic output,
and employment. Its flexibility and level of detail allows
the tool to be customised to each country in order
to answer a range of policy-relevant questions.

The AfDB partnered with the World Bank to provide
technical assistance to the Government of Nigeria
on the use of TRIST, to inform their EPAs
negotiations. In particular, the AfDB participated in
the adaptation of TRIST to the Nigerian context,
and in the presentation of the tool to Nigerian
counterparts during a hands-on capacity building
event in Abuja. Other countries have expressed
interest in the TRIST tool. Hence, the World Bank
and AfDB are engaging in dialogue with RECs to
disseminate the TRIST tool in the region. It is
expected that this effort will enhance the
preparedness of African countries to assess the
impact of trade liberalisation reforms and devise
effective trade policies and adjustment mechanisms.

3.2.3

Additionality and Development
Outcome Assessment of the Bank’s
Private Sector Operations.

Task managers
Désiré Vencatachellum & Marco Stampini.

Project duration
October 2008 - ongoing.

—_sup | g

Following an increase in private sector operations
from UA41 million in 2000 to UA903 million in 2008
within the bank, the Board of Directors mandated
ECON to design and implement a framework for



assessing ex-ante, the value added and the
development outcomes of Private Sector
Operations. The ex-ante ADOA framework is the
result of this request. Following a pilot phase of one
year (October 2008 —September 2009), a revised
framework was introduced from September 2009,
which marks the institutionalisation of ADOA.

For each private sector operation processed by the
Bank, ADOA issues rating notes addressing the
following questions:

(1) What does the Bank bring to the operation
as a development financial institution that
commercial lenders cannot or are not willing to bring
to that operation? An important extension to this
question is: To what extent does the Bank’s
involvement incentivise or catalyse participation in
a deal by private sector players?

2 What are the expected development
outcomes of the operation?

In addition to the ratings, ADOA aims to produce
knowledge related to private sector development.
ADOA rating notes inform the decisions taken by
Country Teams, Operations Committee and Board
of Directors. The generation of knowledge can help
increase the development outcomes of the Bank’s
private sector operations.

Since the inception of ADOA (October 2008 to
December 2009), ECON has received requests to
participate in the Project Appraisal Team for 100
Private Sector Operations (PSOs), of which 32 had
ADOA ratings issued for consideration by the Board
in its final approval of the operation.

Two main outcomes were achieved:

(1) ADOA has proven to be a decision tool
that has contributed to mainstreaming results-based
decision-making for private sector operations, and
will lead to institutional memory building.

2 ADOA led to the systematic definition of
expected development outcomes measured by
quantitative and time-bound targets. This will
facilitate the tracking, monitoring, and ex-post
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evaluations of all private sector operations, and
comparability across operations.

The ADOA framework draws largely from economic
development theory and practice. Development
outcomes are assessed along the following
dimensions: Effects on households, effects on
governments, gender and social effects,
environmental quality and sustainability, private
sector development, infrastructure development,
and effects on macroeconomic resilience.

Additionality is assessed along the following
dimensions: Financial additionality, political risk
mitigation, and improved development
outcomes.

The ADOA framework was disseminated outside the
Bank during missions to the headquarters of the
International Finance Corporation and of DEG
(Deutsche Investitions und Entwicklungsgesellschaft
mbH). Inside the Bank, dissemination relies on seminars
for colleagues working in departments participating in
the project appraisal teams of the Bank’s private sector
operations. All Board level ADOA notes are posted on
the Bank’s data management systems, DARMS, and
are accessible to all Bank staff.

With the institutionalisation of ADOA, ECON is called
upon to undertake expanded analysis of private sector
development constraints and opportunities in Africa.
This goes beyond impact assessment of the Bank’s
intervention in the private sector. Such analysis will
provide valuable benchmarks for assessing the
expected outcomes of PSOs, thus informing policy
at the Bank level as well as at the country level.



3.2.4 The Performance of the Mining Sector
in Africa

Task Manager
John C. Anyanwu and Barasa Murefu

Project duration
2009 - Ongoing

Mining contributes to economic development in many
ways, including FDI, employment, foreign exchange
earnings, energy sources, local socio-economic
development, technology and innovation, and
development of related sectors and competent
institutions. As African economies have faced difficulties
in other economic sectors, notably agriculture, attention
has been directed to the role of mineral wealth and
how this could offer a unique window of opportunity
for African states to extract better terms from natural
resources exploitation, and promote growth and
poverty alleviation across the continent.

Analysis and evaluation of the performance of the
mining industry in the continent and its socio-
economic and political situation will be conducted
through three country case studies (Zambia, DRC
and Botswana) with the intention to put forward
recommendations as to how mineral rich countries
can capitalise on their mining industry to advance
sustainable economic and social development.

In collaboration with relevant in-country research
institutions, and in consultation with national and
regional mining bodies and international mining
companies in RMCs, the Bank seeks to fulfill the
following: (i) Identify and analyse the key factors
affecting mining in African countries; (ii) investigate
and document the impact of mining activities on

the environment and local communities through
case studies; (jii) identify and present the principal
elements of the legal and fiscal regimes governing
mining operations in African countries; (iv) compile
a database of the trend of mining taxes, royalties
and fees flowing to African mining countries; (v)
make a comparison with developments in the
mining sector in other regions of the world; (vi)
identify the weaknesses in the African legal and
fiscal regimes governing mining, and propose
remedies; (vii) make policy recommendations on
how to address the negative factors impacting on
mining in Africa as well as how to harness the
continent’s mineral wealth for sustainable
development in Africa; and (vii) suggest remaining
issues and areas for further research.

Knowledge and policy implications resulting from
the case studies will be disseminated to African and
International institutions, as well as among the
governments of mineral-producing countries and
RECs in Africa. The evidence will also empower
governments vis-a-vis other stakeholders, such as
mineral-bearing communities, human rights
organisations, and international mining companies,
notably in contract negotiations and re-negotiations.

3.2.5 Education and Employment in Malawi

Task Manager
Vincent Castel

Project Duration
March 2009 — October 2009

In the context of changing macroeconomic structures,
in addition to an increasing role for industrial and
tertiary production, accompanied by a rapidly growing



labour force, it is extremely important to look at the
relationship between education and employment to
identify potential skills gap and incentives needed for
African countries to satisfy their labour needs. As part
of its sector specific studies (Economic and sector
work), AfDB has concluded a study on education and
employment in Malawi to identify potential skills gap
and the incentives necessary to satisfy the country’s
labour demands.

The objective of this study is to provide deep analysis
on private sector development in Malawi and labour
skills. It acts as the Bank’s response to concerns
over skills gaps and a commissioning from the CSP
Mid-Term Review (MTR) Report of 2008.

The analysis is based on micro-data from the
Integrated Household Survey (HIS-2) conducted by
the National Statistical Office of Malawi between
March 2004 and March 2005. Relative to the
existing work, this research activity is new in several
respects. First, it adopts a three-dimensional
approach, covering: 1) Equality in access to
schooling; 2) relationship between educational
achievements and labour market status, and; 3)
relationship between labour market outcomes and
income. Second, when analysing the returns to
education for wage employees, it controls for
selection into wage employment through a
Heckman model. Third, it exploits household income
data to analyse the monetary returns to different
forms of wage and self-employment.

The study indicates that there is need for broad-
based reform in the education sector to support
Malawi’s growing labour market, and to facilitate
economic diversification. The country skills profile,
employment patterns, and labour market
participation mirrors an education system that has
very low enrollments for higher education, and that
registers sharp gender disparities. This study also
highlights that returns to university education are
high and grow exponentially, compared to low and
linear growth for returns to primary and secondary
education levels. Furthermore, it highlights that key
gender disparities in the labour market disappear
with the attainment of higher education.
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Malawi is one of the poorest countries in the world

in terms of human development. It ranks 112th in
adult literacy and 131st in primary, secondary, and
tertiary gross enrolment rates. Unemployment is
also problematic, consequent to downsizing of
companies, restructuring of services, and an
incremental rural-urban migration rate. Most
affected are the youth (15-24 years). It is therefore
essential that a clear and precise understanding of
the relationships between employment and
education are understood, as this could have
substantial development benefits for the country.

Agriculture remains one of the key sectors in the
economy. It accounts for a one-third of the country’s
GDP, 90 percent of export revenues and 90 percent
employing of the rural workforce. The mining and
service sectors are emerging as key drivers of future
growth in Malawi. The analysis also shows that the
demand for skilled workers and higher education
is increasing to meet the demand generated by the
expanding manufacturing and services sector.

The findings are used to discuss policy options to
increase and expand equitable access to higher
education, and to establish a labour market
information system. The results are published in a
June 2009 research report titled “Skills for Private
Sector Development - Country: Malawi”. A
companion working paper based on this topic is
forthcoming.



3.2.6  Africa Vision 2050

Task Manager:
Nooman Rebei

Project Duration:
2008 to November 2010

Africa Vision 2050 is a joint project between AfDB
and the Agence Francaise de Développement. It aims
to provide a comprehensive analysis of the continent
in the following fields: Population trends; economic
challenges and trends; climate change; natural
resources, and; African integration. The project will
provide prospects for the continent by 2050. It will
aid in reducing uncertainties, help to anticipate
changes, and explore the possibilities and prospects
for Africa by determining the possible paths, defining
the constraints, and identifying likely scenarios.

Observations will be used to forecast long-run
evolution of the economic situation of African
countries with respect to different aspects, and gain
an insight into AfDB’s position in pushing policy or
investments where needed to respond to trends. It
will also provide policy recommendations at national,
regional, and international level.
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The study will cover the following issues: (i) Human
drivers of change (demographic change, burden of
disease, and conflict); (i) physical drivers of change
(climate change, land and water, and natural
resources); and (i) global drivers of change
(structural change in global markets, structural
change in production, and the rules of the game).

Africa Vision 2050 was initiated to respond to the
need to provide a “tool” for thought leadership. The
aim of the study is for its findings and deliverables
to be used as a platform for bringing stakeholders
and policy makers together to discuss the role of
development business for tomorrow's constrained
but sustainable world.

The review meeting was held in October 2009. The
results from the analysis and observations will be
disseminated during seminars and annual meetings,
and through a book.



3.3 Focus Area lll: Improving the Quality of

Institutions and Economic Management

The state of government and institutions has a heavy
bearing on the final outcomes of any development
effort within a nation. It is therefore imperative that
the Bank engages in generating knowledge in this
area in order to guide capacity building and other
interventions that improve the quality of institutions.

Under this Pillar, the Bank undertakes research to
improve policy environment and good governance
on the continent. In 2009, EDRE undertook an
examination of the formula for the Performance
Based Resource Allocation (PBA) to investigate
whether resource allocation takes into account
country circumstances, especially for countries
facing special challenges including high vulnerability.
3.3.1 Improvement of the Formula for
Performance Based Allocation

Project team:
Désiré Vencatachellum and Zuzana
Brixiova.

Project duration:
2008 to 2011.

Multilateral Development Banks use a PBA formula
to allocate most of their concessional resources. This
formula is based on the assumption that aid is more
effective in countries with good economic policies
and governance. Consequently, it implies that good
governance should carry a high weight in aid allocation
to recipient countries. However, the empirical finding
underpinning this model of aid allocation has been
challenged in a number of studies. Although the

intrinsic values of good governance is not in dispute,
it has been shown that economic vulnerability with
regard to external shocks is equally (if not more) as
pertinent as the quality of economic policy and
governance for aid effectiveness. Indeed, in countries
exposed to external shocks or structural handicaps,
aid can help prevent stagnation. While recognising
the crucial roles of good economic policies and
governance, there is room to amend the formula to
include the specificities of Africa.

The PBA study investigates the extent to which an
amended performance-based allocation formula,
including a vulnerability index, can be used to
allocate the AfDB resources set aside for fragile
states. The study was conducted in 20009. It critically
examined these issues to propose a framework of
how economic vulnerability could be used to amend
the performance based allocation formula:.

The framework for debating the inclusion of a
vulnerability index in the PBA formula was developed
in 2009. This formed the basis for discussions about
the opportunities and challenges of reforming the PBA.
Going forward, it is expected that the debate around
the PBA of concessional funds will continue and will
involve a dialogue with other Multilateral Development
Banks. A software will also be developed to make it
possible to investigate the extent to which the
allocations obtained with the modified formula would
be sensitive to changes in the parameters of the
underlying aid allocation hypotheses.

The study was carried out in partnership with
Operational resources and Policies Department
ORPC, the Fragile State Unit, and the CERDI
(Université de Clermont-Ferrand).

1 See ‘Accounting for Vulnerability of African Countries in Performance Based Aid Allocation’, African Development Bank Working Paper No. 103, October 2009.
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3.4 Emerging Issues

3.4.1 China-Africa Research Initiative

Task Manager:
Richard Schiere

Project Duration:
March 2009 — Sept 2010

The expansion of China’s trade and investment
interests in Africa offers additional development
opportunities for African economies. This is
particularly welcome in the wake of the 2008
financial crisis and the subsequent economic
downturn, which had a severe effect on growth
prospects of African countries.

Chinese engagement in Africa is generally well
received. It provides a different development model
based on commercial relationships. However,
China’s involvement in Africa is sometimes
perceived as driven by the need of this country to
secure resources and commodities for the
expansion of the manufacturing sector. The
increased commercial activities of Chinese
companies have also led to a wide range of effects,
such as labour migration, and have triggered a
broad debate on the international aid architecture.

The objective of the study is to generate knowledge
and build capacity on how Africa can most benefit
from China’s strong economic engagement. The
knowledge and recommendations generated from
the China-Africa research initiative will directly feed
into existing initiatives of the Bank Group, which
are: (i) The two Memorandums of Understand
(EXIM-Bank as well as China Development Bank)
and; (i) the tripartite collaboration between China,
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African Development Bank Group and the
Infrastructure Consortium for Africa (ICA). This
research initiative is financially supported by the
DFID Trust Fund.

China is an emerging development partner for
RMCs, and will have an impact on the overall aid
architecture. This research initiative will highlight the
impact of China-Africa relations in trade,
manufacturing competition, sectoral allocation, aid
effectiveness, African integration, and the impact
on the global aid architecture

The direct partners in this initiative are: (i) Centre for
Chinese Studies (CCS) of Stellenbosch University;
(i) Centre d’Etudes et de Recherches sur le
Développement International (CERDI); (i) American
University’s School of International Service, in
Washington D.C.; (iv) Université de Paris; and (v)
Institute of Development Studies, University of
Sussex. This initiative has also provided
opportunities to network with the China-DAC Group
as well as the International Poverty Research Centre
in China (IPRCC).

This research initiative has a policy component and
research component. The policy component will
focus on the main policy publication, titled, “China
as an emerging development partner for Africa”.
The research component will dedicate a special
issue of the African Development Review dedicated
to China-Africa partnership.

The policy oriented publication will focus on the
impact of China on Africa. It will cover a wide range
of issues, such as trade, manufacturing competition,
sectoral allocation, aid effectiveness, African
integration, and the impact of the partnership on
the global aid architecture.

The special issue of the African Development
Review on China-Africa will enable wide
dissemination of knowledge on Africa-China
economic relationships in universities and
government institutions in the continent and around
the world. This will contribute to building capacity
with policymakers as well as sensitising the next



generation of leaders, who are currently students at
universities. The seminar is scheduled for 25-26 March
2010. Dissemination will occur through five regional
workshops as well as a seminar hosted in China, and
will be organised in collaboration with host
governments, African institutions and think tanks.
3.4.2 Knowledge and Capacity Building on
China-Africa Development Cooperation
Issues

Task Manager:
Richard Schiere

Project Duration:
October 2009 — January 2011

Chinais in the middle of debate on how to strengthen
its development cooperation relationship with Africa.
In the past, the engagement was focused on trade
and investment relations. More recently, China is
shifting its development cooperation from a narrow
focus of fostering trade and investment relations, to
include a broad range of African development
challenges. This was also emphasised at the 2009
Forum on China—Africa Cooperation (FOCAC), in which
China not only pledged US dollar (USD) 10 billion in
concessional loans to Africa, but also highlighted the
need to support Africa in attaining the MDGs,
addressing climate change, and supporting challenges
in the area of food security, energy security and
epidemic diseases. China has also pledged to increase
support to the private sector by expanding the zero
tariffs treatment to 95 percent of the products from
African Least Developed Countries (LDC), as well as
to provide USD 1 billion loans to Small and Medium
Size Enterprises (SME).
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These commitments demonstrate that China is
seeking not only to foster investment and trade
relations but also to address frontier development
cooperation issues, such as climate change, and
food and energy security. The country is also
interested in promoting non-reciprocal trade
relations similar to Af