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Preface

his year, the Annual Meetings Seminars of the African
Development Bank Group will once again be a unique
occasion to bring together policy makers and thought
leaders from around the globe to interact on key
development challenges and opportunities of the
continent. Facilitating such exchanges is an important
aspect of the catalytic role the “Knowledge Bank” is
playing in assisting African countries sustain their
economic growth and create stable environment for
development. I am pleased to present to you the concept
notes on the four High-Level Seminars to be held on 8
June 2011, around the main theme: “Towards an Agenda
for Inclusive Growth in Africa”.

The second seminar on “Powering Africa: Financing
Energy, Green Growth and Climate Change” will explore
the challenges and opportunities of the Power Sector in
Africa. It will discuss innovative financing mechanisms
designed to raise additional funds, and ways to optimize
both private and public financing methods. Finally, it will
examine the role of multilateral development bank and
other international financial institutions that, in addition to
applying their own financing mechanisms, can facilitate
large-scale regional energy projects and help raise Africa’s
influence and voice in the allocation, administration and
absorption of global climate-related resources.

T

The third seminar on “Private Sector Development and
Domestic Resource Mobilization” will highlight the relevant
issues involved in the mobilization of both domestic public
and private resources in Africa. The issues involved will be
addressed by examining the current state of domestic
resource mobilization, the challenges and prospects.

The theme illustrates the fact that the economic growth
of the past decade has not been shared widely in most
of countries across the continent. The recent wave of
social upheaval in North Africa calling for more inclusive
growth, more accountability and better political
governance has been partly the result of a growth process
that failed to generate adequate jobs and opportunities
for the large part of the countries’ labor force.

The fourth seminar on “Africa – Innovation Hub for Growth”
will aim at stimulating the debate and inspire thoughts on
practical strategies for implementing innovation policies
for growth in Africa. It also will position innovation as a
catalyst for developing African countries and offers insights
into the opportunities for regional innovation strategies.

The topics of the four High-Level Seminars have been
carefully selected to capture the challenges facing Africa
in terms of setting an agenda that brings about inclusive
growth capable of generating adequate jobs and
opportunities for the large part of the country’s labor force
and to bite deeply into poverty.

The unique opportunity offered by these High-Level
Seminars to engage with government officials, thought
leaders, private sector entrepreneurs, civil society and
development partners is valued and welcome by the Bank.

The first seminar on “Youth, Employment Creation and
Shared Growth in Africa” will capture the fundamental
question of how to enhance growth and promote
employment and decent jobs in Africa and will address
the issues involved by examining the nature and causes
of youth unemployment and highlights some policy areas
towards addressing the problem.

I look forward to welcoming you at the seminars.
Thank you.
Prof. Mthuli Ncube
Chief Economist and Vice President, AfDB

5

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

6

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

Introduction

in many other regions growth levels have declined
following the crisis, growth in Africa remained positive
and Africa has emerged from the crisis faster and more
robustly. However, the economic growth has not been
inclusive in most countries.

frican economies have emerged from the crisis and
economic expansion is expected to continue, albeit
at a somewhat lower speed than before the global crisis.
Growth reached 4.8 percent in 2010, up from 3% in 2009
and is likely to accelerate to more than 5% in 2011 and
2012. In the four years before the global financial crisis,
the continent´s growth was on average 6%.

A

The recent wave of social upheaval sweeping North Africa
and other parts of Africa, this year calling, for more
inclusive growth, more accountability and better political
governance has been partly the result of a growth process

The economic resurgence is most pronounced in
resource-rich countries that benefit from the revival in
commodity demand, oil and non-oil
commodity prices, and trade. Oil exporting
countries are expected to enjoy a robust
economic expansion with GDP growth of
around 7 percent in both 2011 and 2012.
Non-oil but commodity exporters are also
likely to show robust growth of above 6%
in 2011 as gains from high export prices
and volumes offset losses from higher oil
and food import bills. However, several
African countries have to cope not only with
higher food and oil bills, but also with
political instability and social unrest and this
is bound to reduce their growth in 2011.
Thanks to economic reforms, improved
governance and prudent fiscal policies,
inflation in Africa fell to 7 percent in 2010 –
from an average of 10% in 2009– and is
expected to remain at around this level in
2011 and 2012. The growth has been
strong, and over the last decade, the
continent was ranked the third fastest
growing region after Asia and the Middle East. This trend
might, however, be reversed if food and fuel prices
continue their recent hike.

that failed to generate adequate jobs and opportunities
for the majority of the populations. It is also a clear
message to the importance of a more equitable income
distribution in the countries. Available evidence indicates
that Africa is the second most unequal continent in the
world, after Latin America.

Finally, it is worth mentioning that the continent has shown
a remarkable resilience to the global financial crisis. While
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Further, while the continent has recorded growth, the
number of poor has increased in many countries. For
poverty to fall substantially, growth should be sustained,
i.e., broad-based across sectors, inclusive, and
accompanied by mass job creation, in particular for the
youth. Thus, policies for inclusive growth should be an
important component of most African government
strategies for sustainable growth and poverty reduction.
It is in this context that the African Development Bank
Group will hold its 2011 Annual Meetings under the
general theme: “Towards an Agenda for inclusive Growth
in Africa”. Four high-level will be organized, namely:
•
•
•
•

High-Level Seminar 1: Youth, Employment Creation
and Shared Growth in Africa;
High-Level Seminar 2: Powering Africa: Financing
Energy, Green Growth and Climate Change;
High-Level Seminar 3: Private Sector Development
and Domestic Resource Mobilization in Africa; and
High-Level Seminar 4: Africa – Innovation Hub for
Growth.

8

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

9

High Level Seminar I
Youth, Employment Creation and Shared
Growth in Africa
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1

Introduction
Ironically, the reform process that created the improving
growth performance has had some countercyclical effects
on unemployment. Civil and public service reforms
resulted in the retrenchment of workers in the public
service, the major sector of formal employment, driving
up unemployment rates in many countries. In addition,
the small size and limited capacity of the private sector
to absorb job seekers has exacerbated the
unemployment problem. Also, over the last two decades,
the potentially dynamic and buoyant informal sector has
not been effective in absorbing job seekers.

Since the beginning of the 2000s, African countries have
experienced a strong economic growth performance.
Improving economic policy management, resulting from
years of economic and structural reforms, positive
domestic private sector responses, and a generally
conducive international environment have combined to
create opportunities for African countries to reverse the
poor economic performance experienced during the
1980s and 1990s.
However, faster growth in the continent has not brought
about improvements in the employment situation and,
today, with the growing frequency of crises and greater
threat of regional conflict, unemployment remains high
in several African countries and has become a key
challenge for economic development.

As a result, the labour market of many African countries
is characterized by an excess supply of unskilled labour
and little effective demand for such labour in the formal
sector. The unemployment trends in Africa show that the
situation has not changed much over the past two
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decades. More importantly, the youth that constitute
about 35 per cent of the working-age population in Africa
has the highest unemployment and underemployment
rates. Thus, youth unemployment has increasingly come
to be recognised as one of the most serious socioeconomic problems currently confronting many African
countries.

Youth Unemployment
in Africa: Nature and Causes
Nature of Youth Unemployment in Africa

Increasingly, many African countries have shown
awareness of the youth unemployment problem and
brought it to the fore of their development agenda. Some
countries in Northern and Southern Africa including
Figure 1: Africa Population Trends

Africa is often described as the youngest region in the
world given the fact that about 35 per cent of its
population is currently made up of people between the
age of 15 and 34 (which according to the definition of
African Union constitute the youth). Available projections
indicate that by 2015, (see, figure 1) this category of the
population would increase to about 35.3 per cent and
indeed, would double by 2045.

Source : Nations Unies, « Perspectives de la population mondiale », cité dans le « Rapport mondial sur la jeunesse 2007 ».

Algeria, Morocco, Tunisia and South Africa have
embedded clear strategies and actions in their national
policies to enhance youth employment. Others have also
developed social protection strategies that encompass
clear objectives of the development of youth employment,
in response to riots and social unrest.

Characteristically, the youth in Africa are also increasingly
being educated: the number of university graduates
almost tripled between 1999 and 2009 in sub-Saharan
Africa, increasing from 1.6 million to 4.9 million. At the
same time, however, a very high proportion of these young
people are poor. On average 72 per cent of the youth
population in Africa live on less than $2 per day. The
incidence of poverty among young people in Nigeria,
Ethiopia, Uganda, Zambia and Burundi is over 80 per
cent. With such demographic and socio-economic
trends, the pressure to create new decent jobs will only
increase over time

Nonetheless, the challenge of unemployment in general
and youth unemployment in particular remains daunting.
Therefore Africa’s policy makers are confronted with the
fundamental question of how to enhance inclusive growth
and promote employment and decent jobs. This brief
addresses the issues involved by examining the nature
and causes of youth unemployment and highlights some
policy areas towards addressing the problem.
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on household surveys for selected countries in SubSaharan Africa and data from ILO reveal that youth
unemployment, including those who have stopped
actively searching for employment could be around 34
per cent in several countries (see, Figure 2).

Figure 2: High levels of unemployment among
young people in Africa

In fact, the share of unemployed youth among the total
unemployed can be as high as 83 per cent in Uganda,
68 per cent in Zimbabwe, and 56 per cent in Burkina
Faso. Even for those employed, the earnings could be
so low that significant percentages fall in the extreme
poor population.
Furthermore, the youth unemployment situation is more
severe for females and rural youth. Female youth tend to
be the most disadvantaged in being able to enter the
labor markets. Around 50 per cent of females in Africa
are married before the age of 24. Motherhood could start
even earlier and in Mozambique, Malawi, Niger, Chad,
Uganda, and Gabon between 40-50 per cent of female
youth (15-24) had already given birth at least once.
Participation of women in the labor market in North Africa
is severe. For example in Egypt, unemployment rates for
females are close to 50 per cent as compared to less
than 20 per cent for males.

Source : ILO Key Indicators of the Labor Market, version 6

On the other hand, it is also a fact that the youthful nature
of Africa’s population presents opportunities in addition
to the challenges. If Africa can provide its young people
with the necessary education and skills, the future large
workforce could be transformed into a highly productive
class and result in a significant engine of growth and
development.

Figure 3: Africa: Share of vulnerable
employment in total employment

80
The challenge, however, is how to create the jobs for the
millions and ensure Africa benefits from this demographic
dividend. Many African countries are now in a position
to reap this “demographic dividend” thereby increasing
the size and proportion of the working age population
and triggering high rates of economic growth.
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Currently, the youth make up the bulk of the unemployed
and underemployed in Africa. Unemployment among the
youth is higher than among adults. In Ghana, for example,
youth unemployment reaches about 31.7 per cent as
compared to 8.7 per cent among adults. In Sierra Leone,
the difference is even starker - youth unemployment is
52.5 per cent compared to 10.2 per cent for adults.
Recent estimates of the African Development Bank based
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Also, for most of the youth in Africa, the informal sector
is the main job provider leading to considerable ‘vulnerable
employment’. The youth are more likely than adults to
work in the informal sector and less likely to be wageemployed or self-employed. It is clear from figure 3 that

the job opportunities. Young migrants from rural areas
often earn less than their counterparts in urban areas,
and generally, youth unemployment is more prevalent
in urban areas than in rural areas. Furthermore, young
people who migrate to the cities and fail to find jobs are

there is a large share of ‘vulnerable employment’ in total
employment in Africa. The significant proportion of this
is made of the youth. Engagement of youth in the informal
sector becomes predominant during the time of conflict
and there is evidence that such “vulnerable employment”
which are also at times performing in illegal activities
continue to function even during the post conflict period,
further challenging prospects to stability.

more prone to engage in criminal activity. Despite this
rural-urban migration, over 70 per cent of the youth still
live in rural areas with high levels of poverty.
Causes of Youth Unemployment
• Development Policies: Until recently, employment in
general and youth employment in particular were not
viewed as key concerns in development policies of most
African countries. Currently, only a few countries like Tunisia,
Morocco and Egypt have embedded job promotion in their
development strategies. For many sub-Saharan countries,
either during the structural adjustment policy era or during
the era of PRSP strategies, employment in general and
youth employment in particular has not been a key issue
despite laudable commitments.

Ironically, higher levels of education do not protect against
unemployment among the youth. Youth unemployment
is actually higher among those with higher education.
World Bank estimates suggest that on average,
unemployment is three times higher among those with
secondary education or above as compared to those
with no education. For example, in 2007, youth
unemployment in Tunisia was 20 per cent among those
without diploma, 30 per cent with secondary diploma
and close to 50 per cent among those with advanced
degrees in economics, management and law.

Today, many African countries have adopted private
sector led development strategy. However, the private
sector promotion strategies being implemented are not
necessarily geared to the employment of highly skilled
labor. While strategies involving off-shore and outsourcing
activities being implemented in North African countries
as well as in some sub-Saharan countries, such as
Senegal, Kenya, Ghana and South Africa are providing

More youth migrate to urban areas to find better
educational and work opportunities as a way out of
poverty. However, while the urban area continues to
attract the rural poor it remains incapable of creating
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decrease of the average labor productivity of the nonagricultural informal sector in Low-Income Countries (LICs)
in SSA over the last decades, from $US1,606 in 1985 to
US$986 in 2005.

job opportunities for unskilled and middle-skilled workers,
few countries have implemented comprehensive
strategies to enable employment for university graduates
and others with high skills. As such, across the continent
there is now high level of unemployment of graduates
and highly skilled people. The experience of Morocco
and South Africa that have taken some actions in this
regard, now have more university graduates entering the
labor market.

However, available evidence suggests that unemployment
in and of itself may not be the main cause of violent
conflict. Vulnerability resulting from unemployment is what
exacerbates conflict. In this sense, labor market policies
should be geared to address vulnerability and deprivation

• Structure of African Economies: Generally, the
structure of many African economies and the labour
markets do not support the promotion of youth
employment.
The structure of many African economies and the labour
markets do not support the promotion of youth
employment. The structure of many African economies
is unbalanced and unable to deliver labor intensive and
inclusive growth. Most African economies are
characterized by both excessive dependence on export
revenues from a few commodities and external financial
flows (FDI, aid and remittances) and a weak industrial
base and predominance of subsistence agriculture. Up
to at least 19 countries in Africa are significant producers
and exporters of oil and minerals, which often diverts
resources away from “value-adding” sectors. This has
left the economy vulnerable to commodity price
fluctuations and international vested interests, breeding
corruption and environmental problems and, last but not
least, condemning the majority of the people to economic
exclusion and poverty. The lack of labor-intensive sectors
and the highly unequal distribution of resource rents have,
in some cases, led to social unrest and violence.

through relevant employment programs. This is also
particularly important for the creation of wage labour
opportunities to broaden the tax revenue base, as one
of key elements to state building in fragile states.

• Education and Unemployment: The link between
education and the high unemployment of Africa’s youth
is also apparent. Sub-Saharan countries have some of
the lowest primary education completion rate in the world.
Even those who complete primary education often do
not get the chance to progress to secondary or higher
education due to poor education quality or economic
impediments. Overall, more than a third of youth in the
region still remain illiterate. Failings in the education system
in terms of incomplete and low quality education hinder
the inclusive participation of African youth in the labor

Moreover, the larger part of the labour market in Africa is
dominated by informal employment, which represents
about 72 per cent of non-agricultural employment in subSaharan Africa. Over the last 25 years, the potentially
dynamic and buoyant informal sector has not effectively
absorbed job seekers. Productivity has increased in the
agriculture sector yet it remains relatively marginalized by
virtue of its prevalent rural aspects and the insufficient
leverage of technology to enhance its functioning. This
continues to affect its ability to attract educated school
drop-outs and graduates. Even more of a concern is the
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primary, secondary and tertiary education, schools and
universities are producing graduates lacking the skills they
need to succeed in employment markets. In Sub-Saharan
Africa, large amounts of funding have been dedicated to
infrastructure inputs for schooling (e.g., school buildings)
and much less to quality inputs (e.g., teacher training) and
more cost-efficient models of schooling such as e-learning
and twinning. This has left the continent with a largely
unfunded traditional schooling model and poor education
policies producing large cohorts of graduating students
and few skilled youth that can cater to the needs of Africa’s
21st century labor market.

markets causing them to be more likely stuck in low
paying, low productivity jobs.
There is also a mismatch between higher education
systems that are responding to the high social demand
for higher education and the labor market demands. In
the last few years, in vocational and technical education
as well as tertiary education, the number of students has
risen significantly in Africa. In Northern and South Africa
there is an obvious and growing quantitative
overproduction of higher education graduates. In lowincome sub-Saharan countries between 1999 and 2009,
the number of higher education graduates almost tripled
(from 1.6 to 4.9 million). It is anticipated that this figure
will reach 9.6 million by 2020. This increase in numbers
has often been at the expense of quality as expenditures
per student have been decreasing throughout Africa.
Hence, graduates are often ill-equipped with the requisite
skills. There is also a general pattern of disproportionate
enrolments in the social science, humanities and business
management courses, creating graduates with no jobs
and jobs with few applicants.

However, many sub-Saharan African governments have
undertaken reforms of TVET (Technical and Vocational
Education and Training) by adopting the dual approach
that allows the acquisition of relevant skills and some
work experience during the training. In Kenya, Zambia,
Botswana, Mauritius, Burundi, Benin, Ghana, Nigeria and
Togo, these progammes have achieved some success,
though the quality of training and the numbers enrolled
have been low. Besides, the impact on job creation for
the trainees is unknown. On the other hand, many TVET
programs in North Africa - Algeria, Egypt, Morocco and
Tunisia have received quality accreditation and their
graduates can compete globally. In these countries,
however, the number of graduates per year continues to
exceed the real absorption capacity of the labor market.

The efficiency problem of the education sector in Africa is
also contributing to the unemployment problem. More
investment in education is not always the answer and may
only be a delaying strategy. Recent events in Egypt, Tunisia
and Libya have showed that despite the government’s
heavy investments and the country’s rapid expansion of

• Socio-Political Environment: : The socio-political
environment in Africa is also a significant factor in youth
unemployment. Challenging socio-political environments,
including the ineffective management of ethnic tensions
and hostilities – have contributed to youth unemployment.
In these circumstances economic growth to generate
employment is hampered by weak and ineffective, and
indeed fragile states. Africa has in the recent past made
significant progress in reducing conflicts on the continent.
However in some countries, including Sierra Leone,
Liberia, Burundi, Uganda, and Democratic Republic of
Congo, violent ethnic wars have intensively engaged the
youth as foot soldiers and/or combatants. After such
wars, the youth have found that they are not only
unemployed, but also without the requisite education and
technical skills needed to compete for the available jobs,
or to become productively engaged in the society.
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Promoting Employment
and Decent Jobs: Issues
for Policy

Macroeconomic and Structural Measures
Africa’s recent economic recovery has been achieved,
in part, as a result of the farreaching macroeconomic and
structural reforms undertaken on
the continent in the past three
decades. The growth expansion
has occurred in a stable
macroeconomic environment.
Most African countries have
implemented
sound
macroeconomic policies and
strengthened the management
of their economies. In addition to
the introduction of growthoriented
macroeconomic
reforms, many countries have
taken steps to create good
conditions for business. For
some time now, clear efforts
have been exerted to liberalize
markets,
increase
legal
protection for investors, and
reduce the cost of doing
business
by
simplifying
procedures and removing
impediments to business
enterprise development. Indeed,
recent World Bank Doing
Business Reports place several Africa countries near top
positions in the regional rankings for reforms that
encourage new enterprises, formal sector jobs and
growth. In 2010, Rwanda was the world champion in
doing business reforms and countries like Ghana and
Tanzania have been among recent top reformers in the
world.

The causes of youth unemployment in Africa clearly
indicate that the problem is complex and
multidimensional, requiring multiple strategies towards
finding solutions. The important starting point is that
African policy makers already recognize the youth
unemployment problem and understand that achieving
high rates of economic growth must be top priority in
creating wealth and employment that will take the millions
of Africans out of poverty. While high rates of economic
growth are necessary, they may not be sufficient to contain
the rising youth unemployment. Growth will need to be
inclusive and translated into decent jobs that correspond
to demand in the growing economy. The following are
discussed in this light.

The challenge now is how to deepen these reforms and
undertake those remaining to enhance job creation.
Reforms that are achieving macroeconomic stability now
need to be complemented with labour market policies
that address labour market distortions. Fiscal policies
need to support labour intensive public works that
employs large numbers of skilled and unskilled people.
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• Decentralization of Public Spending: Economically,
decentralization is justified by the need for efficient use
of public resources. Local authorities, closer to the area
administered, provide services needed more closely and
accurately target beneficiaries. Proximity also produces
administrations better suited to managing local
development, including local employment. Although
several African countries have tried to devolve power to
local authorities –Nigeria has 774 local government areas;
Ghana has 110 district assemblies with a Common Fund,
Uganda has devolved several powers and functions to
the local level; and, Ethiopia has devolved decentralized
authorities to regions and lower tier government –
generally, these have not been effective. The main
challenges include manpower and financial resource
constraints, lack of political autonomy, real power and
the capacity to raise revenue.

• Labour Market Laws: In order to help reduce barriers
to job creation and promote decent work for Africa’s
youth, up-to-date and suitable labour laws are needed.

•
Enabling
Entrepreneurship
Initiatives:
Entrepreneurship talents and skills exist in Africa’s jobless
youth. However, these are rarely channelled towards
efficient business activity. The youth with such skills need
to be supported in developing projects through business
incubators and seed-capital programmes. Nearly all
African countries have put in place measures to
encourage entrepreneurial development and selfemployment of the youth. Some successes have been
achieved in Egypt, Mauritius, South Africa, Nigeria, and
Zambia. Most importantly, these programmes require
active public and private support to be successful. A
good example is the scheme developed by the African
Development Bank in Tanzania linking business incubators
with technical schools. An important feature of
entrepreneurship development support in fragile states
will be the access to suitable financing in addition to skills.
This will require appropriate incentives for risk guarantee
schemes and a more comprehensive approach to
banking sector reforms.

African countries need labour market regulation to prevent
exploitation, discrimination, forced labour, low wages and
intolerable conditions of work. Available information on
at least nine African countries - Botswana, Lesotho,
Malawi, Mozambique, Namibia, South Africa, Swaziland,
Zambia and Zimbabwe – suggest that lack of systematic,
comprehensive and up-to-date market information is a
stumbling block to the decent work agenda in Africa that
involves employment and productive work, workers’
rights, social protection and social dialogue. In the context
of fragile states, short term measures such as labour
intensive public works programs go a long way to stabilise
the state but this must be accompanied by well-designed
medium to long term measures for job creation built on
private sector development.

Sectoral Approaches
Global experiences suggest that major obstacles to
promoting employment for the youth are sector specific.
Sectoral approaches to job creation must be multisectoral and in order to maximize impact, linkages among
sectors are important. Africa needs policies that focus
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on sectors that offer most opportunities for growth and
decent work. Such sectoral policies and approaches
should involve special training in skills related to the sector,
improving access to finance, enhancing productivity
knowledge and development.
• Enhancing Agricultural Productivity: In Africa, growth
of the agricultural sector can stimulate employment
growth in other areas of the economy because of its
strong links with other sectors. Indeed, available estimates
suggest that in sub-Saharan Africa there is high multiplier
effect of 1.5 associated with agricultural growth, which
implies that every $1.00 increase in agricultural income
generates an additional $0.50, primarily amongst
suppliers of non-farm goods and services. Thus, broad
based economic growth and employment creation in
Africa requires a focus on agricultural. Also, since African
poverty and unemployment is predominantly a rural
phenomenon. Policy interventions to combat rural poverty
should include promoting agro-business and processing
relating to value adding.
The basic problem with Africa’s agriculture is low
productivity. Agriculture in Africa suffers by virtue of its
prevalent rural aspects and the insufficient leverage of
technology to enhance its functioning. This is a bottleneck
to the sector’s ability to attract educated school drop
outs and graduates. The basic challenge is to enhance
agricultural productivity and the sector’s attraction to the
youth. Provision of support to small farm holders who
constitute the majority of Africa’s farmers is essential.

Support in terms of finance, technical advice, and farm
equipment will enhance productivity. Also, existing
technologies that are known to have worked elsewhere
need to be adopted and new ones developed alongside
the improvement of agricultural infrastructure. It is
necessary that policies support private sector initiatives
to develop value chains and promote labor-intensive
manufacturing, especially in areas such as agriculture
and agro-processing.
• Engaging the Informal Sector in Job creation: The
African Union has asked the question “whether the
informal sector should really be seen as a marginalized,
survival sector, which mops up excess or entrenched
workers or as a vibrant entrepreneurial part of the
economy, which can stimulate economic growth and job
creation”. It is now obvious in Africa that employment in
the informal sector is a reality. Thus, the aim to create
jobs must include the informal sector. This will come
through government recognition of the importance of the
informal sector. Alongside strengthening the formal sector
in job creation through the removal of barriers to enhance
increased participation, governments need to extend
benefits to the informal sector. Several avenues are open
to African governments to encourage job creation in the
informal sector. These include, provision of enabling
environment and supportive regulatory framework;
provision of appropriate training and equipment;
improvement of basic facilities, amenities and
infrastructure; and enhancing access to credit and
property titles.

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

• Promoting Social Inclusion: Social inclusion, voice
and accountability are pre-requisites without which no
country can truly aspire to broad-based, shared and
sustainable economic growth needed to create decent
jobs. Indeed, a vacuum in voice and accountability
mechanisms has been one of the major triggers of the
recent events in North Africa and the Arab world.
Following decades of top-down rule, corruption and lack
of transparency there is also a remarkable deficit in social
inclusion, voice and accountability and participatory
mechanisms contributing to an overall sense of
disempowerment of the population – especially among
the educated youth. People in North Africa as well as in
the whole continent are aspiring for greater transparency
and accountability as well as public participation at
national and regional levels, through the active
participation of civil society.

4

The Role of the African
Development Bank

Since 1990, the African Development Bank has been
channeling resources to 37 countries mainly through
projects aiming at providing employable skills to vulnerable
groups including youth and projects promoting selfemployment. A focus on youth employment falls squarely
within the Bank’s Medium Term Strategy (MTS). The
Bank’s overall aim is to assist in the development of Africa
and the reduction of poverty, in particular by promoting
equitable growth and economic integration, and through
them, wider opportunities for Africa’s poor. The proposed
actions respond to the Bank’s MTS broad development
goal of ensuring sustained and equitable growth.

Governance

• Labour market reforms
• Setting key indicators on job creation
• Enabling environment for SMEs

Infrastructure

• Using infrastructure projects as a vehicle for youth employment
• Introducing skills development and technical training packages with infrastructure projects

Private Sector

• Involving multi-nationals and private operators in skills upgrading and transfer
• Promotion of SMEs
• Microfinance

Higher Education

Addressing the mismatch between the skills produced by the education system and those required by the labor market

Regional Integration

Integrating markets: Increasing market size and developing value chains

22

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

Building on this the Bank is proposing a new initiative
on youth employment. In light of the recent lessons
learned from Northern Africa and the potential of SSA
countries to join in benefiting from the demographic
dividend, the Bank proposes to support RMCs to scale
up their support to youth employment policies and
programs. The proposed initiative is a response to
address the urgent needs of countries that face
excessively high levels of youth unemployment as well
as social unrest. In addition, it also tackles structural
issues over a longer time frame, to mitigate the risks
of economic and social threats on the continent.
The Bank is being increasingly involved in supporting
establishment of voice and accountabily mechanisms in
the RMCs through increased citizen participation and control
over public management, and strengthening the civil society
organisations and local governments as a response to the
crisis in North African countries. The example of Tunisia has
shown that all the machinery in place for supporting
employment creation and increased employability of the
youth is not effective because of lack of transparency, good
governance, participation and accountability.

5
1.
The areas of the Bank’s interventions in Youth
Employment within the MTS’s Pillars are set out below:
2.
Specifically, the Bank has also been actively involved in
skills development through Technical and Vocational
Education and Training (TVET) projects and rural
development projects. The Bank has assisted in
developing a scheme in Tanzania linking business
incubators with technical schools. This initiative was aimed
at helping entrepreneurs to produce proper accounting
documents and to put bankable projects together in order
to facilitate their access to finance. There is no
comprehensive assessment of Bank’s projects on job
creation for youth. However, for the social sector projects,
preliminary studies show that skills development
operations and microfinance schemes have yielded good
results in terms of job creation.

3.

4.

5.
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Issues for Discussion
Why are most of the policies, reforms and
programmes focusing on reducing youth
unemployment in Africa not succeeded?
What policy interventions needs to be taken to
ensure that employment is given a more central role
in macroeconomic policy, poverty reduction
strategies and as an integral part of national
development strategies.?
What is the most appropriate policy mix for
promoting meaningful youth employment in reducing
vulnerabilities in fragile states?
Are there internationally successful strategies and
policies for addressing the problem of youth
unemployment to be applied in Africa? How can
Africa domesticate such promising strategies that
have been implemented elsewhere?
To what extent is the political environment in African
countries blamed for youth unemployment?

High Level Seminar II
Powering Africa: Financing Energy
and Green Growth
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1

Introduction

he
strong
economic
performance of Africa during
the last ten years, as well as its
estimated economic growth, will
lead to an ever-increasing energy
demand across the continent.
Unfortunately, the growth in
power supply has not been
sufficient. Consequently, it has
become crucial to implement
concrete measures to end
energy insecurity and to set
Africa on a sustainable energy
path. Africa has now the
possibility to use its abundant
natural resources coupled with
an expanding number of
innovative environment-related
financing
instruments,
to
significantly decrease its energy
gap and do it, growing under a
low-carbon, clean energy path
that will attract more than ever
the interest and participation of
donors and private investors in
support of strong growth, job
creation, and poverty reduction on the continent.

T

to respond to the needs of Africa’s large rural and often
geographically dispersed population, which will best and
in some cases only be reached in the long term by offgrid technologies. Furthermore, they can provide the
necessary scale to avoid dependence on costly smallscale national power systems, which are heavily reliant
on expensive fossil fuel-based generation.

Currently, the main challenges facing Africa’s power sector
are: (i) inadequate generation capacity; (ii) limited
electrification; (iii) low power consumption; (iv) unreliable
services; (v) high average generation costs; and (vi) a
financing gap of approximately USD23 billion per year.
To fight the aforementioned challenges, Africa will require
a paradigmatic shift in the development of the power
sector in order to tap into its vast renewable resources,
including hydro-potential (estimated around 1,750 TWh),
geothermal (estimated at 9,000 MW), wind, and solar.
These sustainable sources of energy are in the frontline

A shift towards clean energy solutions will allow Africa to
tap into existing concessionary resources that reduce
the costs and risks of such investments while providing
an extremely valuable leverage of private sector resources.
An example is the USD4.3 billion Clean Technology Fund,
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which is expected to leverage at least four times this value
in clean energy solutions, including energy efficiency,
renewable energy, and sustainable transport investments.

2

The Power Sector:
Challenges
and Opportunities

Nevertheless, given the high costs of clean energy
solutions and the existing financing gap, a portfolio of
financing sources will have to be considered and
sustained to meet current and future demand. This paper
summarizes the challenges and opportunities of the
Power Sector in Africa. It also builds in the public and
private finance sources, emphasizing the measures

Power Deficits and Investment Opportunities. It is
estimated that 80% of the World’s 1.5 billion people
without electricity live in Sub-Saharan countries, mostly
in rural areas. Residential electricity consumption in SubSaharan Africa, excluding South Africa, is roughly
equivalent to consumption in New York. In other words,
the 19.5 million inhabitants of New York consume in a

Figure 1: Average Cost of Grid and Backup
Power in Sub-Saharan Africa

Source: Briceno-Garmendia, QFC, 2008

needed to attract private investments to the sector
including a write-up on Public-Private Partnerships. It
draws on innovative financing mechanisms designed to
raise additional funds, and ways to optimize both private
and public financing methods. Finally, it examines the role
of multilateral development bank and other international
financial institutions that, in addition to applying their own
financing mechanisms, can facilitate large-scale regional
energy projects and help raise Africa’s influence and voice
in the allocation, administration and absorption of global
climate-related resources.

International Energy Agency. “Energy Poverty: How to make
modern energy access universal?”, September 2010
.
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year roughly the same quantity of electricity, 40 TWh, as
the 791 million inhabitants of Sub-Saharan Africa1.
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Given that rural areas account for
about two-thirds of the population
and only 15 percent of the rural
population lives within 10 km of
an existing substation, only a
small proportion of rural
population can be added to the
electricity grid at relatively low
cost. As much as 41 percent of
the rural population is currently
living in areas considered isolated
or remote, and therefore distant
from the grid.
The lack of robust infrastructure
has been identified as a factor
limiting the economic performance
of a number of African countries.
In particular, costly and unreliable
power supply coupled with weak
transportation networks increase
the cost of doing business, reduce overall productivity and
competitiveness (by 40%)2, and diminish social progress.

systems. Moreover, countries with small national power
systems (below 200 MW of installed capacity) face an
operating cost penalty of as much as USD 0.15 per kWh
relative to countries with large national power systems
(above 500 MW of installed capacity). Landlocked
countries and island states face an even higher cost
penalty due to higher transportation costs of fossil fuels.

Power Generation Costs. The average total cost of
producing power in Africa is extremely high: USD0.18
per KWh with an average effective tariff of USD0.14 per
KWh when compared with tariffs of USD0.04 per KWh
in South Asia and USD0.07 in East Asia. These
exceptionally high costs are mostly due to the small scale
of most national power systems and the widespread
reliance on expensive diesel-based generation. High
production cost is just one of numerous inefficiencies;
others include less than full implementation of the fiscal
budgets allocated for investment in energy, insufficient
maintenance, inefficiencies and losses during the
distribution phase, and pricing of electricity below the
cost as is done is South Africa, which encourages
wasteful consumption.

Nowadays, the swiftest way to recover costs is to reduce
the inefficiency of Sub-Saharan utilities, combined with
the widespread practice of charging tariffs below the
average generation cost. These hidden costs, amount
to at least 1.8% of Sub-Saharan GDP. In many cases,
the dividend accruing from improving utility performance
could be extremely high and would allow utilities’ ability
to attract external funding, either public or private. Full
cost-recovery tariffs could be affordable already in
countries with efficient large-scale hydropower or coalbased systems, but not in those relying on small-scale
diesel-based plants. If regional power trade becomes a
reality, generation costs will fall, and full cost-recovery
tariffs could be affordable across Africa.

The average operating cost of predominantly dieselbased power systems is as much as USD0.20 per kWh,
well above the cost associated with hydro-based

2

Escribano, J. L; Pena, J. “Impact of Infrastructure Constraints on Firm Productivity in Africa”. 2008.
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3

Financing Gap. The national targets under a stagnation
of power trade are to add 7,000MW per year, or 70,00MW
between 2005 and 2015. The trend for the past decade
has been a 4% generation increase per year
corresponding to 3,500MW. The financing needs under
the above scenario equals USD 50,3 billion per year. This
amount is equally split between capital costs and
operating costs. Two thirds of this amount shall target
increase in generating capacity while the remaining third
will target transmission and distribution.

Public and private
finance sources

Potential Public Finance Sources. While it is expected
that private sector will assume a key role in implementing
and financing clean energy projects, the associated low
returns so far imply that a substantial portion of
expenditures will need to be covered from public
sources. Potential public sources include domestic and
international taxation; official development assistance;
emerging donors; and innovative forms of financing
from carbon markets. These sources can and should
be assessed according to their revenue raising potential,
additionality, efficiency, practicality and reliability.

Regarding power trade, it is important to mention that
its expansion is a logical path to reduce carbon emission,
protect countries from rises in oil prices, and diversify
sources of energy both in terms of source and in terms
of geographical location. It is estimated that power trade
could promote savings of around USD2.7 billion per year
in Sub-Saharan Africa, or 5.3% of the annual cost of
meeting power needs.

On the long run, domestic revenue mobilization, via
improved tax policies and tax administration, is the most
viable financing basis to raise and channel money into
the energy sector. African countries could also mobilize

Figure 2: Current and additional capacity needed
by Region in 2015 in MW

Island
States
Additional capacity by 2015 (MW)

Installed capacity in 2005 (MW)
Source: AICD Report, 2008
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further resources by developing their banking sectors
and with the right incentives they can capitalize on future
flows such as remittances and initiate innovative ways
to make “unbanked projects, bankable”.

establish an enabling environment for private sector
investment need to take the following into
considerations: (i) creating or strengthening the
regulatory frameworks that facilitate business
registration; (ii) ensuring contract enforcement; (iii)
simplifying tax codes; (iv) guaranteeing property
ownership; (v) supplying trained local labor; and (vi)
reforming the financial sector in order to allow
convertibility and repatriation of earnings.

Nonetheless, a variety of sources, public and private,
bilateral and multilateral, including some innovative
forms, will be needed to generate sufficient funding and
maximize strengths of each, while offsetting
weaknesses.

Governments with Public-Private-Partnership (PPP)
units are prone to attract more private sector investment.
Successful partnerships between state and private
actors that go beyond business reforms tend to create
environments conducive to investment. The best PPP
units have established programs of prioritized
investment opportunities with features including: (i) clear
political support; (ii) a proper legal and regulatory
structure; (iii) a transparent procurement framework;
and (iv) support services to facilitate implementing
project timetables. These features reduce uncertainty,

Private Sector Role. Private financiers and project
developers look beyond project-technical and financial
characteristics when making an investment decision.
In selecting projects, private developers have to consider
the wider political, legal, and economic contexts which
will likely affect a certain project. Targeted public sector
and donor support that address market failures and
structural deficits can build on market forces and
eliminate constraints which otherwise would crowd-out
private sector involvement. Policy-makers seeking to
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lower the risk profile of the project and increase its
viability.
As a result, governments should invest resources to build
capacity within government entities to engage on
negotiations of contractual agreements which reflect
appropriate risk allocation and reward sharing between
stakeholders. For renewable energy in particular, technical
capacity is required to properly price and reflect the
economic and financial value of environmental and natural
resources. Bankable project documentation that suitably
allocates costs and risks to appropriate parties is essential
to boost private investor confidence. This can only be
achieved when concessions and off-take agreements
are negotiated within a transparent framework governed
by an independent regulatory authority.
Public-Private Partnerships. The rationale for using a
PPP arrangement instead of conventional public
procurement rests on the proposition that optimal risk
sharing with the private partner delivers better value-formoney for the public sector. The downside of this
arrangement is its complexity since they require detailed
project preparation and planning, and proper
management of the procurement phase to incentivize
competition among bidders. They also require careful
contract design to set service standards, allocate risks
and reach an acceptable balance between commercial
risks and returns. These features usually require skills in
the public sector, which unfortunately, most of the times
are not available.

Some state-owned utilities perform reasonably well, but
the majority of them lack government support in order
to remain financially viable. Ordinary problems affecting
profitability include: (i) poor billing and payment collection
systems; (ii) limited innovation; and (iii) prices which reflect
neither costs nor demand. In many African countries
where electrification rates are low, governments prefer
to enforce average prices which are lower than average
costs in order to increase accessibility. Eventually this
causes the utility to experience financial distress and
cut back on maintenance or investment. In systems
where the public sector still has the responsibility for
providing transmission and distribution infrastructure,
this can inhibit private participation if the ancillary
infrastructure to evacuate and distribute power is
unavailable or overloaded. Technical losses are higher
when ancillary infrastructure is improperly maintained,
resulting in less revenue collection while the utility must
still fulfill payment obligations for undistributed but
generated power.

Achieving value-for-money that justifies the PPP option
also depends on the ability to identify, analyze and allocate
risks adequately. Failure to do so will result into financial
costs to the Government.
Mitigating Risks. There a number of factors that limit
private financiers’ appetite for long term exposure to
renewable energy projects in emerging and frontier
markets, including political risk, refinancing risk, and
commercial risk introduced by the poor creditworthiness
of state-owned utilities that have the payment obligations
to buy generated power under power purchase
agreements.

In case of utilities exposure to commercial risks caused
by weak financial and technical performance, lenders will
seek credit enhancement from other sources to backstop
the utility’s payment obligations. There are a number of
available instruments to the Government, which can
range from an open-ended government guarantee of
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Optimizing Financing Strategies. Usually, renewable
energy projects are greenfield investments. Both capital
expenditure cost associated with operation and
maintenance of a given renewable energy project, shall
be reflected in the tariff negotiated upfront in the off-take
agreement. The tariff impacts the revenue the project is
expected to earn during the concession period, and
must be sufficient to service debt and provide a minimum
and acceptable return for equity investors. While
electricity generated from renewable energy sources is
typically more expensive than electricity generated from
conventional sources since the technology is more
expensive and lacks economies of scale, thermal power
has lower capital expenditures compared to renewable
energy but higher operating costs due to dependence
on external fossil fuel sources. Despite the fact that volatile
commodity prices can be hedged with long term fuel
supply agreements and derivatives, so long as the fuel
source is finite, there can never be a sustainable solution.
In contrast, renewable energy has the advantage of
providing a stable fuel source for power generation, but
the associated technologies are generally at an earlier
stage of market development.

the utility’s debt obligations, to having three to six months
of utility payment obligations under the off-take
agreement backstopped by a letter of credit issued by
commercial banks. In the case of the government
guarantee, lenders consider the government’s
creditworthiness. Government guarantees, however,
create contingent liabilities for governments and will
ultimately impact the sovereign debt sustainability.

A combination of financing options is required to offset
the high cost of generation associated with new or
untested technologies and ensure the sale of
competitively-priced power. A mixture of concessional
financing with commercial financing can play a key role
in subsidizing generation tariffs which would otherwise
be too high and make the green energy too expensive
for off-takers to purchase.

Multilateral Development Institutions, such as AfDB, offer
a number of instruments to mitigate political and
commercial risk in order to stimulate private investment
and improve the terms of the commercial debt. For
instance, the use of partial risk guarantees will cover
specified political risk events, including covering losses
incurred by commercial lenders caused by a government
or government-owned entity failing to perform its
obligations under a certain contract. Partial credit
guarantees support sovereign borrowing from member
countries, and can be used to facilitate commercial bank
issuance of letters of credit to backstop a pre-specified
amount of the utility’s payment obligations with respect
to a particular project. Political risk insurance covering
private investors’ equity, quasi-equity, and non-equity
direct investments can also be sought, covering any
combination of transfer restriction, expropriation, war
and civil disturbance, and breach of contract.

4

The Role of the African
Development Bank and other
MDB’s

MDBs have the experience and capacity to catalyze funds
across the private and public sector to deploy finance
for clean energy projects. In addition to their mandate,
MDBs have the capacity to (i) mobilize additional
concessional and innovative finance; (ii) facilitate the
development and utilization of market-based financing
mechanisms; (iii) leverage available resources; (iv) support
accelerated development; (v) deployment of new
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estimates indicate a significant expected growth in MDB
renewable energy financing, which can increase from
USD4.2 billion in 2009 to USD5.9 billion in 2012. Still,
MDB clean energy financing results over this period will
depend to a significant extent on the sustained availability
of concessional funding, either in the form of grants to
support technical assistance and capacity building or in
the form of concessional loans to address market
distortions. Different forms of guarantees can also play
an important role.

technologies; and (vi) support policy research, knowledge
and capacity building. Their comparative advantage relies
in the capacity to use a wide range of instruments to
support simultaneously the development and
strengthening of institutional and regulatory capacity, as
well as finance for investments. MDBs need to play a key
role in addressing the Africa’s energy deficit in facilitating
large-scale national and regional projects.
Over the past five years, MDBs demand-side energy
efficiency financing has more than doubled, reaching

The African Development Bank is proposing to establish
a special fund, the Africa Green Fund as a financing
mechanism for addressing Africa’s low carbon growth
needs, including the development of its clean energy
potential. The fund would predominantly be financed from
the resources allocated to Africa from the pledges under
the Copenhagen Accord. The location of this funding
mechanism in Africa has the potential to enhance African
countries’ resource ownership, African participation in
the decision-making processes regarding fund usage,
and the principle of equity and fairness in the allocation
of resources.
Policy Recommendations. A number of recommendations
follow from the foregoing analysis of the challenges and
opportunities associated with financing sustainable clean
energy in Africa. They include the following:
- Combine instruments. Significant scale and
transformational impacts can be achieved by linking
project interventions to policy in a programmatic way.
Combining resources across climate financing
instruments not only supports scaling up but can
stimulate transformational processes.

USD3 billion in 2009. Supply-side energy efficiency
financing has trebled, reaching USD1.9 billion, while
renewable energy financing has close to quadrupled from
USD1.1 billion in 2006 to USD4.2 billion. The leverage
ratio of total project cost to MDB financing ranged
between 3.3 and 3.8 with an average leverage ratio over
the period 2006 to 2009 of 3.4. Nearly half of the MDB
financing was targeted to the private sector.

- Promote new and additional concessional funds for clean
energy projects. This will be a key determinant to further
scale up clean energy financing activity particularly in the
absence of a significant strengthening of the climate
framework, including the carbon markets. Current
committed donor finance, plus projected CDM funding
through 2012, amount to less than USD8 billion per year.

These efforts have been supported through the
mobilization and deployment of global climate financing
instruments, in particular the Climate Investment Funds
and the Global Environment Facility. Recent conservative

- Mitigate regulatory risk. This remains a key priority in a
number of countries, particularly with respect to

34

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

renewable energy. Guaranteeing grid access, implement
adequate tariff levels, and put in place clear rules to
pass through the incremental costs of renewable energy
are key to increase market penetration, particularly for
independent power producers.
- Consideration for feed-in tariffs. Feed-in tariffs are
mandated by legislation and ensure that Independent
Power Producers cover the cost of generation plus a
reasonable return for equity investors to incentivize
developers to invest. The Kenyan government, for
example, introduced feed-in tariffs for wind, biomass,
and small hydropower generation in March 2008, with
guaranteed prices for 15 years. South Africa, Algeria and
Mauritius also have feed-in tariffs, while many others are
making plans to introduce them. In the South-African
case, the national energy regulator of South Africa,
NERSA, introduced separate feed-in tariffs for wind, solar,
and small hydro in March 2009 following a consultation
paper, public hearings, and deliberations with major
stakeholders. The tariffs are set at above-market rates
and are guaranteed for a period of 20 years.

5

Conclusion

Africa’s natural resources together with its energy gap
should be looked as an opportunity for (i) private sector
investment; (ii) accelerating growth and poverty reduction;
and (iii) embarking on green growth.
The magnitude of financing needs linked to the energy
sector in Africa will require a mixture of financial
instruments and different sources of funds. The public
sector will be pivotal not only in terms of raising needed
finance that can for the time being compensate for the
low returns of clean energy projects but also for crowding
in the private sector.
The African Development Bank is highly committed to
the development of the renewable energy sector and
markets using the whole variety of instruments that is has
at its disposal and new tailored instruments that is
establishing to cater for the specific constraints and
opportunities of Africa, including the Africa Green Fund.
Discussion Questions.

- Create incentives for new technologies. African
governments should promote the development of local
green technology industries and encourage the transfer
and diffusion of technologies and knowledge from other
parts of the world. For example, Ghana ceased
subsidizing petroleum products in 2005 and diverted
those resources to developing clean technology. Other
options include relaxing import barriers, such as high
import duties on products used in renewable energy
production and promoting the domestic production of
renewable energy components, like solar panels or wind
turbines, to ensure sustainable development of green
technology domestically.

- What are the challenges that a country needs to address
to engage in sustainable and clean energy solutions
(e.g. regulatory framework, access to financing, markets,
policies like feed-in tariffs)?
- How can AfDB best provide practical support to African
countries to face such challenges and tap into existing
and future opportunities?
- Given Africa’s financing gap in the energy sector and the
high costs of sustainable and clean energy solutions, which
portfolio of financial instruments should be considered?

High Level Seminar III
Private Sector Development and Domestic
Resource Mobilization
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1

Introduction

providers are facing at home significant fiscal shortfalls
and are forced to take severe fiscal adjustment measures.

Africa’s near term economic outlook remains very positive,
despite the recent adverse effects of the global economic
crises. Over the last decade, productive internal structural
reforms, progress in regional integration, improved political
climate and reduced conflicts have combined with a
largely favourable external environment – in terms of
higher commodity prices and increased resource inflows
- to spur economic activity. Moreover, the considerable
improvement that has taken place in the business climate
has enabled private sector activity to generally respond
positively to government programmes.

Over the past 10 years only oil rich countries in Africa
have achieved a fiscal surplus of about 2 per cent of GDP
without grants. Middle income countries have been able
to contain their deficit at around 2 per cent of GDP, while
in low income countries and fragile states the deficit is
about 8 per cent of GDP. Indeed, the overall fiscal deficit
of some low income countries such as Burkina Faso,
Ethiopia Ghana, Malawi, Mozambique Rwanda and some
fragile countries such as Burundi, Eritrea and Sao Tomé
and Principe is so large that it often accounts for about
40 to 100 per cent of total government domestic revenues
of some specific countries.

However, the global economic crisis has shown how
uncertain external flows are for African governments.
Several countries faced reduced export revenues;
considerable uncertainty was experienced with regard
to future foreign investment and aid inflows, while high
levels of indebtedness remained a concern. In fact the
global economic crisis has given a new impetus to
dialogue on domestic resource mobilization in Africa to
effectively and sustainably bridge the persistent
development-financing gap. The recent global uncertainty
poses important challenges to fiscal policies in Africa and
more so in the most vulnerable African countries. Public
finances are under additional strain in Africa as aid-

These factors have combined to raise the importance of
increasing domestic resources in Africa, not necessarily
by increasing taxes but by improving the efficiency of the
tax administration and the broadening of the tax base
through a vibrant private sector. Indeed, as the United
Nations’ Monterrey Consensus on financing for
Development acknowledged earlier in 2002, external
financial resources for development are inadequate
towards meeting the MDGs. The Monterrey Consensus
stressed the necessity to develop new strategies by
mobilizing domestic resources.
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The attractiveness of Domestic Resource Mobilization
(DRM) is quite apparent. DRM avoids the restrictions
and conditionality often present in financing from external
sources and is also likely to support increased domestic
ownership of the development agenda. DRM also hedges
against the potential volatility of access to external
resources such as FDI and export earnings. Increased

a country. The private side concerns private domestic
savings, encompassing household savings and private
firms, through banks and non-bank financial institutions
and capital markets that channel these resources to
commercially productive investments. The other side is
public resource mobilization, which involves resource
mobilization through fiscal regimes for investment in social

DRM through a well-functioning financial system will
contribute significantly to private sector expansion.
Indeed, global development success stories indicate that
better mobilization of a country’s own resources and less
dependence on aid and other foreign finance, are key for
sustained, strong and shared growth.

services and infrastructure that support private sector
activity.
Therefore, increasing DRM in Africa requires a twopronged approach. First, strengthening the fiscal
effectiveness of governments and their capacity. This is
essential towards improving the social rate of return of
public investment. Second, deepening and reforming the
financial sector, which despite progress in diversification

There are two sides to generating domestic savings and
their allocation to socially productive investments within
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countries, Official Development Assistance (ODA) per
capita exceeds tax revenue per capita. Thus, for selfsustaining growth, it is essential to enhance domestic
resource mobilization.

and employment of market based banking systems still
face vital challenges in broadening access to financial
services and the availability of long-term resources.
This main purpose of this note is to highlight the relevant
issues involved in the mobilization of both domestic public
and private resources. The issues involved are addressed
by examining the current state of domestic resource
mobilization, the challenges and prospects.

2

The continent’s heavy dependence on ODA and its low
public resource mobilization is in spite of recent significant
progress in tax mobilization. Indeed, many countries have
over the last decade seen an upward trend in the share
of tax in total GDP. Figure 2, which classifies African
countries into three income groups show that for ‘upper
middle income countries’ (those with per capita income
between $3856 and $11905 in 2008)), tax share in total
GDP is around 35 per cent, which is similar to the OECD
countries. In ‘lower middle income countries’ (per capita
income between $976 and $3855 in 2008), the tax share
is about 22 per cent of GDP. This share is similar to other
developing countries in the same income group.
However, for lower income African countries (per capita
income of $975 or less in 2008), the tax ratio is much
lower at below 15 per cent.

Strengthening Public
Resource Mobilisation
in Africa
Current Situation and Challenges

Africa needs better mobilization of domestic public
resources for development. The imperative of
strengthening domestic resource mobilization is quite
apparent. It is evident from Figure 1, that in many African

Figure 1: Public Resource Mobilization in Africa

Source: African Economic Outlook, 2010
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countries like Ghana, Lesotho, Liberia and Swaziland
where the tax share remains high irrespective of whether
resource-related revenues are considered. Thus, many
African countries are not making the concerted effort
needed to raise tax revenues, depending instead on
resource-related revenues.

However, the increasing trend in tax shares in many upper
middle income and lower middle income countries is due
largely to resource-related tax. Countries like Algeria,
Angola, Congo, Equatorial Guinea, and Nigeria only have
high tax shares when resource-related taxes are
considered. On the other hand, it is rather in a few

Figure 2: Tax Revenue shares in Africa

Source: African Economic Outlook, 2010
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Nonetheless, increasing tax revenue to enhance public
resource in Africa faces daunting challenges. Many African
economies are characterised by large informal sectors
that make it difficult to enhance tax revenues by either
broadening the tax base and/or increasing direct taxation.
Also, the narrow tax base in many countries is often
constricted further by excessive granting of tax
preferences, inefficient taxation of extractive activities and
an inability to fight abuses of transfer pricing by
multinational enterprises. Further, several countries are
constrained by an unbalanced tax mix that relies
excessively on a narrow set of taxes.

which public resources drive investment in social services
and infrastructural activity needed for private sector
expansion. In this quest, simply increasing taxes may not
be the required response. Tax increase could harm the
private sector and hamper economic growth but may
not necessarily improve the efficiency of the tax system.
In the long run the most effective way that domestic
public resources can be increased is through policies
that increase the tax-base through sustained economic
growth. In the short to medium term, African
governments have to address the efficiency issues and
adapt strategies to deepen the tax base in administrative
feasible ways. A focus on deepening the tax base gives
more stability through a diversified set of taxes, with a
mild burden on each type of taxpayer and each type of
economic activity. Also, a deepened tax base will engage
a bigger range of stakeholders in the national
development process. The following issues must be at
the forefront of attempts to deepen the tax base to
strengthen public resource mobilization.

Strengthening Public Resource
Mobilization: Issues for Policy

i.

Bringing the Informal Sector
into the tax net

There are a number of challenges in any attempt to
widen the tax net to informal activities. Firstly, the increase
in tax revenue that formalized informal firms could yield
may be small, as these firms are often too small and too
poor. Hence, there is need for innovative ways to ensure
positive net tax returns. A number of approaches have
been adapted in some African countries that could
provide a way forward. For example, the Ghana Internal
Revenue Service has negotiated with the Ghana Private
Road Transport Union to use the union as a tax collection
agent under the Identifiable Grouping Taxation (IGT)
scheme. The IDT levies small and affordable taxes that
are collected daily or weekly from both the formal and
informal union members. Algeria is using a presumptive
tax for the mainly informal entrepreneurs. In Zambia, a
flat-rate ‘base tax’ for rural areas has been introduced
along with ‘presumptive taxation’ of 3 per cent on gross
income for urban areas. Additionally, a ‘peddler’s licence’
has been issued for street sellers.

How African countries address the challenges without
over-taxing their economies will determine the extent to
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ii.

countries. However, the widely held view is that Africa
gets less from its natural resources than elsewhere in the
developing world. There are varied reasons for this –
including contracts often subjected to confidentiality; and
corruption often blamed for the secrecy, The Extractive
Industries Transparency Initiative (EITI) offers the unique
purpose of increasing the transparency of transactions
between companies and government entities, and of the
use of revenues by the governments concerned. In 2009,
Liberia became the first country to comply with the EITI.
The expectation must be for more countries to comply
with the EITI.

Reducing improper transfer pricing

Improper transfer pricing is an international problem that
affects developed and developing countries alike.
Multinational enterprises operating in African countries
might take advantage through different tax regimes,
including tax havens, under-invoice or over-invoice for
goods and services, and financial transactions to
maximize after-tax profit at the expense of the host
country. The general consensus towards reducing transfer
pricing abuse requires countries to develop specific
legislative measures that are adapted to their legal system

iv. Increasing tax collection
and administration

and economic context, and to build the administrative
experience needed to enforce them. African governments
must carefully consider how much resource to devote to
transfer pricing. With the administrative capacity
constraints and the considerable amounts of tax revenue
at stake, a pragmatic approach is needed that is adapted
to the administrative and institutional means available to
governments.

The lack of skilled staff is a major impediment to tax
collection and administration in Africa. This constraining
factor encourages corruption in the tax system. Increasing
use of ICT offers opportunities to increase revenue
mobilization and administration. South Africa offers efiling for payroll taxes, Botswana, Cape Verde and
Cameroon have e-taxation platforms. It is also known
that Algeria, Angola, Cote d’Ivoire and others are looking
for ways to incorporate new technology in their taxation
systems. These initiatives require educational campaigns
to motivate individuals and enterprises to use the systems.

iii. Enhancing extractable natural
resources revenues
Africa’s vast natural resources - oil, gas and minerals are already an essential revenue source for many
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3

Developing Private
Sector Resource
Mobilization

growth and/or not appropriate due to the nature of
projects they finance. Although Africa has seen almost
a decade of uninterrupted growth in foreign direct
investment (FDI) flows and a recent rise in portfolio flows
(figure 3), these flows remain below potential and the
picture is less rosy, especially for sub-Saharan Africa
when compared with the other developing regions, and
more important, when compared with the enormous
needs for growth and poverty reduction of Africa.
Besides, FDI flows to the region are concentrated in
enclave investments mostly in oil-exporting countries.
Also, portfolio bond and equity flows are negligible
outside South Africa. Private debt flows are small and
dominated by relationship-based commercial bank
lending, and even these flows are largely short-term in
tenor. Almost 90 percent of all portfolio and equity flows
go to South Africa, with the remaining going to a small
group of other countries—notably Ghana, Kenya,
Tanzania, Uganda, and Zambia—in response to
improved risk ratings and attractive yields.

During the past decade many African governments have
embraced private sector led development strategies.
Spurred by encouraging results on the ground, this
development paradigm has received increased attention
by policy makers and the development community at
large. The private sector is now the main driver of capital
formation in at least 45 of the 53 African countries.
Private sector development and expansion in Africa has
traditionally been substantially dependent on external
capital resources. Indeed, while such resource flows
have contributed to the recent economic progress
witnessed on the continent and despite the generally
diminishing risk perception of Africa as an investment
target, the resource flows are increasingly deemed
inadequate to match the emerging pace of private sector

Figure 3: Investment in Africa and Private Resource Flows

Source: African Economic Outlook, 2010
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and the best performing stock market indexes were in
Africa.

Therefore, African countries have to take the necessary
measures to mobilize domestic private savings noting
that such savings need to earn a commercial return
often being paid by local sources; it goes when and
where the markets drive it, rather than in accord with
government priorities. The focus in this paper is on
mobilizing domestic private savings for long term
investments.

Before 1989, there were only five stock markets in subSaharan Africa and three in North Africa. Today there are
over 19 stock exchanges. However, despite the progress
made, African capital markets remained small, fragmented
and largely underdeveloped. In addition, lack of
institutional and operational infrastructure and reliance
on captive investors resulted in a narrow investor base,
low levels of liquidity, short debt maturities and high
issuance costs. In most of these stock markets, trading

Developing capital markets to support
private sector development

Since the mid-2000s, efficient capital markets have been
recognized as an essential element to mobilizing longterm savings and providing an alternative source of
funding for long-term investments. Initially, capital market
development in the region was driven in part by an
improved macro-economic environment, high
commodity prices, governance, and economic and
financial sector reforms. As a result, countries with capital
markets, attracted records amount of portfolio inflows

occurs in only a few stocks which account for a
considerable part of the total market capitalization.
Consequently, market capitalization and liquidity are low.
In even some of the best performing stock exchanges
such as Botswana, Cote d’Ivoire, Egypt and Nigeria
market capitalization remains low (see figure 4). The
average market capitalization of African stock market is
about 27 percent of GDP, compared, for example with
161 per cent for Malaysia.

46

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

Figure 4: Market capitalization across certain countries from 2000- 2007
Cote d'Ivoire: Stock market capitalisation
as % of GDP

Botswana: Stock market capitalisation
as % of GDP

Egypt: Stock market capitalisation
as % of GDP

Nigeria: Stock market capitalisation
as % of GDP

Source: World Bank’s Financial Infrastructure Database

from new listings (Tunisia). In addition, inadequate
supervisory, legal and regulatory frameworks led to insider
trading allegations in certain stock exchanges such as the
Nigerian Stock Exchange, where the value traded on listed
securities fell by 76.6% (from USD 20,1bn in 2008 to USD
4.7bn in 2009).

Moreover, the financial crisis exposed the vulnerabilities of
domestic securities markets in the region. With the
repatriation of funds by foreign financial institutions and
investors, African stock markets were left exposed and
stock market valuations fell significantly (Figure 5), albeit
few countries have now rebounded and also benefitted
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Figure 5: Stock market performance
Stock market indexes (3-year CAGR, Jan 2008 - Jan 2011)

Source: ASEA, Africanfinancialmarkets.com

2010, and all the issues were all oversubscribed. Riding
on the success of the government bond issues,
KenGen, a Kenyan public utility, issued its first
infrastructure bond in September 2009 to fund its
investments in additional power generation. The public
utility raised Ksh 27bn (US$ 353m), highlighting
increased investor appetite for domestic investments.

Progress and Challenges in mobilizing
domestic private resources
Since the financial crisis, African policymakers, with
the assistance of developing partners, are making
concerted efforts to mobilize resources internally
through the development of their domestic capital
markets, by implementing policies that will strengthen
and build their financial infrastructure for the long-term.
The motivation lies in implementing the right policies
that will lead to balanced development in all the different
segments of capital markets (that is, equity, bond and
derivatives markets). The focus is on the creation of
alternative sources of funding to bank lending by
stimulating domestic savings and creating new financial
instruments for portfolio diversification and financial
risk management.

The challenges inherent are many and varied as are
discussed below.
i.

Creation of alternative sources
of funding to bank lending

Despite the enthusiasm in domestic corporate bond
issues, the size of the corporate bond market in general
has lagged that of the government bond market. The
cause is based on historic and traditional reasons, where
the domestic corporate sector has relied on bank
intermediated finance than tapping domestic bond and
equity markets. Furthermore, with the exception of
several countries, such as South Africa, Kenya, Morocco

In addition, the development of the corporate bond
markets builds on the presence of government bond
markets. For example, the Kenyan government issued
three vanilla infrastructure bonds between 2009 and
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and Egypt, few African countries have established
benchmark yield curves to facilitate the pricing of
corporate issues.

ii.

Stimulating domestic savings

Although domestic institutional investors have grown
significantly in recent years, their assets under
management remain relatively small compared to other
developing markets. This is as a result of low domestic
savings rates (Figure 6), regulatory restrictions and low
insurance penetration ratios. With the exception of South
Africa, Morocco, Tunisia and Lesotho, the insurance
penetration rate across the continent is below 1%. The
dominance of the government pension funds is still
prevalent in certain countries, such as Tanzania, while
few countries such a Botswana have outsourced their
funds to private asset managers. Legal and pension fund
reforms will allow for further financial innovation and
creation of contractual savings funds with competitive
investment strategies.

In addition, few African corporates have credit ratings
from international and domestic credit rating agencies,
making it difficult for investors to price the underlying
risk. The onerous disclosure requirements for listing on
an exchange also discourage the development of equity
markets. As a result, access to equity markets is often
limited to large corporates, which were either previously
privatized by the governments or are subsidiaries of
conglomerates. This leaves little room for small to
medium enterprise (SMEs) to access market based
capital. Development of alternative exchanges, such as
the Alt-X in South Africa, should be encouraged for
SMEs.

Figure 6: Gross domestic savings across selected countries

Source: AfDB dataplatform
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iii.

Creating new financial instruments
for portfolio diversification and financial
risk management

The development of debt and equity markets has
contributed to the development of a more sophisticated
derivatives market for swaps, futures and commodities
trading in Morocco and Egypt. These markets have been
set up to attract foreign investors and foreign company
listings and should be operational over the course of
2011.
Given its integration with international markets and the
need for more sophisticated risk management tools, the
South African derivate market has grown rapidly in recent
years. It trades over-the-counter (OTC) warrants, futures,
fixed-income derivatives and commodities, while interest
rate futures are traded on the exchange. The derivatives
markets has facilitated risk management, fostered liquidity
and price discovery in the underlying financial products.
Enhancing Domestic Private
Resource Mobilization:
Issues for Policy
Leveraging the potential of African capital markets will
require a stronger focus on second-generation reforms.
In addition to the continuation of reforms implemented
to improve macroeconomic, fiscal and exchange market
development further efforts at the micro-level will be
necessary including improved tax regimes, upgrading
trading, clearing and settlement systems, strengthening
regulatory oversight and corporate governance should
be complementary priorities.

ensure that contracts are enforced. This will create
an enabling environment for both issuers and
investors to participate in the capital markets.
However, policymakers should find a balance
between regulatory oversight and capital market
development.

The role of policymakers
ii.
i.

Creation of appropriate regulatory and
institutional frameworks – the development of
corporate bond markets and equity markets are
hinged on sound legal and regulatory frameworks,
which should complement the principles for
securities regulations set by the International
Organisation for Securities Commission (IOSCO),
as well as the recommendations by the G20. These
rules should effectively protect investors and
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Support the development of centralised
trading and information related infrastructure – the
liquidity of a securities market depends on the
trading system that has been adopted by the
national exchange. To enhance liquidity and price
discovery, several African exchanges have
introduced electronic trading platforms. However,
for smaller exchanges, this has been a costly
exercise. An internet based “hub-and-spoke
exchange interconnectivity model system”, similar
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encouraged to commit to improving the quality of
existing data and assist these institutions in
developing databases that will cover the existing
information and knowledge gaps. The databases
will in turn help identify related development and
capacity building needs of African countries.
iv.

Support regionalization of African stock
markets: Regionalization will also enable African
stock markets overcome the constraints imposed
on them by their small sizes. There is currently only
one regional stock exchange in Africa - the Bourse
Régionale des Valeurs Mobilières, or BRVM, located
in Abidjan, Cote d'Ivoire, serving the countries of
Benin, Burkina Faso, Guinea Bissau, Côte d'Ivoire,
Mali, Niger, Senegal and Togo. Moves to create
others, such as the integration of stock exchanges
in East Africa, must be speeded up.

4

The Role of the African
Development Bank

The Bank is contributing to make a difference, by applying
the full force and synergy of its leverages in a context of
well-designed Policy Based Lending supported by equally
well-designed Institutional Support Projects (ISP) to
concretely implement reforms aimed at increasing DRM
in regional member countries. This is being achieved at
the country level through:
to the one implemented by the Committee of
SADC Stock Exchanges, could be cost-effective
solution, connecting the national exchanges and
providing investors with real-time price quotes and
trading opportunities. African policymakers should
encourage the development and implementation
of these cost-effective trading platforms.
iii.

• Strengthening country systems for managing public
resources
• Ensuring efficient and equitable revenue mobilization
through taxation
• Improving alignment between budget and policy
priorities
• Developing effective debt management frameworks
• Strengthening financial oversight institutions (i.e. audit)

Transparency and availability of data Access to accurate data on African capital markets
remains one of the major challenges faced by
investors and development partners. As a result,
the AfDB, the OECD and the World Bank Group,
have embarked on several initiatives dedicated to
collecting data on sovereign and non-sovereign
debt issues in Africa. African governments are

At the Regional Level, the Bank supports partnership and
regional institutions and networks, particularly the African
Tax Administration Forum (ATAF). Presently the Bank is
supporting ATAF through funding from its Canadian and
Korean Trust Funds. This support aims at promoting DRM
in Africa. This is being achieved through:
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Korea. These case studies—which focus exclusively on
tax revenues— examine the key challenges to achieving
greater revenue mobilization in each of the study
countries. The project also included a study tour of
Korea’s tax policies for high level policy makers from EAC,
dissemination workshop and a Policy Note summarizing
findings and recommendations.

• Support to ATAF’s Launching and Steering Group
meetings.
• Supporting ATAF on the elaboration of a research study
on the current State of Tax policies and Systems in
Africa.
• Facilitating partnerships and promoting peer learning,
and exchange of good practices with countries on a
regional level.

The various case studies reveal at least three key
challenges impeding revenue mobilization in the EAC.
These include the general absence of voluntary
compliance among taxpayers, weak relationships
between tax policy and national development objectives,
and weaknesses in tax administration. The Policy Note
summarizes lessons for improving tax revenue
mobilization in three broad reform areas including, general
enabling environment for both tax policy and
administration, tax policy and legislative frameworks, and
tax administration.”
Also, given the Bank’s dual public/private sector
operational approach and the fact it hosts the Partnership
for Making Finance Work for Africa (MFW4A), which
encompasses 12 development partners, it is well placed
for promoting DRM, both in the public and private sector
of its RMCs. A high level roundtable, and several smaller
but related events on the side of the Bank Group Annual
Meeting, will provide an excellent opportunity to bring
together key RMC stakeholders for debate and exchange
of views and ideas, and will serve as a useful source of
knowledge to further inform the Banks financial sector
strategy, and facilitate the development of an effective
action plan for the Bank’s engagement. ADB possesses
in its various departments the essential skills that can be
mobilized for a coordinated and effective corporate
competency to support RMCs in this critical area.
Since launching the African Financial Markets Initiative
(AFMI) in 2008, the Bank would like to contribute to the
development of sound domestic debt markets in Africa
through the creation of the African Domestic Bond Fund
(ADBF). The funds of the ADBF will be invested in localcurrency-denominated sovereign African bonds issued
in African markets. The specific objectives of the ADBF
are the following:

The Bank in partnership with the ATAF, the EAC
Secretariat and with funding from the Korea-Africa Fund
for Economic Cooperation, has undertaken a study aimed
at sharing lessons of experience from DRM through case
studies for the EAC partner states, South Africa and South
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5

• To reduce African countries dependence on foreign
currency denominated debt;
• To encourage the deepening of domestic bond markets
through investments in long-dated debt;
• To contribute to the development of the investor base
in African domestic bond markets; and
• To create a permanent forum for discussion and
provision of technical assistance on domestic bond
market issues.
Through the ADBF, the AFMI will spearhead a cooperative
approach with stakeholders and development partners
on issues related to bond market development in the
regional economic communities (RECs). Working in close
collaboration with the Partnership for Making Finance
Work for Africa (MFW4A), the AFMI will identify synergies
between existing initiatives, including funding and
technical assistance needs of stakeholders.
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Issues for Discussion

i)

How do countries expect the AfDB to help in their
domestic resource mobilization?

ii)

Should the private sector development (PSD) be
considered an integral part of fiscal policies?

iii)

Do African countries need tax exemptions and
concessions to boost investment activity on the
continent?

iv)

Does it make sense trying to broaden the tax base
by incentivizing the formalization of informal sector
enterprises?

v)

Do countries consider financial sector development
and governance well reflected in the Bank Core
Sector Indicators (CSI)?

High Level Seminar IV
Africa – Innovation Hub for Growth
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1

Introduction

Although the countries are diverse and “one size does
not fit all”, innovation has been instrumental in the double
digit economic growth of all developed and emerging
countries. Between 1960 and 1965, the period when
most African countries became independent, the average
per capita incomes (in purchasing power parity terms) of
South Korea and Singapore were lower than those of
African countries. In the 1980s, the average per capita
incomes of South Korea and Singapore were respectively
three and eight times higher than those of Sub-Saharan
Africa. The high growth rates in Asia’s emerging countries
have been sustained by a profound structural change in
the economies, based on innovations, strong sectoral
performance and clear vision. To sustain growth, these
countries addressed issues related to policy coherence,
innovation ecosystem, knowledge markets, investments
in R&D and the strengthening of mechanisms that convert
knowledge to jobs and wealth.

Innovation is complex, and this stems from the fact that
it is a multifaceted phenomenon. It is part and the result
of a long process and a big picture encompassing
education, culture and attitudes towards risk. It is shaped
by formal institutions, including market regulation and
incentives, and it depends on a stable environment with
sound governance mechanisms, based on the rule of law.
Innovation is about creating value from knowledge. It
involves the provision of new goods or services to the
market or finding of new ways to improve services,
produce goods, organize production process and/or
develop a new market. Thus, knowledge is the key factor
for innovation. It can come from a formal process, such
as research and development (R&D), it can be indigenous
knowledge developed over decades of learning from the
environment, or it can be local knowledge of what works
and what does not. Innovation is driven by entrepreneurs
who take risks and change things. In developing
countries, promoting innovation is a challenge, and rising
to the challenge will help people create wealth and
contribute to the progress of the society.

In Africa, similar paths are being witnessed –although
slowly– rooted on transformational role of technologies.
Indeed, mobile banking is creating a revolution in the
banking and financial markets, and countries are making
the necessary adaptations in their policy and regulatory
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frameworks to open up the required space for private
investors to intervene. The recent turbulence created by
the three crises (food, fuel and financial) has created
opportunity to permit innovation as a catalyst and
contributor to accelerated growth, poverty reduction and
social cohesion.

Innovation as a Driver
of Growth

This Concept Note is to stimulate debate and inspire
thoughts on practical strategies for implementing
innovation policies for Africa’s growth. It positions
innovation as a catalyst for developing African countries
and offers insights into the opportunities for regional
strategies. It draws on international best practice for
national innovation systems, and highlights the key
concepts that should inform African innovations for growth
and development.

Earlier thoughts on development thinking recognized the
strong link between industrialization, economic growth
and development. Along the linear path of economic
growth, developing countries were deemed to be at an
earlier stage than the more advanced economies. This
notion implied that countries pass through similar historical
stages of economic development (Gerschenkron, 1962).
The central argument was that differences in development
stages could be explained by differing rates in the
adoption of technology (Kaldor, 1957). The underlying
idea was that, for progress to take place, learning and
investment should interrelate and that the strength of the
interrelationship determined technological progress.

The Note also reviews the challenges and opportunities,
presents key innovation activities in Africa and suggests
issues for discussion by the panelists during the 2011
AfDB Annual Meetings Seminars.

In the 1970s, the technology gap perspective was
revisited by many scholars including Gomulka (1971) and
led to the so-called “technology gap” idea, which has
widely commented on the process of catching-up by the
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government in determining the speed and direction of
technological change. This led to a stream of policy
recommendations aimed at promoting scientific and
technological outputs research and development (R&D),
technical manpower, patents and scientific publications.
A related hypothesis is a linear process of technological
development, which is driven by R&D resources and other
technical inputs that would sequentially promote “better”
innovations and by implication, improved economic growth
and development. Three stages of technology acquisition
by developing countries are identified:

lagging countries. The main hypotheses are that: (i)
technology growth rates have a positive impact on
economic growth rates; (ii) lagging economies may exploit
the backlog of existing knowledge through a catchingup process that allows them to quickly approach the
technology frontier; and (iii) the absorptive capacity
determines the ability of a country lagging behind to
embark on a successful catching-up process.
Studies on catching-up suggested that technological
shortcuts exist and could allow developing countries to
reach the stage of development of advanced economies.
This would be achieved mainly by assimilating and
adapting mature technologies (Kim, 1997). In fact, some
considered underdevelopment a potential advantage by
giving developing countries the chance to distil valuable
lessons from the experiences of industrialized nations
and “leapfrog” to more efficient developmental stages.

- in the early stage, economies acquire mature foreign
technologies that essentially involve assembly
operations;
- the second stage is the consolidation of technology
through duplicative imitation followed by creative
imitation, which relies on enhanced local technological
capabilities and infrastructure; and
- the final stage involves generation of emerging
technologies through investment in R&D.

Existing literature also stressed the role of investments in
science and technology (S&T), and highlights the role of
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It has been argued in many fora that new sources of
economic growth are required to propel Africa forward
and integrate it into the global knowledge economy. This
is achievable through innovation. However in Africa,
innovation systems still focus almost exclusively on formal
organizations. Innovation policies are typically oriented
towards expanding or reforming formal organizations,
especially those directly engaged in generating
knowledge. Therefore, much of the debates about
knowledge generation tend to center around universities
and research institutes.

Within this framework, innovation is viewed as a process
of interactive learning in which actors improve their
competences, and in so doing contribute to the
conversion of knowledge to value for the socioeconomic
benefit of the society.
Development discussions have moved away from the
narrow perception of economic growth as the basis for
development to the idea of development as a process
of total upliftment of the society. Accordingly, shaping
the pattern of growth in developing countries requires
greater appreciation of the need for policies that directly
address poverty, economic opportunities and social
equity. It also calls for a process of structural change
which involves fundamental rethinking of technology,
organization, institutions and culture.
Innovation is a veritable basis for linkages between
university, industry and government. This is reflected
under the “triple helix model”, where universitygovernment-industry interactions can help jump-start the
creation of firms if they are absent, or if present, expand
their growth. The triple helix model represents a radical
departure from the conventional development models
that has separated the three institutional spheres — higher
education, industry and government — and has
consistently left out universities from development
strategies and policies.
Through the triple helix model, it is possible for technology
transfer to play a residual role in support of the
development of indigenous technological capability
through learning by production, learning by adaptation
and learning by innovation. The model can also be used
to apply advanced science, biotechnology and
information technology to solving development problems.

In discussing innovation issues in developing countries,
the inclination is to focus on the formal sector creates
challenges. This is because in many African countries,
the productive activities depend largely on knowledge
that is not codified in formal research, education or
training. The large and expanding informal segments of
African countries have been neglected in discussions of
innovation systems framework and their significance not
acknowledged. Yet, the informal sector represents threequarters of non-agricultural employment and over 40%
of the gross national product (GNP) of many African
countries.

The prospect for future economic development
increasingly lies within higher educational institutions, not
only because of their research potential that may be
under-utilized, but also, because higher educational
institutions have the students, an ever-renewing source
of new ideas. Students may also be trained and
encouraged to be entrepreneurs and inspired to take up
new roles as firm founders in a society lacking a strong
entrepreneurial tradition, or add value to natural product.

Science-based activities represent a small part of the
economic activities in Africa.
It is increasingly
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acknowledged that traditional knowledge plays an
important role in the livelihood of populations in Africa.
But traditional knowledge systems are not well articulated,
and the links between modern and traditional knowledge
are weak. Therefore, one of the main challenges of the
innovation systems approach is to find mechanisms for
strengthening the interactions that promote knowledge
flows within and between traditional and modern
knowledge systems.

3

Innovation for Growth:
Challenges in Africa

Building effective innovation systems in Africa to support
growth requires not only setting up formal organizations
and institutions, but also by systematic upgrading of
existing institutions’ components which have potentials
for innovations. It also requires identifying the bottlenecks
in the system, improving knowledge flows across the
system and strengthening linkages among actors.
A point of departure for African countries must be the
profiling of the structure of the economy, along factordriven, efficiency-driven and innovation-driven activities.
In addition, there must be a detailed analysis to test for
correlation between internal national capacity and the
growth opportunities in the economy, based on its
structural position and natural resources. The importance
of testing for strategic alignment should be taken seriously
because it must inform policy choices and investment in
capacity building for innovation strategies. Also, it can
assist policy makers to identify priorities in the economy
as well as quick wins based on current and future
opportunities. The key consideration for policy makers
is to ensure that innovation strategies are designed from
an informed position which considers both the structural
conditions of the economy and current capacity.

efficiency, financial market
technological diffusion.

sophistication

and

Building National Innovation Strategies
National innovation strategies have been evolving since
the 1980s. The evolution depicts some common trends.
Firstly, it is a symbiotic process that requires ongoing
collaboration between governments, business and
academia. Secondly, the process of technology diffusion
through commercialization is strong in all effective national
innovation strategies’ frameworks. Thirdly, innovation is
not just linked to technology. It also includes a process
of learning, searching, exploring and finding new
techniques, new products and services as well as new
markets.

Government’s role then must be geared towards
encouraging innovation productivity by selecting
appropriate policy incentives that will support continuous
innovation capacity building. In particular the government
must implement policy frameworks that will act as
efficiency enhancers. This will include issues in relation
to higher education and training, goods and labor market

Many countries in Africa have adopted national innovation
strategies with resource allocation and priority assignment
to R&D, education and training, and institutional
incentives. R&D activities are usually promoted through
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a combination of incentives and government-led, in
programs of universities which focus on engineering,
science and technology.

application of technology to production chains in a way
that generates higher productivity.
Creating an innovation-friendly environment – In Africa,
the requisite institutional framework for innovative
activities is often not available. Such framework should
include services such as legal, accounting, management
as well as institutional infrastructure to protect intellectual
property rights. It would be necessary to create such
services and infrastructure to facilitate innovation
activities.

Relevance of Innovation Hubs in Africa
The establishment of innovation hubs as a means to
harness innovation in the continent has potential to boost
growth in Africa for many reasons.
Increasing R&D investment – Historically, one of the most
important effects of the establishment of innovation hubs
has been increased resources on innovative activities and
greater commitment to R&D. In Africa, the amount of
human and financial resources allocated to R&D has
historically been low compared with other world regions.
It is likely that the creation of innovation hubs in the
continent will result in increased resources devoted to
R&D. Innovation Hubs provide resident companies and
their associates with unique business and other valueadding services that contribute to business growth and
sustainability.

Transforming African economies into knowledge and
innovation-led economies – Establishment of innovation
hubs is an effective way of implementing strategies of

Use of local invention achievement – South Africa has
well-developed world-class pockets of innovation,
invention and achievement. For example, the Joule is
Africa’s first locally-manufactured, battery-powered and
zero-emissions car. It was first unveiled at the Paris Motor
Show in 2008, and again featured at the National Climate
Change Conference in March 2009 in Johannesburg.
South Africa-born automotive designer Keith Helfet, in
partnership with Optimal Energy, a Cape Town-based
private company, designed the six-seater multi-purpose
vehicle, which is propelled by a 220-volt home outlet
battery. The issue here is not that Africa cannot invent
but how to develop innovation hubs using well-developed
world class pockets of innovation and invention.
The establishment of linkages – Another potential
advantage of innovation hubs in Africa is the establishment
of linkages among actors in a production chain who
currently operate in isolation. By pooling the resources
of several economic and social actors, innovation hubs
would be poised to mitigate the fragmentation of
innovation-related activities, transcend the confines of
traditional clusters, and effectively contribute to the
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eight to one. In Kenya there were 15,000 handsets in
use a decade ago. Now, the number is over 15 million.
More Ghanaians have mobile money accounts than bank
accounts.

transforming African economies into knowledge- and
innovation-led economies. The experience with existing
innovation hubs in Africa and elsewhere shows that while
most innovation hubs are set up to upgrade technological
capabilities, they foster a culture that has far-reaching
positive effects including awareness of opportunities for
adapting foreign technologies.

The emergence of mobile phone banking has made it
possible to transfer money from a phone to people who
need it, pay bills or handle health-care. While the
transactions are often small, the sheer volume of business
compensates for that. Mobile phone banking has filled
the gap in Africa, where the impoverished majority cannot
afford the costs of traditional banks, including account
fees and bus fares to travel from the villages to town to
visit the banks.

Innovation-led growth is slowly making its way in Africa.
The case of mobile banking is worth mentioning. About
a billion people around the world do not have a bank
account, but own a mobile phone. Africa is the world’s
fastest-growing mobile phone market, and most of the
operators are local firms. In countries like South Africa,
for example, mobile phones outnumber fixed lines by

A South African mobile phone company has joined an
insurance company to launch a program in Ghana that
will allow subscribers to pay for life insurance through
their mobile phones. In Nigeria one finds many advanced
mobile phone banking and payment solutions supported
by advanced central bank regulations. Deployments like
e-Tranzact, Flash-me-Cash and mobile phone banking
provided by the central switch must definitely be rated
as some of the most advanced deployments in the world.
In South Africa, mobile phone penetration is at more than
114%. The adoption of mobile phone banking and other
personal services provide solutions not only to the lower
end of the population, but also to a growing middle class.
24% of cellphone-banking customers prepaid electricity
and 21% made general purchases. Purchase of airtime
still leads the way here, accounting for 61% of cellphone
banking users.
While there are cases in South Africa, Nigeria, Kenya,
and Tanzania to support the emergence of an innovationled growth in Africa, it should be stated that in most
African countries, positioning innovation as a driver of
growth has been much more idiosyncratic and
intermittent, and rarely the subject of explicit policy
initiatives.
In addition, innovation strategies in most African countries
have been traditionally driven by supply-side policies.
However, demand has to have an important role in the
innovation process. It solves problems and adapts
existing goods, services and technologies as “user

63

The 2011 African Development Bank Annual Meetings - Concept Note - High Level Seminars

• The building domestic STI policy competences through
evidence-based research.

innovations”. The demand market can also influence the
direction and nature of innovation.

4

• The improvement of policies and institutions within a
framework of autonomy and accountability, while
ensuring that learning from implementation is
acknowledged and progressively feeds back into
improving strategies;

Conclusion

Development thinking based on evolutionary economics
and innovation systems confirms that knowledge is
transformed into goods and services through a country’s

• The recognition and support of human resource
development and management capability through the
continuous upgrading of learning;
• The sustainability of funding mechanisms through
public-private interaction and cost recovery;
• The enhancement of existing linkages and establish
new ones between the productive and the knowledge
sectors, while ensuring improved access to basic
research and the growing international knowledge base.

5

Issues for Discussion

Five important issues deserve detailed discussion at this
high level seminar, namely: (i) generation of innovation;
(ii) assimilation of innovation; (iii) diffusion of innovation,
(iv) enabling environment; and (v) policy management.
Not all of these dimensions need to have equal emphasis
in all African countries. Innovation strategy will depend
on the particular needs of each economy.

enterprises, higher education and research institutes. It
is the combined efforts of these institutions coupled with
appropriate policy environment that largely shapes
national systems of innovation and leads to growth.

• What indicators should Africa put in place to measure
innovation?

Africa is endowed with natural resources and should
develop innovation policies and strategies for the
transformation of the resources, through the following:

• How can African innovation strategies respond to the
learning curve needed and how can capacity be
developed to support innovation?
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• How can innovation hubs be financed and sustained
for growth?
• What are policies and incentives needed to support
innovation?
• Can triple helix model serve to guide African countries
to establish the needed enabling environment for the
promotion of innovation hubs?
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Annex
Table 1: Explaining Innovation
What is Innovation?

What is an innovation system?

Innovation is the process of converting new or existing
knowledge to value for the benefit of individuals, groups or
communities. It is a technical process as well as a social and
economic one, which leads to a product or a process. Innovation activities may result in a new or better product which
is offered for consumption. The product may be a new (material) good or a new (intangible) service. An innovation may
also result in a new process or way of producing goods and
services. A new or improved process may be material (a
technological process) or intangible (an organizational process). Innovation is recognized as an engine of growth which
offers substantial potential for achieving developmental impact. It offers opportunities to directly address development
challenges including poverty, inequality and environmental
sustainability.

An innovation system is a network in which actors interact
and exchange both codified and tacit knowledge to undertake
innovative activities. Knowledge is the key commodity in an
innovation system and a network provides channels through
which knowledge flows. Such a system is based on complex
relationships that involve learning, a fundamental process in
innovation. Many actors (such as firms, suppliers, customers,
and education and financial institutions) interact in a specific
environment that is shaped by history, culture and social relations. The resulting dynamics characterize a specific innovation system.

Levels of Innovation Systems

Platform for the conversion of knowledge

The concept of innovation systems was originally developed
at the national level, but two main variants have emerged:
Spatial Systems: Include national innovation systems and regional innovation systems.

The innovation system framework gives firms a central role in
the innovation process. Research on innovation processes is
based on the firm as the main unit of analysis, particularly in
the sectoral approach. The learning processes that occur within and between firms are crucial in shaping the direction
and extent of innovation. However, firms innovate not in isolation but within a system. Other institutions, such as the education system, financial systems, competition policy and
property rights, influence knowledge generation as well as the
ability of firms to innovate.

Sectoral: “Technology systems of production” and “National
technology systems. They complement each other. From a
“systems” perspective, innovation is regarded as “an intricate interplay between micro and macro phenomena where
macro-structures condition micro-dynamics and new macrostructures are shaped by micro-processes”.

The idea that innovation occurs within a “system” is the recognition that the conversion of knowledge to value is shaped
by structural, institutional and social factors.
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Table 1: Explaining Innovation
Major components of an innovation system
Three elements should form a coherent whole that provides a
milieu for interactive learning, central to innovation.
Organizations: Formal structures which are consciously created and have an explicit purpose. They are players or actors.
Some important innovation system organizations are firms,
universities, venture capital organizations and policy-making
agencies.

Innovation systems and change

Innovation systems are not static. They evolve over time in response to variations in the social, economic and political environment. The innovation systems framework takes an
evolutionary approach: changes in components of the system
(organization and institutions) lead to the emergence of new interactions and innovation processes. This evolutionary aspect
of innovation leads to heterogeneity across sectors, regions and
countries. It is therefore important to understand the different
Institutions: Sets of common habits, norms, routines, establi- modes of innovation within the micro-structures as well as between micro- and macro-structures in order to better identify the
shed practices, rules or laws that regulate the relations and
interactions between individuals, groups and organizations.
adaptations required within institutions and organizations to
Institutions influence how organizations undertake innovative support the conversion of knowledge to value.
activities. (e.g., intellectual property rights, corporate structures of governance, competition policy and labor regulaThe extent to which the system is able to respond and adapt to
tions).
change is a function of its vitality. If systems are “passive” they
mostly rely on external forces to initiate learning and innovation
Linkages: are the interactions that occur within and across
processes. Passive systems have limited ability to adapt to
organizations and institutions. These are knowledge-centred change and are as a result more likely to suffer from the adverse
interactions and are based on an underlying tension of colla- effects of change than to capture opportunities that arise. On
boration and competition among actors. They influence the
the contrary, “active” systems tend to have clearer targets and
nature and degree of knowledge flows through innovation
better co-ordination for learning and developing innovations.
systems and in so doing shape specific trajectories of specialization and learning.
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