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1.0 Introduction
The year 2011 was characterized by a volatile operational envi-
ronment owing to the sociopolitical events and transitions 
taking place in the continent. These events directly impacted 
the lending environment by increasing the risk profiles of the 
member countries, which created new challenges for the Bank.

While Africa is expected to continue on its path of recovery in 
2012, there are a number of internal and external factors which 
could adversely affect its performance. Prominent among 
the internal factors is the risk of disruption arising from social 
unrest, as seen in North Africa and in other parts of the conti-
nent. External challenges include the global financial crisis and 
its associated economic downturn, which could affect the con-
tinent through trade and FDI channels. Furthermore, many of 
Africa’s traditional trading partners, particularly in the eurozone, 
have resorted to fiscal consolidation and austerity measures as 
a result of the crisis, which is likely to result in a decline in aid 
flows. Moreover, high fuel and food prices could damage the 
external accounts of most African countries, in particular non-
resource rich ones. This situation is further compounded by the 
high social demands, which if not met, could exacerbate the 
social tensions, slow down the implementation of the needed 
reforms to achieve sustainable growth, and reduce investors’ 
confidence as well as private sector investments.

In the face of such internal and external risks, African countries 
will face the difficult task of maintaining or restoring political, 
economic, and social stability, and promoting inclusive devel-
opment, with in all likelihood fewer resources. However, one 
opportunity is the increased engagement of African countries 
with China and India as this could help to cushion adverse effects 
arising from a downturn in OECD countries. 

1.1  Macroeconomic Performance 
in 2011 and Prospects for 2012 

Real GDP growth: As illustrated by Figure 1.1, the continent 
recorded significant growth up to 2009 but has experienced 
volatility since then, as a result of the various crises. Prospects 
remain favorable and in most parts of Africa, growth is expected 
to accelerate further in 2012 to around 4.5 percent. 

However, as a result of the political events in Tunisia and Egypt, 
and civil war in Libya, the two regions of North Africa and Sub-
Saharan Africa (SSA) are performing quite differently (see 
Figure 1.2). In 2011, while SSA growth was about 5.1 percent, 
Africa’s growth was only 3.4 percent, due to the near stagna-
tion (0.7 percent) in North Africa.

Countries in North Africa continue to undergo the political tran-
sition ushered in by the Arab Spring. However, reform remains 
limited and a number of challenges, both political and economic, 
are hindering the subregion’s return to stability. Public disillu-
sionment with the handling of political reform is reflected in 
renewed demonstrations, albeit sporadic, in Tunisia and Egypt. 
Tourism was hit hard by the unrest in 2011 but there are signs 
that visitors may now be returning to these countries in greater 
numbers. In Libya, the transitional leaders continue to wrestle 
with attempts to assert full authority over the whole country.

The political situation has stabilized in Côte d’Ivoire and eco-
nomic recovery is expected in 2012, with a real GDP growth rate 
of around 8 percent. A Truth and Reconciliation Commission 
has been established to heal the wounds inflicted by more than 
four months of continuous fighting.

Figure 1.1
Africa’s Growth: The Big Picture (%) 
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Figure 1.2
Africa’s Growth Rates (%) in 2010 & 2011: Côte d’Ivoire and 
Libya Effects
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If the situation in the troubled countries stabilizes, Africa’s 
growth is expected to pick up to around 4.5 percent in 2012, 
moving closer to the growth path attained prior to the global 
financial crisis of 2008/9. High commodity and agricultural 
export prices are expected to be the main growth drivers in 2011. 
In addition, strong domestic consumer demand as well as sound 
macroeconomic policies are expected to boost real growth.

External position: Trade and current accounts have improved 
in resource-rich countries owing to high commodity prices 
and rising export volumes. At the same time, high oil and food 
import bills are contributing to a worsening of external bal-
ances in resource-poor countries and threatening food secu-
rity. On average, while oil-exporting countries are expected 
to run current account surpluses to the tune of 3.6 percent of 
GDP in 2011, oil-importing countries are expected to run into a 
deficit of 5.7 percent of GDP. In addition, the soaring gold price 
benefits Africa’s main gold producers such as South Africa, 
Ghana, Zimbabwe, Tanzania, Guinea, and Mali. Africa accounts 
for around 30 percent of global gold production. On a year-
to-year basis, the price of gold increased significantly in 2011 
compared to 2010. The price of gold continued its steep rise 
during 2011, partly driven by global demand to hedge against 
financial market and exchange rate risks (see Figure 1.3). 

Fiscal deficit: Due to the economic recovery and prudent fiscal 
policies, African countries recorded a moderate fiscal deficit of 
3.5 percent of GDP in 2010. It is estimated that this will increase 
marginally to 3.6 percent in 2011 but then improve to slightly 
below 3 percent in 2012. The 2011 increase is mainly due to the 
deterioration of fiscal balances in North Africa in the wake of 
political upheavals. However, fiscal consolidation may be uneven 
across the continent if governments respond to higher food and 
oil prices by increasing subsidies or if disbursements of ODA 
fall short of expectations.

Inflation: The median inflation rate was 4.2 percent in 2010, but 
this accelerated to 5.6 percent in 2011 (see Figure 1.4), owing 
mainly to rises in energy and food prices. Sustained increases 
in food prices have driven inflation in some East African coun-
tries to historic highs. In Uganda, headline inflation in August 
2011 climbed to 21.4 percent, the highest since February 1993. 
Inflation in Ethiopia, Tanzania, and Rwanda shot up by 26.7 
percent, 12.7 percent, and 5.6 percent, on a year-to-year basis, 
respectively. Food items have relatively higher weights in the 
basket of goods and services of these countries. Although the 
trend in food prices is largely reliant on regional outlooks of 
agricultural production, forecasts of global food indices indicate 
that the upward pressure on food prices will remain throughout 
2012 (see Figure 1.5). The rise in food prices following severe 
droughts and spikes in fertilizer and energy prices have resulted 
in inflation levels that are much higher than earlier forecasts.

Source: AfDB Data Portal.

Figure 1.3
Trends in Commodity Prices 
(Base = January 2000)
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Figure 1.4
Median Inflation in Africa (%) 

10

8

6

4

2

0
2001 02 03 04 05 06 07 0908 1110 2012

Figure 1.5
Trend of the Food Price Index (2005 = 100) 
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Economic expansion is expected to be stronger in resource-
rich countries that could benefit from the increased demand 
for primary commodities. Countries enjoying a robust economic 
expansion with GDP growth of above 7 percent in 2011 include 
Ghana, Ethiopia, Rwanda, Eritrea, and Mozambique. Partly 
driven by new oil production, Ghana is a star performer on the 
continent, with an expected real GDP growth of 13.7 percent in 
2011. The fiscal and current account balances reflect these differ-
ences in natural resource endowments (see Figures 1.6 and 1.7). 

1.2 Exogenous Risks
On the external front, the sovereign debt crisis in Europe and 
the fiscal problems in the US have geared up market sentiment 
against a rapid recovery. A fully-fledged Euro debt crisis could 
have serious consequences on African trade and financial flows. 
Estimates show that a 1 percent decline in OECD GDP growth is 
associated with a 9 percent fall in Africa’s export earnings. The 
impact could be worse for Africa’s oil and mineral producers, 
and exporters of agricultural products such as cotton and cocoa.

External financial flows: The slow pace of the global economic 
recovery poses a serious threat to the flow of foreign direct 
investment to Africa (see Figure 1.8). The economic currents 
in developed and emerging market economies would seem to 
mitigate against increases in foreign direct investment to the 
continent. Indeed, with regard to ODA, donors may not meet 
their Gleneagles commitments. Net ODA stagnated at around 
US$ 47.2 billion in 2010, which is US$ 7.8 billion (or 14.2 percent) 
short of the target. The current weak performance in Europe 
and the US does not tilt the balance in favor of ODA expansion.

International food and commodity prices: There has been 
upward pressure on food prices since 2010 (see Figure 1.5). As 
a result, many countries, especially in East Africa, that are net 
food importers are experiencing increasing import bills, deepen-
ing inflation, and a worsening of their external positions. About 
eleven million people are now at risk of severe food insecurity 
and in need of emergency assistance. Holding strategic food 
reserves would help to mitigate the effects of food price volatility. 

1.3 Remaining Challenges
Although Africa continues to perform well, it faces a number of 
major challenges. In the long term, these include: the infrastructure 
deficit; ensuring good governance and social inclusion, private sec-
tor promotion; and investing in higher education and vocational 
training. There are also the risks and challenges associated with 
regional integration, support for fragile states; deeper involvement 
in middle-income countries; agriculture and food security, envi-
ronment and climate change mitigation and adaptation; gender 
mainstreaming, as well as knowledge generation to ensure that 
Bank Group interventions in RMCs achieve development results.

Figure 1.7
Oil‑exporting Countries: Surplus Current Accounts and 
Small Budget Deficits (% of GDP)

15

10

5

0

-5

-10
2000 2003 2006 2009 2012

Fiscal Balance
Current Account

Source: AfDB Statistics Department.

Figure 1.6
Oil‑importing Countries: Twin Deficits (% of GDP) 
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Figure 1.8
Foreign Direct Investment Inflows to African Countries 
(US$ Billions)
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(i) Closing Africa’s infrastructure gap: The infrastructure defi-
cit in Africa is a major constraint to its development – and yet, 
if successfully addressed, this area could offer massive poten-
tial for growth. Africa’s poor level of infrastructure limits trade, 
access to markets and basic services, and competitiveness. In 
Sub-Saharan Africa for example, it reduces business productiv-
ity by about 40 percent and taxes national economic growth 
by 2 percent annually. These constraints are not unique to 
Sub-Saharan Africa; in North Africa, poor infrastructure lim-
its accessibility to basic services and creates unequal access 
to information technologies. Such disadvantages hinder pri-
vate sector investment, which is a key driver of job and wealth 
creation. Africa’s infrastructure lags behind other developing 
countries in almost all asset classes. The largest gaps are in 
the energy sector and paved road density. Whatever measure 
is taken, the energy infrastructure in SSA delivers only a frac-
tion of the services found elsewhere in the developing world. 
Equally, as a result of SSA’s low road density, only one-third of 
the population living in rural areas is within two kilometers of 
an all-season road, compared with two-thirds of the popula-
tion in other developing regions (see Figure 1.9). 

The main constraints to infrastructure development and main-
tenance are: 
•	  Deficiencies in planning, preparation, and procurement 

(including a lack of transparency); 
•	  Lack of financing to meet the estimated US$ 93 billion per 

year required to bring Africa’s infrastructure on a par with 
other developing regions over the next decade; 

•	  Poor management of existing infrastructure assets, as an 
estimated 30 percent of African infrastructure required reha-
bilitation in 2010;1 and 

•	  Obstacles to a regional approach to infrastructure develop-
ment relative to national projects, such as markedly higher 
transaction costs, more complex risks, and the need for cross-
border cooperation and harmonization of policies.

Overcoming these constraints will require concerted efforts to 
address inefficiencies in resources mobilization and to improve 
governance capacity. Nevertheless, upgrading Africa’s infra-
structure stock to the level of Mauritius could boost Africa’s 
economic growth by as much as 2.3 percent per year2 and 
improve Africa’s competitive position. It would also broaden 
economic opportunities by creating more jobs and more mar-
ket interaction. In addition, it would significantly improve the 
business-enabling environment, thereby accelerating private 
sector development.

1  Spending US$ 1 on road maintenance provides an estimated savings of 
USD$ 4 to the economy in avoided costs of rehabilitation (AICD, 2010).

2  “Africa’s Voice on Development: Proposals for G20 Summit in Seoul”, by the 
AfDB, UNECA, AUC, in collaboration with the Korea Institute for International 
Economic Policy (KIEP), 2010.

(ii) Overcoming economic fragmentation: Africa has more 
countries than any other continent and yet it is the least inte-
grated of all developing regions. Its highly fragmented infra-
structure network reflects the continent’s lack of integration 
due to geographic as well as sociocultural differences, which 
are partly a legacy of its colonial history. Therefore, it is not sur-
prising that Africa is also the least competitive region of the 
world, unable to benefit from economies of scale and increased 
productivity that integration would provide.
 
Without integration and the removal of barriers to trade, the 
prospects for market interaction have been severely curtailed. 
Indeed, if markets were integrated, the trade within Africa 
(which grew from US$ 48 billion in 2005 to US$ 76 billion in 
2009) would have been even higher. However, growth has 
been limited by cumbersome regulations, inadequate fiscal 
and legal coordination, poor transportation infrastructure, and 
a lack of resource and production complementarities among 
many African countries. 

It is clear that without a scaling-up of regional integration, most 
African countries will continue to depend on the global economy 
in their role as producers of primary commodities and import-
ers of manufactured goods. Currently, most African goods 
are destined for markets in the North, with only 10–12 percent 
traded with other African nations (see Figure 1.10). Half of the 
continent’s intraregional trade occurs in just one subregion, the 
Southern African Development Community (SADC), through 
which South Africa trades with its neighbors. 

Africa’s low population density, wide geographic spread, and 
low levels of urbanization make economic integration essential 
for building economies of scale and making the continent inter-
nationally competitive. Promoting integration would acceler-
ate overall growth rates and allow poorer areas to benefit from 

Figure 1.9
Africa’s Infrastructure Coverage (Normalized Units) 
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growth in the trading hubs. Equally, greater regional integration 
would help African countries to diversify their economies and 
safeguard themselves against external shocks, while increas-
ing efficiency and productivity. It could also provide a platform 
for increased domestic and regional resources mobilization for 
investment needs, and build resilience against potential short-
ages in foreign direct investment.

To achieve integration though will require that the political 
rhetoric be translated into committed practical actions to spur 
the development of infrastructure linkages and create incen-
tives for increased private sector participation.

(iii) Developing the private sector: The private sector reduc-
es poverty in Africa by creating employment and generating 
income. With few exceptions, the cost of doing business in 
Africa is among the highest in the world – indeed 9 out of the 10 
 lowest-ranked countries in the World Bank 2010 “Doing Business” 
survey3 are in Africa. In many African countries, businesses 
face arbitrary laws and regulations and opaque enforcement 
mechanisms. This creates incentives for informality, discour-
ages investment, and undermines entrepreneurship. When the 
proper legal and regulatory conditions are put in place, informal 
enterprises are incentivized to enter the formal sector, where 
they can better access financial services and markets, resulting 
in increased growth and job creation.

3  “Lions on the Move: The progress and potential of African economies,” 
McKinsey Global Institute, June 2010.

Although many African economies have grown over the past 
decade at impressive rates, inequality and unemployment, par-
ticularly amongst the youth, have also increased. Therefore, to 
achieve economic outcomes that lift greater numbers of peo-
ple out of poverty requires a vibrant private sector in which 
micro, small, and medium-size enterprises (MSMEs) can thrive 
alongside large firms. This demands the removal of constraints 
to the business environment, improved access to finance, and 
the provision of adequate infrastructure to support private sec-
tor activities (see Figure 1.11). Furthermore, studies have shown 
that poverty falls faster where firms and households have better 
access to financial services. Yet, many Africans have little or no 
access to financial services or to financial information. 

(iv) Creating economic space for a growing workforce through 
diversification: Africa still relies heavily on a narrow economic 
base of raw materials which, if not expanded to new products, 
will significantly limit its future growth potential. In spite of 
recent progress, the industry structure in most African middle-
income countries is characterized by low value added. These 
activities tend to be geographically concentrated, leading to 
widespread regional disparities. Remote areas and low produc-
tivity sectors are widely neglected in government policy and 
expenditure. This is particularly the case for agriculture, which 
employs about 60 percent of the population in most African 
countries. Africa has abundant arable land and plentiful labor, 
which if put to work effectively could provide food security for 
the continent and better living standards for the rural population. 
In recent years, the terms of trade have shifted in favor of the 

 
Figure 1.10
(a) Share of Intraregional Trade by Region (%)  (b) Africa’s Intraregional Trade
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farmer, creating real opportunities for poverty reduction in rural 
areas. Yet, Africa is the only region of the world to have experi-
enced a decline in per capita food production over the past 30 
years. Agriculture contributed less than 10 percent of Africa’s 
overall growth over the past decade, leaving per capita incomes 
in rural areas to stagnate or decline in most countries. This is 
due to chronic underinvestment in agricultural productivity. 

In order to achieve sustainable growth and create new jobs, 
African countries must diversify into a much broader range of 
products and services to build their competitiveness. There is 
a wide range of possibilities, including traditional and new agri-
cultural crops, horticulture, fisheries, food processing, clothing, 
jewelry, toys, furniture, tourism, financial services, call centers 
and many more. Without more diversified economic opportu-
nities, growth and poverty reduction will almost certainly stag-
nate. Also, a more diversified economy offers many benefits, 
including reduced vulnerability to commodity shocks while at 
the same time creating new and better-paid jobs. A diversi-
fied economy can stimulate the productivity gains that lead to 
higher incomes and reduced poverty over time. To achieve this, 
actions will be required to support agriculture and reduce busi-
ness costs, especially for trade and expanding infrastructure.

(v) Addressing climate change and energy security: By most 
estimates, climate change will have profound effects on devel-
oping countries, but particularly in the Africa region. Climate 
change will undermine agricultural productivity and food secu-
rity, strain water supplies, increase the frequency of droughts 
and flooding, damage coastal areas, and increase conflict over 
scarce resources. Africa, along with many other developing 
countries, will need to adapt to these changing circumstances. 
Since agriculture is likely to be the hardest-hit sector, efforts to 
increase agricultural productivity and to diversify production are 
imperative. On the other hand, countries must manage forest 
resources better, since deforestation is a major contributor to 
CO2 emissions. And they will need to adopt new green tech-
nologies in energy production, housing construction, and other 
areas that increase energy efficiency. The mitigating actions that 
African countries take now to stave off the effects of climate 
change, and the support they receive from developed coun-
tries, will have a massive impact on how the continent fares in 
the future. The countries that adopt sensible policies early on 
will be much better positioned to adapt to climate change and 

minimize the impacts on economic growth and poverty reduc-
tion in the long term.

(vi) Enhancing domestic resource mobilization: Africa faces 
substantial development needs which are normally funded 
from external resources, including foreign direct investment, aid 
and remittances. Often, in times of financial strain in the donor 
countries, the gap between Africa’s development needs and 
the resources it requires amplifies. Furthermore, most countries 
in Africa, especially in Sub-Saharan Africa, face large resource 
gaps due to low domestic savings and high investment needs. 
Conversely, where resources may be available, they often do 
not reach businesses, especially start-ups and SMEs, because of 
perceived risk on the part of lenders. Strengthening the financial 
markets through facilities such as collateral registries and credit 
bureaux could help to improve businesses’ access to finance.
 
To reduce these gaps, new sources will be required. Domestic 
resource mobilization offers a range of methods for raising 
tax revenues – by deepening the tax base, strengthening tax 
administration, and formalizing the informal sector. Private sav-
ings can be increased by banking sector reforms and through 
innovative methods such as securitizing future resources inflows 
(e.g. remittances or oil revenues). As many countries still rely on 
official aid to supplement their resources, the challenge will be 
to ensure that the donors not only provide an adequate level 
of aid, but also that they ensure its predictability, to assist in 
forward planning. A further challenge is to effect a change in 
attitude, whereby aid becomes a complement to private sector 
investment and vice versa. This can be achieved, for example, 
through initiatives aimed at crowding in additional private sec-
tor investment and also public–private partnerships.

» Of all the global regions, Africa is 
likely to be the most severely affected 
by climate change, even though it has 
contributed the least to global warming.

Figure 1.11
Ranking of Major Business Constraints for 
Private Sector Development (%)
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» The steady rise in the role of  
South–South cooperation is based 
on sharing development experience, 
transferring knowledge and skills, and 
strengthening horizontal partnerships.

(vii) Managing new partners and emerging powers: The emer-
gence of new potential powers such as the BRICS countries, 
namely Brazil, Russia, India, China and South Africa, presents 
significant opportunities for Africa’s growth but also challenges. 
These countries are now providing an estimated US$ 8 billion 
a year in aid, with an increase expected.4 They tend to adopt a 
more holistic approach to promoting their exports, supporting 
direct investments and offering development assistance. BRICS 
countries have become Africa’s major new trading partners, with 
China emerging as the dominant one. Currently, China’s trade 
with Sub-Saharan Africa exceeds US$ 100 billion, compared to 
US$ 174.2 billion of trade with Europe. Also, the BRICS countries 
are a source of foreign direct investment in Africa particularly in 
the mining sector and in infrastructure. As investors, the BRICS 
have been adding value in order to diversify African economies. 
China, for instance, is beginning to invest in industrial parks in 
various countries, which will stimulate Africa’s manufacturing 
base. However, the BRICS’ influence across the region is uneven, 
as the bulk of their trade and investment is concentrated in a 
few countries.

The BRICS’ growing role creates many potential economic ben-
efits. They provide a new market for raw materials and other 

4  World Bank 2008.

exports, while being a source of low-cost capital and consumer 
goods. However, the rise of BRICS’ influence in the continent 
also raises several concerns. Chief among them is the perceived 
lack of transparency in negotiating and implementing agree-
ments, which might facilitate corruption, undermine good gov-
ernance, and violate environmental and labor standards. This 
could eventuate in deals that ultimately do more harm than 
good. Also, their focusing of investment in a few countries, most 
of which are resource–rich, could accentuate disparities across 
the subregions, making Africa’s growth less inclusive. Whether 
the benefits to Africa of increasing engagement with BRICS 
countries will ultimately outweigh the risks remains to be seen. 
This will largely be determined by how effectively governments 
and leaders in Africa manage the relationships.

Alternative Learning & Skills Development project in Mkokotoni, Zanzibar. 
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The Bank also leverages strategic relationships with multina-
tional private corporations, which are increasingly supporting 
development in Africa through their corporate social respon-
sibility or philanthropic programs.

(viii) Skills development: Inclusive growth is impossible with-
out skills. Education empowers people to participate in and 
benefit from both economic and social opportunities. It not 
only helps to improve the quality of skills but also enables local 
youth to take up emerging jobs as a result of increased capi-
tal. The unrest in North Africa illustrates starkly how Africa’s 
education systems are poorly matched with the needs of the 
labor market and are failing to provide young people with 
economic opportunities. Emphasis should therefore be placed 
on inclusion, through the establishment of links between 
technical vocational training/apprenticeship and the corpo-
rate sector, and on reforms focusing on employability and 
entrepreneurship. More investment should be channeled to 
vocational training, with a focus on science and technology, 
to address chronic unemployment. It is also important to help 
bridge the digital gap between rural and urban areas, as well 
as addressing differences in the educational opportunities 
available to boys and girls.

(ix) Political stability and governance: The quality of a coun-
try’s institutions – including the quality of political represen-
tation and policy-making processes, the competence and 
integrity of the bureaucracy, and the enforcement of contracts 
and property rights – is a major factor in its overall economic 
performance and its ability to tackle poverty. Around the world, 
countries with better governance tend to have greater equality. 
Yet, governance remains Africa’s major weakness. The region 
has consistently underperformed on standard governance 
indicators, scoring 30 percent lower than the Asian average 
and 60 percent lower than the average among industrialized 
countries. National elections in African countries (20 in 2011) 
are often accompanied by the risks of (i) large government 
spending that undermines fiscal discipline and (ii) political 
instability. It is not surprising then, that many governance 
indicators in Africa are currently worse than they were in 
2000. In terms of economic governance, however, Africa is 
performing quite well. Among the top 30 reformers listed in 
Doing Business 2011, one-third of them are in SSA (Rwanda, 
Cape Verde, and Zambia are in the top ten). However, the rat-
ings for political governance are much worse, as most African 
countries show a deterioration across a number of indicators. 

Poor governance significantly compromises Africa’s ability to 
lift its populations out of poverty. Corruption costs Africa a 
significant share of its GDP every year, with the burden fall-
ing heavily on the poorest. It is estimated that if Africa had 
the quality of institutions that most Asian countries achieved 

in the early phase of their industrialization, its collective GDP 
would be 80 percent higher than it is today. Capable states 
and good governance will give more voice to the people and 
will empower them to actively participate in wealth creation. 
Good governance will also ensure that natural resources and the 
environment on which the current and future growth depend 
are managed in a transparent and responsible manner and 
provide benefits to all.
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