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Africa is witnessing an extraordinary tide of political events that has led to 
revolutions in Tunisia and Egypt, civil war in Libya, and stirrings of discontent across 
a number of other countries. The eruption of political discontent has revealed 
pressures that have been building below the surface, resulting from a volatile 
mixture of economic and social exclusion, youth unemployment, and dissatisfaction 
with governance failures, and the lack of genuine democracy. 

What these events reveal is that the growth experienced in Africa over the past 
decade – important though it has been in the fight against poverty – is not sufficient. 
Too many Africans have been excluded from its benefits. Growth is inclusive when it 
creates economic opportunities – the pace of growth – while ensuring equal access to 
them – the pattern of growth. But growth in Africa has been narrowly concentrated 
in a few sectors and geographical areas. Inequality has become more pronounced 
and more visible. Unless the continent’s leaders can find a way to promote inclusive 
growth, then growth itself may become a source of instability. 

The events in North Africa have also brought to the forefront the plight of 
Africa’s youth. Young Africans are finding themselves excluded from the labour 
market and the formal economy. While access to education has expanded, those 
who succeed within the education system have even less prospect of finding 
gainful employment than those with no education at all. In a world that has been 
shrunk by mass communications, Africa’s young people are all too aware of how 
their counterparts are living on other continents (see Box 1.1). They are aware that 
China and India are surging ahead faster than Africa. In short, the gap between 
expectations and economic opportunities has widened. As Africa’s youth bulge 
reaches its height in the coming decades, these pressures will only intensify. 

While promoting inclusive growth is a long-term development challenge, it 
is also an immediate political challenge that cannot be ignored. What has been 
witnessed in North Africa is the result of political systems that entrenched narrow 
elites in power, allowing them to pursue their own interests at the expense of 
those of the public. With no legitimate avenue for holding their representatives 
accountable, the people have taken their grievances into the streets. 

The conditions that ignited the revolutions in Tunisia and Egypt can be 
found across the African continent. The combination of the youth bulge and an 
inequitable growth path will only intensify these pressures over time. Unless African 
leaders and policy makers can craft a development agenda that addresses these 
grievances head on, we face a social and political time bomb.

PrePared by the develoPment research dePartment under the suPervision of mr. mthuli ncube, chief economist and vice President
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Box 1.1: Social Media
Africa may not have the number of Facebook users as more developed continents, but it is rising 
fast. According to Socialbakers.com, a website that follows Facebook trends, the number of 
users on the continent grew by over 27% in the last three months, and by over 50% in the last 
six months, reaching close to 30 million.

Reasons for the rapid growth in Facebook use are not given but the deepening penetration 
of mobile devices, a growing disposable income, and the unprecedented political upheavals in 
North Africa, are all reasons that may have contributed to this rise.

The uprising in Egypt unleashed a wave of social media devotees. Facebook users in Egypt 
now total over 5.6 million, of which 1.6 million joined in the last few months. South Africa ranks 
second with about 3.76 million users.
Adapted from Jeremy Daniel http://www.memeburn.com

economic Growth is not enough
The past decade has seen the most dynamic growth in Africa’s history. Africa 

has outperformed the global average, with per capita GDP increasing every 

year since 2000 (see Figures 1.1 and 1.2). Despite the twin setbacks of the 

global financial crisis and conflict in North Africa and Côte d’Ivoire, growth 

in 2011 is projected to be 3.7% and, if the political situation stabilises, 

should accelerate to around 6% in the coming years.

figure 1.1: 
per capita Gdp and 
its Growth in africa 
(2000-2010)

Source: AfDB Statistics Department and World Bank
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figure 1.2:  
Gdp and Gdp per capita 
Growth in the world and in 
africa (2000-2010)
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This positive growth outlook is due in part to the rise of emerging 

economies, whose demand for raw materials represents a major opportunity 

for resource-rich African economies. But this new economic dynamism is 

more than just a resource boom. Over the past decade, African governments 

have made significant efforts to improve macroeconomic stability and 

implement structural reforms. Prudent economic management made 

African countries resilient in the face of the global economic crisis, allowing 

them to pursue remedial measures while maintaining their development 

expenditures. As a result, Africa rebounded from the global crisis faster 

than many observers had anticipated. 

African countries have also made major progress in reforming 

their business and regulatory environments, making them an increasingly 

attractive destination for investment, particularly in telecoms, banking, 

retail and construction. Furthermore, with a growing middle class, Africa is 

becoming a more mature consumer market, creating new opportunities for 

both African and foreign businesses. 

However, increases in per capita GDP have not translated into equal 

benefits for the African population. This is a result of Africa’s persistent 

inequality. In 2005, Africa’s Gini index (the standard measure of income 

inequality) stood at 0.45 – only slightly better than in 1980. One of the 

consequences of high inequality is that growth delivers much less in 

terms of poverty reduction. Thus, between 2000 and 2005 – a period of 

rapid growth in most African countries – the proportion of people living 

on less than a dollar a day declined only modestly, from 47% to 43%.  
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table 1.1:  
human development 
Indicators: africa

Source: AfDB Statistics Department

Box 1.2: Inclusive Growth in Vietnam
In the space of a single generation, Vietnam has been through one of the most dramatic 
economic transformations in modern history. In the early 1990s, it was among the poorest 
countries in the world. Two decades later, it has achieved Middle Income Country status, along 
the way lifting nearly half of the population above the national poverty line. Only China can 
boast a similar speed of poverty reduction.

There are two main factors contributing to the strongly pro-poor nature of Vietnam’s 
growth. First, Vietnam’s transformation began with land reform and the liberalisation of food 
markets, creating incentives for farmers that boosted agricultural productivity and transformed 
the livelihoods of the rural population, where poverty was deepest. These agricultural reforms 
have turned Vietnam into a major food exporter. Second, microeconomic reforms and the 
liberalisation of trade led to mass employment creation in labour-intensive sectors, such as 
garments and footwear. With foreign investment attracted by the low cost of labour, annual 
trade grew at 20% to 30% a year for two decades. 

Overall, per capita income increased from US$98 in 1990 to US$402 in 2000 and to 
US$1,064 in 2009. The proportion of people living on less than US$1 per day (PPP) fell from 
39.9% in 1993 to 4.1% in 2008.  

However, as industrialisation has progressed, growth has inevitably been concentrated 
in the larger population centres where export-oriented manufacturing has clustered, causing 
widespread regional disparities and slowing the rate of poverty reduction. To maintain 
its commitment to balanced development, the government has introduced a wide range of 
measures, including a fiscal system that aggressively redistributes revenues from wealthier to 
poorer areas and a large number of targeted poverty reduction programmes. 
Arkadie, Brian at al., “Joint Country Analysis of Viet Nam”, July 2010

1990 2005 2006 2007 2008 2009

expenditure on education (% of GdP) 5 5 4.9 4.8 4.6 5.1

school enrolment, primary (% gross) 81.2 96.9 99.4 98.4 102.7 102.7

under 5 mortality rate (per 1000) 168.3 139.6 137.3 134.8 132.3 129.8

life expectancy at birth (years)ment index 52.7 54.4 54.7 55 55.3 55.7

human development index 0.39 0.41 0.41 0.42 0.42 0.42



t owa r ds a n Inc l usIv e Gr ow t h a Ge nd a f or a f r Ic a 7

While 23 million people were lifted out of poverty, a further 15 million people 

would have escaped poverty had the growth pattern been broader. Similarly, 

other development indicators improved only marginally (see Table 1.1). 

Looking at the pattern of growth in Africa, it is not difficult to see 

why this is the case. Growth has been concentrated in the extractive and 

service sectors. It has delivered benefits for specific population groups 

and geographical areas, while leaving others trapped in poverty. The wide 

regional disparities that result are aggravated by poor infrastructure, making 

it difficult for rural areas to benefit from growth in the urban centres. 

Most importantly, growth in Africa has failed to deliver jobs. The 

sectors that have contributed to Africa’s economic performance, in particular 

the extractive industries, are capital intensive but use little labour. Hence, 

the majority of the population have not shared in the benefits. This is in 

marked contrast to the Asian experience (see Box 1.2). Growth in China, 

India, and other South Asian economies has been concentrated in labour-

intensive manufacturing, lifting millions of people out of poverty. Pro-poor 

growth has been supported by policies such as land reform, which increased 

the productivity of the rural poor, and major investments in health and 

education to create a more productive and therefore better paid workforce. 

The burden of unemployment is falling disproportionately on the 

youth. With more than two-thirds of its population under 25, sub-Saharan 

Africa is the youngest region of the world. The youth bulge is increasing 

at an alarming rate. By 2045, 40% of the population will be between 15 

and 24 years old, adding another 173 million young people to the labour 

force. Across sub-Saharan Africa, youth unemployment already stands at 

35%. The numbers for young women are significantly worse. Creating jobs 

at a rate fast enough to keep pace with this population growth will be an 

enormous challenge. 

Education is part of the solution. At present, a quarter of young 

Africans are functionally illiterate. At the same time, sub-Saharan Africa 

now produces around 5 million university graduates a year. Yet the 

opportunities available for educated young people are no better (see Figure 

1.3). In fact, the unemployment rate is three times higher among university 

graduates than among the uneducated youth. This underscores that Africa 

is failing to provide its young people with skills that are relevant to the 

needs of the labour market. The gap between the expectations created 

through education and the economic opportunities it delivers is therefore 

dangerously wide. 
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why Inclusive Growth remains elusive
Inequality is first and foremost the result of unequal opportunities. Poor 

people are constantly hampered by their lack of resources, their place of 

residence and their lack of access to markets. Despite their motivation and 

inherent ability, they are held back from achieving their potential. Poverty 

leads to social and political exclusion, leaving them powerless in the face 

of discriminatory and distortionary actions. While the particular causes 

of inequality vary across countries, weak and unaccountable states are 

invariably key factors. Such states cannot provide the level playing field that 

the poor need to lift themselves out of poverty.

Inclusive growth in Africa faces many barriers. 

effectiveness and accountability
First and foremost is the lack of effectiveness and accountability of 

governments and their related institutions. The cost of unaccountability 

is well summarized by the former president of Botswana, H.E. Festus 

Mogae:

“Africa’s extractive industries generate billions of dollars every year… 
However, in some African countries these revenues have not and are not 
benefiting the majority of the people, but corrupt and greedy leaders. This is 

figure 1.3:  
unemployment  
rates in tunisia

Source: Stampini, Marco; Verdier-Chouchane, Audrey (2011), Labor Market Dynamics in Tunisia: The Issue of Youth 
Unemployment, Working Paper Series N° 123, African Development Bank, Tunis, Tunisia

0%

5%

10%

15%

20%

25%

UNEMPLOYMENT RATE 
OF UNIVERSITY GRADUATES

UNEMPLOYMENT RATE

2010200620052004199919891984 1994



t owa r ds a n Inc l usIv e Gr ow t h a Ge nd a f or a f r Ic a 9

happening because of a lack of transparent and accountable management of 
natural resources, weak democratic institutions, absence of the rule of the 
law and respects for human rights.” 
(Festus Mogae, Eminent Speaker Series, African Development Bank, 2008/09)

The quality of a country’s institutions – including the quality of 

political representation and policy-making processes, the competence 

and integrity of the bureaucracy and the ability to enforce contracts 

and property rights – are a major factor in its overall economic 

performance and its ability to tackle poverty. Around the world, 

countries with better governance also tend to have lower inequality. 

Yet governance remains Africa’s Achilles’ heel. The region has 

consistently performed poorly on standard governance indicators, 

scoring 30% lower than the Asian average and 60% lower than the 

average among industrialised countries. Many governance indicators are 

currently worse than they were in 2000 (see Table 1.2 and Figure 1. 4). 

This poor governance performance significantly compromises 

Africa’s ability to lift its population out of poverty. Corruption costs 

Africa a significant share of its GDP every year, with the burden falling 

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 industrialisation, its collective GDP would be 80% higher than 

it is today. 

table 1.2: 
Governance Indicators: 
african average

 Governance indicators 2000 2005 2006 2007 2008 2009 e.asia ave

voice and accountability 1.82 1.86 1.92 1.94 1.92 1.88 2.50

Political stability 1.84 1.93 1.97 1.95 1.92 1.93 2.77

Government effectiveness 1.77 1.71 1.7 1.72 1.73 1.72 2.37

regulatory Quality 1.84 1.74 1.76 1.75 1.77 1.79 2.31

rule of law 1.78 1.73 1.76 1.76 1.75 1.74 2.57

control of corruption 1.91 1.82 1.85 1.87 1.88 1.87 2.32

note: the governance measures are rescaled to 0 to 5. higher values indicate better governance.

Source: Kaufmann D.,Kraay A., and Mastruzzi M. (2010), The Worldwide Governance Indicators: 
Methodology and Analytical Issues
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figure 1.4:  
africa’s Governance progress
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Note: The governance measures are rescaled to 0 to 5. Higher values indicate better governance.
Source: Based on Kaufmann D., Kraay A., and Mastruzzi M. (2010), The Worldwide Governance Indicators: 

Methodology and Analytical Issues

table 1.3: 
Growth and Its 
components in africa: 
2000-2009

mean (in percentage)

GdP Growth 4.6

contributions of:

agriculture 9.8

industry (including extractive sectors) 37.4

service 52.8

Source: AfDB computations
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economic concentration
A second barrier to inclusive growth in Africa is the lack of economic 

diversification in many African economies. The typical African country 

is dependent on a handful of primary products for the bulk of its 

economic activity. 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. Evidence from household 

surveys suggests that between 15% and 20% of income inequality is 

attributable to these differences between geographical areas. 

Remote areas and low productivity sectors are widely neglected 

in government policy and expenditure. This is particularly the case for 

agriculture, which employs about 60% of the population in most 

African countries. Africa has abundant arable land and plentiful 

labour, which if put to work effectively could provide food security for 

the continent and improve living standards for the rural population. 

In recent years, terms of trade have shifted in favour of the farmer, 

creating real opportunities for poverty reduction in rural areas. 

Yet Africa is the only region of the world to have experienced 

a decline in per capita food production over the past 30 years. 

This is due to chronic underinvestment in agricultural productivity. 
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figure 1.6: african regional Integration in 2010
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Agriculture contributed less than 10% of Africa’s overall growth over 

the past decade (see Table 1.3), leaving per capita incomes in rural 

areas to stagnate or decline in most countries.  

The result of this lack of diversification is that most African 

countries (see Figure 1.5) now have a dual economy in which a small 

but vibrant modern sector coexists with a low-productivity traditional 

sector. If this dualism becomes a permanent feature of African 

economies, it will stunt economic growth and entrench inequality. 

economic fragmentation
The lack of economic integration across the continent (see Figure 

1.6) is also an obstacle to inclusive growth. Africa’s low population 

density, wide geographic spread, and low levels of urbanisation make 

economic integration essential for building economies of scale and 

making the continent internationally competitive. 

Africa is the least integrated developing region in the world. 

Trade within Africa has grown from US$48 billion in 2005 to  

US$76 billion in 2009, but has been held back by cumbersome 

regulations and poor transport infrastructure. Most African goods 

are still destined for markets in the North; only 10% to 12% are 

bound for other African nations. Half of the continent’s intra-regional 

trade occurs in just one region: the Southern African Development 

Community, through which South Africa trades with its neighbours. 

Greater economic integration would both accelerate overall 

growth rates, and leave poorer areas better placed to benefit from 

growth in the trading hubs. 

private sector environment
A fourth barrier to inclusive growth is the lack of an enabling environment 

for private sector development. With few exceptions, the cost of doing 

business in Africa is among the highest in the world – 9 out of the 10 

lowest-ranked countries in the 2010 Cost of Doing Business survey are in 

Africa. In many African countries, businesses face vague or arbitrary laws 

and regulations and opaque enforcement mechanisms. Together, this 

creates incentives for informality, discourages investment and undermines 

entrepreneurship. When the proper legal and regulatory conditions are 

in place, however, informal enterprises have the opportunity to enter 

the formal sector, where they can better access financial services. 

Businessmen will be motivated to invest, and ultimately create jobs. 

Africa’s low population 
density, wide geographic 
spread, and low levels 
of urbanisation make 
economic integration 
essential for building 
economies of scale and 
making the continent 
internationally 
competitive
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financial exclusion
A fifth factor is access to finance. Poverty falls faster where firms and 

households have better access to financial services. Yet many Africans 

remain excluded from the financial system (see Figure A-2 in the 

annex). SMEs are key to employment creation. It is estimated there 

are as many as 67 million micro, small and medium-sized enterprises 

in Africa, with collective financial needs of up to US$450 billion. 

However, 70% of the firms are thought to be financially underserved. 

Microfinance also helps reduce poverty by providing poor 

individuals with the liquidity they need to earn income in the 

informal sector. The evidence is that households that benefit from 

microfinance are more likely to invest in assets like housing and to 

provide education for their children. Microfinance also promotes 

economic empowerment of African women, which experience has 

shown is a key factor in poverty reduction. 

vulnerability to shocks
Finally, Africans remain vulnerable to adverse internal and external 

shocks. Many African households live close to the poverty line, with 

few savings or assets to help them through difficult periods. A single 

misfortune, such as illness in the family, can push them back into 

poverty. And because they spend such a high proportion of their 

household income on basic needs, they are acutely vulnerable to 

shocks such as rising food prices. As food prices once again approach 

crisis levels, well-targeted measures are needed to protect those living 

at close to subsistence level.

Climate change and climate variability are adding to the 

vulnerability of poor households. Africa faces the prospect of 

increasing numbers of extreme weather events, including floods, 

droughts, and storms. These impact most heavily on poor rural 

communities. Communities with few resources are poorly placed to 

protect themselves against extreme weather. 

The evidence is that 
households that benefit 
from microfinance are 
more likely to invest in 
assets like housing and 
to provide education for 
their children
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towards an Inclusive Growth agenda for africa
First, there is a need for renewed emphasis on economic and political 

governance. The events of recent months suggest the need for heightened 

focus on transparency and accountability. Countries need to find ways 

to engage the public in economic governance, so that budget processes 

become more responsive to public expectations and expenditure on public 

services and development programmes more transparent. New priorities may 

include more emphasis on public access to government information, greater 

use of information technology to promote transparency, support to civil 

society organisations around budget monitoring and social accountability, 

and new ways of engaging the beneficiaries of development programmes 

in monitoring their impact. 

Furthermore, the pressures that are building as a result of economic 

and demographic trends can only be managed through broad-based and 

inclusive development processes. 

The situation is particularly challenging in fragile states. Challenges at 

the global and regional levels are threatening the limited development gains 

that have been achieved in these countries, which are at risk of slipping 

back into conflict and instability. Africa’s partners, including the African 

Development Bank, will need to scale up their support for the creation of 

capable and accountable institutions in such countries. 

A second key sector for the Bank in promoting inclusive growth 

is well-targeted infrastructure development, placing greater emphasis 

on infrastructure investments with the greatest potential for promoting 

inclusion. This includes investing in major transport linkages to promote 

regional integration and build economies of scale. It also means investing 

in better transport linkages between rural areas and major populations. 

For example, feeder roads should be incorporated into the design of major 

highways, to create broader economic opportunities. 

At the same time, rural electrification projects also have considerable 

potential to reduce rural poverty, given that in Africa, only 10% of the rural 

population has access to electricity, compared to 50% in urban areas. There 

are many opportunities to scale up investment in cost-effective, off-grid 

generation projects for rural areas, such as the Buseruka Hydropower Project 

in Uganda. As well as helping underserved communities, such projects also 

help develop local renewable energy resources. Smaller projects of this kind 

are more costly to administer. 

Mobile telephony is making a major contribution to reducing poverty 

and inequality in Africa (see Chapter 5). More investments are required into 

satellites and undersea cables to link the continent with the rest of the 

Africa faces the 
prospect of increasing 
numbers of extreme 
weather events, 
including floods, 
droughts, and storms.  
These impact most 
heavily on poor rural 
communities
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world. Projects such as innovative new networks of telecommunications 

infrastructure designed to provide broadband infrastructure to the “other 

3 billion” underserved populations in Africa, and partly financed by the 

African Development Bank to the tune of US$50 million, will help in making 

communications technology work in favour of the poor, including by linking 

mobile telephony to financial services. 

Infrastructure investments must be complemented with interventions 

to address the “soft” side of infrastructure provision – namely, governance 

of the sector and its regulatory systems. Failure to address shortcomings 

in these areas will limit the number of underserved groups that we can 

reach. To ensure disadvantaged consumers are serviced, targeted transfers 

(e.g.: subsidised electricity tariffs for poor households) could be considered. 

Better governance of state-owned utilities would also help by improving 

efficiency. Concurrently, revenue collections from all end-users should be 

maximized. The Bank can strategically intervene through policy-based loans 

and technical assistance packages to champion sectoral reforms through 

policy dialogue with its regional member countries.

Third, there is no question that inclusive growth requires a vibrant, 

dynamic and competitive private sector. To maximise inclusive growth, 

countries need to invest more in helping SMEs to develop and create 

employment. In addition to easing the financial constraints facing SMEs, 

there is a lot more that could be done to support SME development, such 

as, interalia, financing the establishment of electronic payment systems and 

credit bureaus; promoting land registration to enhance the ability of poor 

households and micro enterprises to use their assets as collateral; providing 

technical and financial management assistance to the poor to enhance 

their financial literacy, their ability to develop bankable projects, and the 

commercial viability of their enterprises; promoting competition in the 

financial sector through policy-based instruments and technical assistance; 

encouraging regulatory and institutional reforms to improve financial 

supervision; and, supporting new financial products that meet the needs of 

borrowers without access to collateral (e.g.: leasing and factoring).

The fourth area is higher education, science and technology. The 

unrest in North Africa illustrates starkly how Africa’s education systems 

are poorly matched with the needs of the labour market and are failing 

to provide young people with economic opportunities. Addressing the 

causes of youth unemployment requires more than just increasing access to 

schooling, but includes improving the quality and relevance of education. In 

addition, more resources should be directed towards investing in vocational 

training, with a focus on science and technology. There is also a need to 
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Box 1.3: Inclusive Growth: The Case of Brazil, Chile and Mexico
Brazil’s impressive economic growth performance in recent 
years has been accompanied by a significant decline in 
inequality. Per capita income of the poorest 20% grew about  
5 times faster than average per capita income during the years 
2001 to 2007. This has led to a decline in income inequality by 
about 6 percentage points over the period. 
Two factors underpin this impressive achievement. The first 
is improvements in education. In the early and mid-1990s, 
the workforce gained better access to education, thanks to 
universal admission to primary school and lower repetition 
rates. The second is direct cash transfers from the state to 
families and individuals, including old-age pensions, disability 
grants and a range of stipends for poor families. These 
transfers have contributed significantly to reducing income 
inequality by some 0.2 Gini points per year.
Chile and Mexico have also introduced conditional cash transfer 
schemes targeting vulnerable groups. The Chilean programme 
(Chile Solidario) includes family support, monetary subsidies, 
potable water subsidy, and disability and old-age non-
contributory pensions. The Mexican scheme (Oportunidades) 
was designed to support the poorest section of society 
through conditional cash transfers, conditional food support, 
and educational grants. These programmes have resulted in 
inequality falling by 15% and 21%, respectively, in Chile and 
Mexico. 
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invest in bridging the digital gap between rural and urban areas, as well as 

in addressing differences in the educational opportunities available to boys 

and girls. 

Investing directly into economic and social inclusion, including 

conditional cash transfer schemes as was done in a number of Latin American 

countries (see Box 1.3) remains critical. These programmes have proven to 

have a substantial impact on income inequality. Another approach is job 

creation through public works programmes, which provides an immediate 

boost to incomes in poor communities. However, such programmes should 

be crafted with a clear exit strategy that empowers participants to either find 

employment in the private sector or be self-employed. Possible measures for 

promoting equality of opportunity include vocational training schemes for 

young people and the long-term unemployed, and labour reforms designed 

to promote greater inclusiveness. 

Finally, there is a need to promote and facilitate innovative financial 

products to support national development expenditure on inclusive growth. 

Recent AfDB/World Bank research has revealed that Africa receives a total 

of US$40 billion in remittances each year – on par with ODA (official 

development assistance). Remittances provide a lifeline to Africa’s poor, 

particularly in countries recovering from conflict and natural disaster. They 

also represent an untapped source of development finance. African countries 

could potentially raise US$5 billion to US$10 billion a year through diaspora 

bonds. Another US$2 billion could be raised through the securitization of 

future remittance flows. Africa’s pension funds, which are estimated at 

US$170 billion, provide another avenue for innovative long-term finance. 

While still heavily concentrated in North Africa and South Africa, many 

African countries are pursuing pension reforms and accumulating large 

pools of domestic resources.         

The unrest in North 
Africa illustrates starkly 
how Africa’s education 
systems are poorly 
matched with the needs 
of the labour market and 
are failing to provide 
young people with 
economic opportunities
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PrePared by audrey verdier-chouchane, natsuko obayashi, and vincent castel

For decades, Tunisia has been considered one of the few success stories on the 
African continent. Sound macroeconomic management alongside impressive social 
accomplishments set Tunisia apart as one of the most robust performers in Africa. 
These assumptions were further engrained by the country’s progress in recent years, 
including its brisk recovery from the 2009 economic crisis characterized by a GDP 
growth of 3.7% in 2010 and impressive progress towards achieving the Millennium 
Development Goals (MDGs). This led many to believe that everything was calm 
beneath the surface, only because economically the country was strong.

Yet on January 14, 2011, former president Zine El Abidine Ben Ali fled Tunisia 
after a month of protests and violent confrontations that left over 200 dead. 
The political violence that engulfed Tunisia in January indicated that despite the 
country’s comparative economic success, key social and development challenges 
had not been addressed. Rather, they had constituted the grievances that triggered 
the political crisis. The combination of youth graduate unemployment, conspicuous 
and predatory corruption as well as political and economic disenfranchisement, had 
created an untenable condition of discontent among Tunisians that erupted in a 
revolution and ended the 23-year rule of the country’s second president.
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figure 2.2: 
unemployment rates 
of youth Graduates 
by education and 
Gender, 2007
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figure 2.1: 
unemployment in 
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explaining the tunisian revolution 
Even if the social unrest ultimately took a political turn, its roots lay in the 

day-to-day challenges faced by the population. Indeed Tunisian disquiet was 

sparked by the suicide of a young man who set himself on fire after the police 

confiscated his produce cart. Mohammed Bouazizi quickly became a symbol 

of the economic desperation shared by the majority of the Tunisian people. 

Social unrest in Tunisia occurred in spite of reported social progress. 

Tunisia scores well on progress towards the MDGs. When it comes to the 

Human Development Indicator (HDI), Tunisia’s scores are equally impressive, 

ranking 98 out of 182 countries. In Africa, only three countries rank higher 

than Tunisia – Libya 55, Seychelles 57, and Mauritius 81. 

Yet despite these social advantages, the country faces high levels 

of youth graduate unemployment, important regional inequities and 

governance problems. These issues, which triggered the revolution, still 

remain and will have to be urgently addressed by the government.

youth graduate unemployment 
Although the fight against unemployment has been the number one 

priority of Tunisian economic policy for several years, the government 

failed to create conditions for jobs growth for the educated youth. 

While the overall unemployment rate has remained above 14%, 

unemployment for the educated youth increased by a factor of 10 

over the last two decades and reached 20,3% in 2010 (see Figure 2.1). 

The upward trend in the unemployment of university graduates is 

the consequence of the youth bulge, high throughput in universities, 

mismatch in the demand and supply of skilled workers, and the 

relatively low quality of training received by many graduates1. 

While there is a clear lack of employment opportunities for the 

youth, it also seems that there is a mismatch between the fields of 

specialization chosen and the realities of the job market (see Fig. 2.2). 

For example, unemployment reached 47.1% on average for youth 

holding Masters in economics, management or law, and 43.2% for 

those holding Masters in social science. In contrast, unemployment 

was 24.5 % for those in the engineering field2.

1  The PISA (Program for International Student Assessment) reports from the OECD shows that the quality of 
secondary education in Tunisia is relatively low out of a sample of about 65 countries. OECD. 2009. PISA 2009 
Results: What Students Know and Can Do. http://www.oecd.org/edu/pisa/2009

2  A complete analysis of the issue of youth unemployment can be found in Stampini, M. and Verdier-
Chouchane, A. (2011): “Labor Market Dynamics in Tunisia: The Issue of Youth Unemployment”, Working Paper 
No 123, African Development Bank, available at http://www.afdb.org/en/documents/publications/working-
paper-series/
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The issue of unemployment for young graduates will not be 

resolved quickly as the Tunisian labour force increases in addition 

to the stock of those already unemployed. But most importantly, 

because of the effects of the revolution on production capacity, 

investors’ confidence and local insecurity, economic activities are 

expected to decline in the short term, especially in the industry and 

tourism sectors. In addition to the destruction of existing jobs, these 

conditions could also seriously constrain employment generation in 

the months to come. As such, one of the forthcoming challenges 

for the government will be to generate decent job opportunities for 

young unemployed graduates.

regional disparities
The improvement of social indicators at national level has tended 

to mask regional and socioeconomic disparities, which remain 

significant. The issue of regional disparities was at the source of the 

social unrest in the cities of Sidi Bouzid, Kasserine, and Thala in the 

mid-east region.

Overall, the eastern coast is in better shape than the western 
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figure 2.3: 
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across tunisian 
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and southern regions (see Figure 2.3). The population and economic 

activities are mainly concentrated in the northeast (governorate of 

Tunis) and the mid-east (governorate of Sfax), with the coastal region 

accounting for 75% of non-agricultural jobs. As a result, there is 

significant variability in average consumption and in poverty across 

regions. In 2000, while the poverty headcount national average stood 

at 18.4% it in fact ranged from 6.9% in Greater Tunis to 30.8% in 

the mid-west (see Figure 2.4). Similarly, unemployment is especially 

severe in the hinterlands (see Map 2.1). On average, since 2004, 

the unemployment rate has exceeded 22.6% in Jendouba, Le Kef, 

Kasserine, and Gafsa.

However, the poorest regions have also suffered from a lack 

of attention from the authorities, with the coastal areas receiving 

65% of public investment. As a result, the mid-west is the poorest 

region in terms of public service delivery (health and education) as 

seen when looking at the number of inhabitants per paediatrician 

(see Figure 2.5) and youth illiteracy (see Map 2.2). In order to buy 

social peace, one forthcoming challenge of the Tunisian government 

will be to reduce inequality across regions.

map 2.1: 
unemployment 
rate across 
tunisian 
regions in 
2004

map 2.2: 
Illiteracy rate 
(aged 10-29) 
across tunisian 
regions in 2004
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figure 2.4: 
decomposition 
of total poverty 
headcount, 
using per capita 
expenditures (in 
2000 us$ ppp), 
with a poverty 
line of us$3

Source: African Development Bank (2010) “Growth, Poverty and Inequality in Selected African Middle Income 
Countries”, mimeo, Development Research Department 

figure 2.5: 
number of 
Inhabitants per 
paediatrician in 
2004 (‘000)

Source: Ministry of Public Health
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Governance and corruption
In terms of governance, Tunisia occupies a relatively good position 

compared with the average of countries in the Middle East and North 

Africa region (MENA), and better still compared to the rating for 

sub-Saharan Africa. An exception is the indicator related to Voice 

& Accountability. Transparency International ranks Tunisia 59th 

out of 178 countries, which makes it the most highly ranked state 

in North Africa. However, Freedom House3 provides evidence that 

Tunisia shows a significant lack in political rights and civil liberties. 

The Freedom House indicators also suggest that Tunisia had one of 

the worst media environments in the Arab world in 2010, with the 

government using an array of legal, penal, and economic measures to 

silence dissenting voices. 

Most importantly perhaps, the conspicuous corruption at 

the higher level of the decision-making process in Tunisia is largely 

responsible for the popular uprising that led to the downfall of 

the previous regime. It allowed the development of an ill-acquired 

financial empire without precedent in Tunisia, including the media, 

transport, banking, telecommunications, tourism, airport services and 

retail sectors4. Shady acquisitions accelerated during the privatization 

programme in early 2000, as did the provision of banking loans at 

very low interest rates, which facilitated asset predation. The Global 

Financial Integrity Foundation estimated the cost of corruption in the 

country at about US$1 billion per year.

economic outlook for a post-revolution tunisia
recent macroeconomic trends 
Although Tunisia has not been hit directly by the financial crisis, the 

steep recession in European countries affected significantly Tunisia’s 

export sector and its manufacturing sector in 2009 (around 80% of 

the Tunisian export market)5. GDP growth rebounded from 3% in 

2009 to 3.7% in 2010, helped by the depreciation of the dinar, which 

boosted Tunisian industrial exports to the euro area. Inflation rose by 

4.5% in 2010 on average, because of the increase in subsidised food 

and oil prices in order to keep the compensation budget under control. 

3  http://www.freedomhouse.org/

4  See different articles that were published online by Le Monde and the Economist, respectively at: http://
www.lemonde.fr/ and http://www.economist.com/

5  Tunisia signed an Association Agreement with the EU in 1995, which led to the free trade agreement with 
the EU market for industrial products in 2008. Services and Agriculture are under negotiation

Transparency 
International ranks 
Tunisia 59th out of 
178 countries, which 
makes it the most 
highly ranked state in 
North Africa. However, 
Freedom House  
provides evidence 
that Tunisia shows 
a significant lack in 
political rights and civil 
liberties
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The current account deficit increased from 2.9% in 2009 to 

4.8% in 2010, because of the rebound of the trade sector in which 

imports’ increase (+17.5%) outpaced exports (+12.6%), while tourism 

revenues stagnated (+1.2%). Despite the global economic rebound, 

FDI inflows stagnated (+3%) in 2010. Foreign exchange reserves still 

stand at a comfortable level of about 5 months of imports. 

The fiscal deficit was at 2.6% of GDP in 2010. The impact 

of the economic crisis on fiscal revenues has been limited, as the 

export sector is under an offshore regime. The 2010 budget kept a 

supportive fiscal stance to ensure the economic recovery with a high 

level of public investment, but which has not been fully absorbed. 

Public debt level remained stable (about 43% of GDP), after its 

significant reduction from 58.3% of GDP in 2005, the result of the 

appreciation of the US dollar and the yen against the dinar. For the 

same reason, the external debt in 2010 is expected to be at the same 

level as 2009, namely 48% of GDP.

The banking sector reform resulted in a reduction of the NPL 

(non-performing loan) ratio from 25% in 2003 to 13% in 2009, while 

the provisioning rate for the NPL increased from 44% to 58% and the 

capital adequacy ratio rose from 9.3% to 12.4% during the same period.

economic forecast for the short term
The revolution holds great promise for Tunisia and the longer-term 

dividends could well be major in terms of economic growth and 

social equity and cohesion. However, the country’s political situation 

remains fragile. In addition to political transition challenges, in the 

short term, the government is facing an immediate urgency caused 

by a reduced fiscal space and increasing social demands. Challenges 

related to youth unemployment, regional disparities and economic 

disenfranchisement cannot be left unaddressed. 

The authorities estimated that during the recent upheavals, 

US$5 billion to US$8 billion (around 4% of GDP) were lost. Tourism 

receipts have been seriously affected, key investments have been put 

on hold and thousands of jobs have been lost. During the month of 

January 2011, TND1.8 billion were injected into the banking sector 

to face a massive withdrawal. This contrasted with the over-liquidity 

Tunisia had recently faced, leading to a mop-up of TND1.1 billion 

last year. Foreign exchange reserves were reduced from TND13 billion 

(147 days of imports) at the end of December 2010 to TND12.2 billion 

(139 days) in January 2011.

The revolution holds 
great promise for 

Tunisia and the longer-
term dividends could 

well be major in terms 
of economic growth 

and social equity and 
cohesion
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table 2.1: 
summary 
results of high, 
middle and low 
scenarios

The African Economic Outlook model has been used to 

forecast macroeconomic impacts in the short term, based on three 

scenarios: namely, high, middle and low scenarios. Table 2.1 displays 

the summary results based on the three scenarios. 

In the three scenarios, GDP growth will be affected by a lower 

demand for tourism services, business disruption, and reduced FDI. 

The middle scenario suggests a GDP growth rate of 1.1% for 2011 

followed by a slight economic recovery at 3.3% in 2012. Private 

investment will contract, while public current expenditures, especially 

wages and salaries, will rise significantly because of the increasing 

social demands. The fiscal deficit will stand at 5.2% of GDP in 2011. 

Current account deficit will increase to 7.6% of GDP, because of 

an increase in imports and a decrease in tourism receipts. Similarly, 

inflation could stand at least at 4.7%. 

This growth rate could be increased to 3.6% in 2011 followed 

by a quick recovery at 4.2% in 2012, in case of rapid normalisation of 

the economy and a quick recovery in the tourism sector, supported by 

strong external financing and FDI and a well-targeted fiscal stimulus 

package. Fiscal deficit will remain under control at 4.9% of GDP, but 

the current account deficit will reach 6.1% of GDP, because of an 

increased trade balance deficit, with the export of manufacturing 

goods inducing an increase in imports, and a decrease in tourism 

receipts. Inflation will be under control at 4.2%, although high 

international food and oil prices will put pressure on the fiscal balance 

and current account.

Nevertheless, in case of prolonged political and social instability, 

the economy could contract by 2.5% in 2011. Both public and private 

macroeconomic indicators

 2009 2010(e) 2011(p) 2012(p)

low mid high low mid high

real GdP growth 3.0 3.7 -2.5 1.1 3.6 2.4 3.3 4.2

cPi inflation 3.5 4.4 6.4 4.7 4.2 4.4 4.6 4.2

budget balance % GdP -2.7 -2.6 -6.0 -5.2 -3.9 -5.9 -4.8 -3.2

current account % GdP -2.8 -4.7 -8.9 -7.6 -6.1 -7.0 -5.6 -4.4

Source: Projection of AEO Model 
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investment will contract, while massive hiring and salary increases in 

the public sector will affect fiscal deficit, which could reach 6% of 

GDP. The government will in this case try to cope only with social 

demands, at the expense of the fiscal balance, external balance and 

inflation pressure. The current account deficit will increase to 8.9% 

because of the significant loss in tourism receipts and the increase in 

imports induced by increase in consumption and decrease in exports. 

Inflation could reach at least 6.4% because of the salary increase, 

depreciation, and high international food and oil prices, which will be 

passed through domestic prices. For the low scenario a slow positive 

growth of 2.4% could be projected for 2012.

concluding remarks
Developments in Tunisia during the first months of 2011 unfolded with 

unprecedented speed, defying predictions of even the most insightful 

observers of this, the smallest and – until recent events – arguably the 

most stable and economically well-performing country in the North Africa 

region. What started out in mid-December, with protests in the capital of 

the Tunisian centre governorate of Sidi Bouzid, after a young unemployed 

man set himself on fire, spread throughout the country in the following 

weeks and culminated in the departure of Ben Ali on January 14, 2011. 

The first few months of the revolution give reason for guarded 

optimism and the longer-term dividends of the revolution could well be 

significant – both in terms of economic growth and social equity and 

cohesion. Nevertheless, serious challenges remain in the months ahead 

before the full potential presented by the Tunisian Revolution can be 

realized. Besides the political and security-related challenges that need to 

be navigated as the country moves towards parliamentary and presidential 

elections, the real economy and fiscal balances will be under pressure as a 

result of the drop in economic activity that surrounded and followed in the 

wake of the revolution. Moreover, the underlying social discontentment that 

drove the Tunisian Revolution – notably youth unemployment, particularly 

among young graduates, and regional disenfranchisement – remain.   

 

Developments in 
Tunisia during the 
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Rising Cost of Food  
a Threat to Inclusive Growth 

for Countries in Fragile Situations

chapter 3
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Africa’s growth outlook remains optimistic after the strong economic rebound from 
the global financial crisis.  However, rising global food prices continue to be a major 
concern for inflationary trends as does increased food insecurity for most countries 
in the region, particularly for net food importing countries. 

Conflict and post-conflict countries are among the most vulnerable to food 
price increases as a result of their weak policy management capacities, coupled 
with low levels of crop production, negligible food stockpiles, and limited financial 
resources for purchases in the global market by economies that are already 
stretched in dealing with rehabilitation and reconstruction needs.  These countries 
also face the serious policy dilemma of maintaining macroeconomic stability while 
at the same time establishing social protection measures that warrant expansionary 
fiscal policy reforms. 

PrePared by b. barunGi, k. numasaWa, a. salami and a. nshimyumuremyi
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figure 3.2:  
food prices, 1999-2019 
(actual and projections, 
indices, 1990 = 100)

fraGile states
africa

figure 3.1: 
real Gdp Growth (%)

Note: (e) = expected; (p) = provisioNal 
source: african economic outlook, 2011; iMF regional economic outlook: sub-saharan africa (2010)
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favourable economic prospects for fragile states
Fragile states are furthest away from meeting the Millennium development 

Goals (MdGs) but their growth prospects are improving. in 2009, the 

average real per capita Gdp growth stood at 0.9% and it is estimated at 

2.6% in 2011. However, the underlying country variations are rather striking. 

For example, in chad, the chronically unstable security situation and poor 

business environment have hindered growth and poverty reduction, 

notwithstanding sizable oil revenues collected since 2003. Following a 

weak performance in 2009, real Gdp was estimated to increase by 4,25% 

in 2010. the central africa republic (car) economy bottomed out in 2009 

at a 2% growth rate, but prospects have improved with the rise in exports 

of diamond and wood products, and Gdp is projected to increase to 4% 

from 3.4% in 2010. in eritrea, output fell by 10% as a result of food and 

fuel price increases in 2008 and a severe drought. For liberia, the pace 

of economic growth picked up at over 7% in 2010 and rising commodity 

prices have led to a rebound in rubber exports; it is also expected that sound 

macroeconomic performance will continue. in Zimbabwe, economic growth 

has recovered since 2009 and reached 8.2% in 2010; this is mainly because 

of adoption of macroeconomic stabilization policies, improved agricultural 

performance and increased mining output at 8.5% in 2009 and a record 

high of 47% in 2010.

Fragile states as a whole have also shown a much stronger rebound 

in 2010 and are expected to have a good performance in 2011 and 2012 

(see Figure 3.1). However, this can be partially explained by the fact that 

they are starting from a very low base and that the strong recovery is linked 

to increases in both investment and capacity utilization in the early post-

crisis period. the rising global prices caused by increasing demand across 

a broad range of commodities, oil, metals and minerals, and agricultural 

products have led to high economic growth for several fragile states in the 

short run. However, growth prospects could be undermined by the rising 

food and fuel prices. 

Global food prices: high and volatile
the recent global trends in food prices are marked with higher levels and 

increased volatility compared to the 2008 food crisis and are projected to 

stay high over the medium and long term (see Figure 3.2). the Fao Food 

price index reached a record high in February 2011, up 2.2% from January 

alone. this is the highest (in both real and nominal terms) in over 20 years 

According to World 
Bank estimates, 
the food price rises 
between July 2010 and 
February 2011 pushed 
an additional 44 million 
people worldwide into 
absolute poverty
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table 3.1: 
volatility of food prices 
(relative coefficient of 
variation 1991-2011)

(since January 1990, the inception date of the index)1. except for sugar, 

prices of all other monitored commodity groups recorded gains in February, 

with dairy products and cereals climbing the most. this has led the Fao to  

caution that “while most indicators point to increased cereal production in 

2011, the projected growth may not be sufficient to replenish inventories, in 

which case prices could remain firm”2. according to World Bank estimates, 

the food price rises between July 2010 and February 2011 pushed an ad-

ditional 44 million people worldwide into absolute poverty.

rising global food prices have been accompanied by their increased 

volatility (see table 3.1). Notably, wheat price volatility during this period 

ranged between 30% and 70%. Wheat prices stabilized in the years 2001 

to 2006, albeit at higher levels than in 1990s, but recorded even greater 

volatility in 2007 to 2009. Maize prices have followed the same trend. the 

increasing food price volatility makes attaining food security in africa’s 

food importing countries even more challenging. the effect on food ex-

porters is ambiguous. While higher global prices could stimulate agricul-

tural production, price transmission mechanisms in africa tend to operate 

with a lag and be impeded by market failures and sometimes even discon-

nect from world markets.

Multiple factors cause food price volatility, including weather shocks, 

interest rate movements, inadequate information about demand and supply 

conditions in the food market, lack of transparency, volatility of exchange 

rates, “financialization” (i.e.: co-movement between commodity prices), and 

panic buying and hoarding. commodity investments by financial institutions 

and hedge funds may have also contributed to food price instability.

as of March 2011, the Fao indicates that among 29 countries across 

the world that require external assistance for food, 21 are in africa3. With 

1  Fao. March 3, 2011. Global Food price Monitor

2 Fao. april 7, 2011. Media centre

3  March 2011. crop prospects and Food situation

1991-95 1996-2000 2001-05 av. 1991 - 05 2005-11

rice 22.1 18.2 20.2 20.2 34.9

soybeans 8.6 20.3 21.8 16.9 26.7

Wheat … 8.4 12.0 10.2 27.2

source: authors’ calculations based on the Fao database. 1 March 2011 
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insufficient resources, these 21 countries are confronted with different 

types/causes of food insecurity: (i) exceptional shortfall in aggregate food 

production/supply (Zimbabwe); (ii) widespread lack of access to food 

(eritrea, liberia, Niger, sierra leone, and somalia); and (iii) severe localized 

food insecurity (Benin, Burundi, car, chad, congo republic, cote d’ivoire, 

drc, ethiopia, Guinea, Kenya, Madagascar, Malawi, Mozambique, sudan, 

and Uganda). Many of these countries are also severely affected by high 

food and fuel prices. these include countries which are large net importers 

of cereals and fuels, with generally low per capita incomes, relatively high 

levels of malnutrition, and for which there is a strong transmission of high 

international food prices. 

the reasons for these critical food insecurity situations include, and 

are not limited to: insufficient domestic production, extreme weather 

events such as flood and drought, budget deficits, high food prices and 

general inflation, high concentration and influx of refugees, civil strife and 

protracted conflicts.

fragile states: high vulnerability to food Insecurity 
the vulnerability of fragile states to food insecurity in periods of high global 

food prices arises because these states tend to be net importers of cereals and 

often lack the resources and capacities to deal with food crises. in addition, 

the peculiarities of the socioeconomic conditions as a result of conflict 

complicate potential interventions because of disintegrated populations, 

which may exacerbate the effects of poverty on large segments of the 

population. the numbers afflicted by hunger, poverty and malnutrition are 

bound to be further increased as a result. 

the fragile states are low-income food-deficit countries and are 

particularly vulnerable to poverty and rising food prices. Most of these 

countries had negative cereal balances during the 2009/10 period (see  

table 3.2). similar outcomes have been observed over the past several years. 

Notably, cereal balances are substantially higher when imports and stock 

draw downs are not included in the definition of food availability (column 

iv of table 3.2). increased vulnerability to the current global food price 

increases in the affected countries is also worsened by their relatively weak 

macroeconomic situations. Food scarcity in these food importing countries 

is exacerbated by their inability to finance their large food import bills. this 

inability is reflected in the widening current and fiscal balances. Given the 

widened twin deficits, the fragile states face greater constraints and require 

much more external assistance to mitigate future food security risk. 

The vulnerability of 
fragile states to food 
insecurity in periods 
of high global food 
prices arises because 
these states tend to 
be net importers of 
cereals and often lack 
the resources and 
capacities to deal with 
food crises
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table 3.2: 
cereal Balance (thousand tons) 2009/10

country
cereal 
Production

cereal 
imports 
(contracted 
or delivered)

Possible 
stock draw 
down

cereal 
exports

cereal 
availability

consumption 
(food)

consumption 
(non-food)

requirements
cereal 
balance*

cereal 
balance** 

(i) (ii) (iii) (iv) v=(i+ii+iii)-(iv) (vi) (vii) viii=(vi+vii) iX=(i-viii) X=(v-viii)

central 
african 
republic

192 19 14 0 225 229 21 250 -58 -25

chad 2641 0 0 300 2341 1616 354 1970 671 371

congo, r. 21 121 2 0 144 344 13 357 -336 -213

congo, d.r. 1571 300 0 0 1871 1877 303 2180 -609 -309

côte d’ivoire 1422 747 0 20 2149 2233 246 2479 -1057 -330

eritrea 265 216 8 0 489 537 58 595 -330 -106

Guinea 2675 404 0 244 2835 1857 469 2326 349 509

liberia 293 260 40 30 563 466 69 535 -242 28

sierra leone 918 53 0 75 896 552 138 690 228 206

somalia 337 0 10 0 347 661 58 719 -382 -372

sudan 5557 0 400 50 5907 6092 1324 7416 -1859 -1509

Zimbabwe 1627 200 52 0 1879 1764 345 2109 -482 -230

total fragile 
states

17519 2320 526 719 19646 18228 3398 21626 -4107 -1980

source: Fao GieWs 2010
technical note:
Cereal availability is defined as domestic production plus food imports/contracted or received and possible 
stock draw down minus exports. 
Cereal balance* is defined as domestic production, minus food requirements (domestic food and non-food 
consumption).  accordingly, a negative value represents a deficit, while a positive value represents a surplus.
Cereal balance** is defined as domestic production plus imports and stock drawdowns, minus food 
requirements (domestic food and non-food consumption).  accordingly, a negative value represents a deficit, 
while a positive value represents a surplus.
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in some fragile states, the situation is worsened by internal 

displacement, civil unrest and insecurity, which hamper agricultural 

production and trade, as well as inflow of refugees and returnees, which 

adds pressure to the limited supply. according to the Fao, the number 

of undernourished people in sub-saharan africa represents a third of the 

population. the aggregate numbers mask substantial differences among 

countries. For example, it is estimated that 6.4 million people in sudan and 

2.4 million in somalia need food external assistance because of conflict and 

rising prices4. conflict, refugees and rising food prices also contributed to 

food insecurity in the democratic republic of congo.

the poverty and nutritional impact of the surge in food prices is much 

more difficult to determine without detailed information on household food 

production and consumption levels. there is some evidence to show that 

rising food prices have led to an increased number of households in extreme 

poverty, but with considerable variations from country to country. the case of 

sudan shows that a continuous rise in food prices in south sudan could make 

the country lose poverty reduction potential by about 9 percentage points or 

by about 18% from its level in 2009 (see Figure 3.3). Based on some analysis 

by the World Bank (april 2011) on balance, the adverse welfare impact on net 

food buyers outweighs the benefits to net sellers, resulting in an increase in 

the number of poor and in depth of poverty.

4 Fao crop prospects and Food situation No.1, March 2011

figure 3.3: 
path of poverty 
with and 
without food 
price Increases 
in south sudan

food Price increases
no food Price increases

2010     2015     2020 
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source: shimeles, a. and verdier-chouchane, a. (2011), “poverty situations and prospects in south sudan”, 
afdB africa economic Brief, forthcoming
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policy actions
the increasing frequency and magnitude of food price volatility has 

worsened food insecurity for africa’s poor population. to address this 

problem in the short term, increased investment in safety nets and social 

protection are required to reduce the vulnerability of the poor, especially 

smallholder farmers. such social safety nets would allow quick distribution 

of cash in the event of sudden and steep rises of food prices. Moreover, in 

the long term, enhancing agricultural productivity together with mitigating 

and adapting to climate change should be the primary focus of initiatives 

to achieve food security. in this context, investing in the following areas is 

critical to achieving food security in africa:

•		Establishing	national	 social	 protection	measures	 that	 improve	 the	

health and nutrition of vulnerable households and individuals;

•		Removing	barriers	to	trade	and	especially	intra-regional	agricultural	

trade essential for ensuring food security; 

•		Developing	 an	 adequate	 rural	 infrastructure	 (rural	 roads,	 water,	

storage facilities, access to markets, handling and conservation 

systems, and supply networks) to reduce production costs, improve 

competitiveness of local producers and enable fast and efficient 

food distribution in case of emergencies; 

•		Introducing	effective	 incentives	 for	private	 investment	 to	 increase	

agricultural productivity through subsidies or public credit 

guarantees; and

•		Providing	 stable	 and	 predictable	 support	 to	 effective	 long-term	

agricultural research with efficient process and dissemination of 

research results as well as continuous support for development 

of human resource and technical capacities to ensure high-quality 

outputs, adequate technology adoption and applications.

The high and volatile 
nature of the recent 

global food price 
increases highlights 

the urgency for longer 
term action on the part 

of governments and 
donors alike
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conclusion
the high and volatile nature of the recent global food price increases 

highlights the urgency for longer term action on the part of governments 

and donors alike. agricultural development and trade policies should not 

only become centre stage but need to be revisited and properly sequenced 

within national development strategies.

Fragile states in particular have high vulnerability to food security 

because of certain peculiarities, including conflict and resultant weak 

state capacity. state capacities must be strengthened so as to enable 

timely response to crises. these countries also require fiscal space for 

implementation of social protection measures that can be instituted as part 

of development policy. 
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Africans Abroad 
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chapter 4
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Africa is known for its long history of migration within and beyond the vast 
continent.  The number of people of African descent who live outside the continent 
is estimated at close to 140 million, most in the Western Hemisphere1. The bulk of 
these emigrants have lost their ties altogether with their countries of origin.  By 
contrast, migrants who have left their countries in recent decades have been able to 
keep in close contact with their relatives and maintain economic, social and political 
relationships with their countries of origin, mainly because of the rapid pace of 
globalization and improvements in communications technology.

Recently, migration, and its role for development, has received substantial 
interest that sparked an outpouring of empirical studies to identify and provide 
evidence on the channels in which the two are interlinked.  Resurgence of interest 
is further fuelled by the global economic and financial crisis that crippled labour 
markets across major destination countries in the Organisation for Economic Co-
operation and Development (OECD), where the midterm outlook is still fragile.

Most importantly, the change in the demographic structure in both origin 
and destination countries in the decades ahead is expected to generate huge 
labour market imbalances at a global level that could create substantial impetus 
for migration.  Projections indicate that the global labour deficit could reach  200 
million in the next four decades. Only 15% of this deficit could be covered through 
migration amplifying the risk of sluggish growth, strain on the fiscal balance and 
the welfare of the elderly for most destination countries. Migrant sending countries 
will have labour surplus, particularly among the young and less educated who will 
be hard pressed to emigrate2. Attaining a balance in the respective regions becomes 
a serious policy challenge in the years ahead.  This brief provides a perspective on 
patterns and trends of migration in Africa by focusing on who is likely to migrate 
where and why, and provides stylized facts that may be useful for policy making. 

1  Shinn D., (2008), “African migration and the brain drain”, http://sites.google.com/site/davidhshinn/Home/african-migration-and-the-
brain-drain 

2 Koetel (2010)
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The trend in net 
migration over time 
reflects the tumultuous 
history of the continent, 
particularly that of sub-
Saharan Africa, where 
migration rates have 
fluctuated widely in 
the last three-and-a-
half decades for most 
countries

trends and patterns of african migration 
While emigration from Africa increased substantially in the last decades, 

in absolute terms the incidence of emigration or the proportion of stock 

of emigrants in the total population of the country of origin, is currently 

one of the lowest in the world, though there are marked variations across 

countries. According to recent data1, it is estimated that in 2010 the 

number of people living in countries other than their birth place was around  

215 million, of which 29 million were from Africa, which respectively is 3.2% 

and 2.9% of total population. Of the 29 million emigrants from Africa, 

about 2.3 million are recognized as being refugees displaced mainly by war, 

drought or other forms of natural disasters2. Certainly this figure suggests 

a major improvement compared with the 1990s, with 5 million refugees, 

or early 2000, when 1 out of every 5 emigrants was a refugee3. One could 

attribute the decline in the number of refugees partly to the decline in the 

frequency of coups, guerrilla insurgency, government collapse, and incipient 

unrest that could lead to major civil war, factors known to significantly 

generate a flood of refugees in Africa. 

The trend in net migration over time reflects the tumultuous history 

of the continent, particularly that of sub-Saharan Africa, where migration 

rates have fluctuated widely in the last three-and-a-half decades for most 

countries. Understandably, countries that experienced large-scale conflict and 

war contributed to the variations in the net movement of people from Africa.

A marked feature of the movement of people across Africa, 

particularly in sub-Saharan Africa, is intra-continental migration capturing 

approximately 65% of total emigration. Out of the 29 million stocks of 

emigrants from Africa in 2010, about 23% were from North Africa; the 

rest were from sub-Saharan Africa. More than 90% of the emigrants from 

North Africa headed to countries outside Africa. 

what explains cross-country variations in the pattern of 
migration in africa?
Prospects for a better life certainly constitute one of the most important 

factors behind people’s decision to migrate, but it is not sufficient. 

Ability to migrate is also an important element which introduces a 

1  For details on this data see Shimeles (2010).  Data on migration certainly is scanty, especially in the case 
of Africa.  Even though periodic household surveys have begun to appear since the 1990s, rarely were these 
survey instruments used to capture incidence of emigration, particularly international emigration, except the 
Ghana Living Standard Measurement Survey of 2005.  A comparison of emigration rate from the household 
survey for Ghana (6%) – Adams (2009) – with the data from the bilateral matrix (4.2%) indicate some close 
parallel with the former, understating slightly the migration rate

2 UNPD (2010)

3 Hatton and Williamson (2003) and Lucas (2006)
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figure 4.1: 
Intra-african 
migration and per 
capita Gdp(2006)

Source: Shimeles (2010)

threshold effect on the decision to stay or emigrate4. The pattern 

of migration by African emigrants depicted in Figure 4.1 suggests 

that people from middle income countries tend to disproportionately 

migrate to destinations outside Africa, whereas emigrants originating 

from poorer countries generally remained within the region. 

Colonial ties still play an important role in migration patterns in 

Africa, particularly with former colonies of France and Belgium. Post-

independence Africa maintained close economic, political, cultural 

and linguistic relationships with the former colonies that continue 

to this day. Particularly France, Belgium and the United Kingdom 

cultivated special relationships with their former colonies in Africa 

that included privileges for travel, study and business opportunities. 

Figure 4.2 shows that former colonisers continue to be the most 

favoured destinations for emigrants from Africa. The vertical 

axis plots the proportion of Africans who migrated to the former 

colonisers and the horizontal axis measures proportion of emigrants 

to the most favoured destination. If for all countries the two sets 

match, then the plot traces out the 45° line. We can see that for 

some countries, particularly for emigrants to France, while for most 

others the favourite destination is different from former colonisers. 

Preliminary investigation of the earliest bilateral migration matrix data 

4 See for example, HDR (2009) and Shaw (2007)
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constructed for sub-Saharan Africa5 suggests a similar pattern where 

intra-African emigration dominates in the early 1970s and trans-

African emigration tends to be towards former colonisers.

One of the hallmarks of emigration patterns in Africa is the 

tide of a relatively well-educated labour force over time. Africa has 

the highest share of skilled emigrants to OECD countries. Moreover, 

while African countries have an overall higher unemployment rate 

than the OECD average, they face a severe shortage of skilled labour.

So, what explains the growing influx of skilled African migrants 

to the West? The analysis suggests that bad governance is one of the 

major driving factors behind skilled emigration from Africa, explaining 

about 10% of the overall variation with large individual coefficients 

even after controlling for differences in per capita income levels, time 

changes and unobserved country specific effects. Improving political 

conditions and governance, and adhering to basic democratic 

principles can stem the tide of emigration by educated and skilled 

Africans. 

5 This data is due to Russel et al (1990)

figure 4.2: 
colonial link and 
emigration 
pattern in africa

Source: Shimeles (2010)
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socioeconomic characteristics of migrants in africa
Economic theory suggests that migration is used as a strategy by an individual 

or a household to maximize the present value of future welfare given labour 

market and other institutional constraints. In the context of Africa, evidence 

suggests a strong role of the household and the community in making 

a rational decision based on careful evaluation of pay offs and costs6. 

Household surveys in Burkina Faso, Ghana, Senegal and Nigeria illustrate 

important demographic and socioeconomic characteristics of households in 

affecting migration decisions, which are summarized below:

Migration in Africa is predominantly a risk diversification strategy. In 

all cases considered, the higher the size of the household, the higher is 

the probability of having either an internal or international migrant. This is 

consistent with early studies and illustrates how households in Africa use 

migration as a coping strategy in a risky environment. 

In some cases, education and wealth of the household are positively 

correlated with the probability of migration. Access to better information 

as well as sufficient resources to finance overseas trips play an important 

role in the rate of emigration in Africa. Poorer households tend to have a 

low probability of having an internal/international migrant. Poverty at the 

household level per se, as one might expect, is not clearly associated with 

the decision to emigrate.

Networks play an important role in facilitating migration. Migration 

flows tend to be distinctly concentrated in some geographic areas and 

among certain ethnic groups, suggesting an important role of networks 

and solidarity in facilitating migration. 

Migration often leads to occupational change and improvement of 

skill of migrants. Evidence from household surveys indicates that migration 

helped change occupations for the bulk of emigrants, often from agriculture 

to services or industry. Most migrants tend to acquire a higher level of 

education following migration. 

6 See for example Bigsten (1994) and Hoddinott (1993) for illustration on Kenya
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conclusions: policy challenges and the way forward
Migration in Africa is part and parcel of the broader agenda for economic 

integration, and fostering of intra-African trade and investment. The policy 

challenge often raised with respect to migration is whether it is possible 

to attain optimal welfare gains (in terms of both efficiency and equity 

considerations) for all involved. The empirical literature generally provides 

a favourable view of migration as it positively affects the economy of 

country of origin through flow of remittances and in some cases skills and 

knowledge, and the country of destination by maintaining stable labour 

market conditions that are necessary for growth. 

In the case of Africa, particularly sub-Saharan Africa, the bulk of 

emigration is south-south, often across borders, which in some ways can be 

regarded as an extension of the pattern of internal migration. It is not known 

to what extent such a pattern of migration has affected the economies 

of the countries of origin as well as destination7. Migration episodes that 

responded to incentives for economic opportunities generally are part of 

the working of market forces in bridging excess demand in factor or goods 

markets thus allowing efficient allocation of resources and fostering greater 

economic integration. 

It is plausible to expect that south-south migration is followed by 

increased trade flows and adjustment of labour markets in both sending and 

destination countries, which both play a crucial role in promoting growth 

and ensuring employment8. The more formal and institutionalized flows of 

migration become, the greater economic integration and its benefits will 

be. Potential business opportunities include emergence of diaspora bonds 

to finance public investment programmes; increased volume of electronic 

money transfer; and expanding rail, road and air traffic that could help the 

regional economy substantially. Evidently, the full benefits of such mobility 

of labour can be realised only if concerned national governments are able to 

jointly manage and co-ordinate the flow of migrants and protect their basic 

rights, including access to employment and entrepreneurship. There are 

incidents of extortion, abuse and exploitation of migrants bound to other 

parts of Africa as both legal and illegal migration become commercialized9.  

The inefficiencies in the financial system inhibit the flow of remittances, 

thus reducing their potential impact on household welfare. There are also a 

wide range of issues on property rights, licensing of businesses and transfer 

7 See also Shaw (2007)

8 A recent World Bank (2010b) report suggests that in the Southern Africa region, generally wage rates follow 
that of South Africa with a lag. Certainly the degree of adjustment is higher for economies that are closely 
integrated with South Africa

9 See Lucas (2006) and Shaw (2007)

Greater economic 
integration helps 

to stem the flow of 
migration and limits its 

size and composition 
to what is allowed by 

economic fundamentals
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of funds that African governments have not harmonized to encourage 

immigrants to engage in investment activities. Greater economic integration 

helps to stem the flow of migration and limits its size and composition 

to what is allowed by economic fundamentals. Regional economic unions 

such as Comesa, Ecowas, EEC, SACU and SADC, have been around for 

the greater part of post-independence Africa and yet their potential in 

managing migration flows is still not fully exploited. 
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Improving access to financial services can contribute to transforming peoples’ lives 
in developing countries. However, the majority of the ordinary people in these 
countries still have limited access to these services: an estimated 2.7 billion people in 
developing countries have no access to financial services, while over a billion people 
in Africa, Latin America and Asia do not have bank accounts but do have mobile 
phones. This number is set to reach 1.7 billion by 20121.

In Africa, the majority of the population has no access to banking services, 
with only 20% of African families having bank accounts2. For instance, in 2007, 
only about 30% of households in Kenya had bank accounts; and Benin, with a 
population of 7 million, had only 35 bank branches in 20063. The limited access 
to financial services in Africa stems particularly from deficient infrastructure, 
physical-geographical isolation or inaccessibility, and financial illiteracy, all of which 
culminate in exceedingly high costs in providing banking services. Ethiopia, Uganda 
and Tanzania for instance, each have less than one bank branch per 100 000 people 
compared to 100 in Spain. This ratio, however, shows a high disparity across the 
continent, with Namibia having more than four, Zimbabwe more than three and 
Botswana nearly four bank branches per 100 000 people.

Sub-Saharan Africa has the lowest deposit institution penetration in the world 
standing at an average of 16.6% compared to 63.5% in developing countries4. This 
level of penetration gives 166 banks per 1 000 adults for the sub-Saharan Africa 
region. Most of these deposits in sub-Saharan Africa are held in commercial banks, 
with a few exceptions, such as in Niger, Burkina Faso, Cote d’Ivoire and Benin, which 
have more deposits in microfinance institutions (MFIs), and Burundi, which has 
co-operatives and credit unions. Even Africans with bank accounts often face high 
charges for moving their cash around because of high transactions costs. It is this 

1  Efam Dovi, (2008), “Boosting Domestic Savings in Africa”, Vol. 22, No. 3, “To invest more, countries must tap assets now outside the 
banks”, www.un.org/ecosocdev/geninfo/afrec

2 Same as footnote 1

3  Mwangi Kimenyi and Njuguna Ndungu, (October 2009), “Expanding the Financial Services Frontier: Lessons From Mobile Phone 
Banking in Kenya”, Brookings, www.brookings.edu/media

4 Financial Access 2010, SSA Factsheet, CGAP-World Bank, www.cgap.org/financialindicators
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gap in the financial services market that is creating a unique niche 
for mobile phone banking to develop on the continent, enabling a 
growing number of people to access financial services for the first 
time. As such, new technology-based financial services, such as 
mobile phone banking or the use of smartcards, have the potential 
to transform people’s access to finance. 

In the past 30 years, three products that are seen to have had 
the most impact on the world are in the ICT sector: the internet, 
PCs and mobile phones. Of these, the mobile phone has the highest 
penetration in developing countries. The annual growth rates of 
mobile phone penetration in the developing world has ranged 
between 30% and 50% or higher, and penetration has been rapidly 
increasing5. Even in Africa, mobile phone penetration has exploded 
since 2000 (see Figure 5.1). Most of the operators in this market are 
local firms. In 1998, there were less than 2 million mobile phone 
users in Africa. The number has grown to over 400 million in 20096. 
The average growth is around 2 000% over a decade and there is 
still potential for further growth.

However, the mobile telephony industry faces a number of 
challenges. Penetration rates (mobile subscriptions per 100 people) 
vary from under 10% in Ethiopia to nearly 100% in Gabon, with 
an average of about 33% for the whole continent7. Yet the mobile 
phone revolution continues to leave large parts of the continent 
behind. While countries like South Africa (88%) and much of 
North Africa (e.g.: Algeria 81%) are approaching 100% mobile 
penetration, in Ethiopia, Burundi, the Central African Republic, 
Eritrea and Rwanda it is less than 7%. Low incomes, illiteracy and 
“large signal black spots” are key obstacles to the sale and use of 
mobile phones. These obstacles are further aggravated by high 
taxes, which in some countries such as Tanzania and Uganda can be 
as high as 30% of overall charges.

5 Jerry Hausman, ibid

6  www.worldbank.org/connectafrica

7  Sebastiana Etzo and Guy Collender, “The mobile phone ‘revolution’ in Africa: Rhetoric or reality?”,  
http://afraf.oxfordjournals.org/content/109/437/659.extract
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figure 5.1: 
africa – mobile 
telephone 
subscriptions 
(thousands)

Source: International Telecommunication Union, World Telecommunication/ICT Indicators Database 2010, 14th Ed
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mobile Banking and access to finance in africa
Banks are recognizing the potential of reaching millions of prospective 

customers, especially the rural population, which accounts for more than 

60% of Africa’s total population and has no access to banking services. The 

rural commercial bank branch network is still significantly underdeveloped 

(see Table 5.1). However, since more than 50% of the adult population in 

Africa has access to mobile telephones, mobile banking could enable the 

rural population to have access to financial services, as demonstrated in 

Kenya. Therefore, the role of mobile banking and its use in providing access 

is not only to financial services but also to micro financial institutions, which 

in particular are gaining importance because of their potential contribution 

to poverty reduction in Africa. 

number of branches in rural area*

 country 2004 2009 Growth (2004-2009) (%)

algeria 28 128 357.1

angola 0 0 …

botswana 276 350 26.8

cameroon 20 24 20

chad 2 2 0

comoros 50 92 84

equatorial Guinea 0 0 …

ethiopia 32 2662 8218.8

Gabon 5 8 60

kenya 1133 2056 81.5

lesotho 0 10 …

libya 359 389 8.4

madagascar 860 1166 35.6

mauritania n.a 1 n.a

mauritius 186 268 44.1

mozambique 394 90 -77.2

namibia 0 0 …

rwanda 19 556 2826.3

seychelles 20 22 10

sierra leone 12 31 158.3

swaziland 45 0 -100

tanzania 12 46 283.3

uganda 287 416 44.9

Source: WDI 2010, CGAP Report data 2010
*Number of bank branches in rural area = Total number of branches in country – number of branches in urban area

table 5.1: 
Bank presence in 
rural areas in africa
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The role of mobile 
banking and its use in 
providing access is not 
only to financial services 
but also to micro 
financial institutions, 
which in particular are 
gaining importance 
because of their 
potential contribution 
to poverty reduction in 
Africa

The cost of formal banking in Africa is high; in some countries the 

minimum deposit can be as high as 50% of per capita GDP. In addition, 

internet and broadband subscription are still low (see Table 5.2), making 

internet banking out of reach of most of the population. In this regard, 

mobile banking can be used to provide financial services to the unbanked.

Financial institutions and mobile phone service providers are 

introducing resourceful methods of bringing these unserved populations 

into the formal economy using mobile phones. For the banks, the main 

advantages of the mobile phone lie in its capabilities to reach everywhere, 

while at the same time reducing the costs of financial transactions. Further, 

mobile banking has a number of advantages over traditional banking 

methods as it breaks down geographical constraints and offers other 

elements such as immediacy, security and efficiency. 

m-pesa in kenya: an example of an m-Banking success
story in africa
Banking services in Kenya are largely restricted to urban populations and 

only 19% of the adult population has access to a formal bank account1. 

Cellular operators are providing banking services in the country with M-PESA 

and M-KESHO by Safaricom and Airtel Money service (formerly called ZAP 

and started by Zain). Mobile telephony subscribers in the country, which 

stood at 4.5 million in 2005, grew to 12.9 million in 2008 and 17.4 million 

in 20092. This figure is estimated to be more than 20 million in 2010. The 

mobile telephony capacity has also increased from 6.8 million in 2005 to 

29.0 million in 20093.

The M-PESA mobile money transfer service, which was launched in 

2007 with 900 000 subscribers4, now has about 12 million customers (2010), 

an increase of over 1.2 million percent. The number of clients of M-PESA 

grew by 61% to 11.89 million in July 2010, which is about 30% of Kenya’s 

population, from 7.38 million in July 20095. This is an impressive growth 

of the clientele base and is also very high when compared to the current  

4.5 million customers of the existing financial institutions in Kenya6. There 

were 19 500 agents at the end of July 2010 compared to 1 200 in 2007.

1   Ignacio Mas and Dan Radcliffe, Bill and Melinda Gates Foundation, (March 2010), “Mobile payments go 
viral: M-PESA in Kenya”

2 Kenya, Economic Survey 2010

3  Kenya, Economic Survey 2010

4    Omwasa, T., (2009), M-PESA: “Progress and prospects, innovations case discussions”, http://www.
strathmore.edu/pdf/innov-gsma-omwansa.pdf

5  In July 2010 alone, about 1.7 million new M-PESA subscriptions in Kenya were recorded

6   Bill and Melinda Gates Foundation, Global Development Program, (November 2010), “Financial services for 
the poor: strategic overview”, www.gatesfoundation/financialservicesforthepoor



56 t el l InG a f r Ic a’s de v el op men t s t or y: vol ume 2

country number of depositors  
per 1 000*

mobile phone subscribers 
(per 1 000 people)

telephone mainlines  
(per 1 000 people)

broadband subscribers 
(per 1 000 people)

algeria

angola 111 283 5 1

botswana 883 612 73 2

cameroon 49 245 10

central african republic 2 30

chad 6 85

comoros 376 64

djibouti 49

equatorial Guinea 46 343

ethiopia 121 15 11 0

Gabon 53 822 19 1

Ghana 522 332 16 1

kenya 331 302 7 0

lesotho 286 227

madagascar 81 119 7 0

mauritius 2104 737 286 49

morocco 801 649 78 15

namibia 228 385 66 0

rwanda 162 67 2 0

sao tome and Principe 234 190 48 2

seychelles 794 909 267 41

sierra leone 36 143

south africa 1065 884 95 8

swaziland 574 330

tanzania 182 202 4

uganda 145 137 5 0

table 5.2: 
access to Banking services, 
mobile phone and Ict, 2007 

Source: WDI 2010, CGAP Report data 2010
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M-PESA has evolved with time and now organizations are able to pay 

employee salaries using the bulk payment function while mobile phone users 

are able to transfer money and pay for their utility bills using the service. 

The number of M-PESA monthly transactions increased by 4 627 percent 

from 0.35 million in July 2007 to 16.75 million in July 2009, amounting to a 

monthly value of US$14.2 million in July 2007 and US$536.6 million in July 

20097. At the end of July 2010, the service had transferred KES525.84 billion 

(about US$6.62 billion) since its inception in 2007 and the monthly average 

amount of money moved through the system had increased by 30%. While 

the amounts of cash being transferred are often small, the sheer volume of 

business results in large overall movement of funds in the network. As at 

January 2010, cash deposits and withdrawal transactions at M-PESA outlets 

amounted to US$650 million per month while the average transaction was 

only about US$338. 

M-PESA financial services have low value and high volume, and are 

generating both significant returns and job opportunities. The services 

attract a minimum cost of about US$0.46 (KES35) per transaction9. On 

average, transaction costs of banks in Kenya are high, US$1 to US$3 

compared to M-PESA’s US$0.12 to US$0.15, which translates into lower costs 

for M-PESA clients10. The value of M-PESA transactions was about 0.17% 

of commercial bank deposits in July 2007, increasing to 4.36% in 200911. 

The growth of mobile banking in Kenya, and in particular M-PESA financial 

services technological innovation, has been supported by a conducive policy 

environment and the appropriate oversight by the Central Bank of Kenya.

Banks have seen the value of linking formal account holders to mobile 

banking in Kenya. In October 2010, Safaricom and Barclays Bank of Kenya 

signed a partnership which allows Barclays account holders to deposit 

into and withdraw from their M-PESA accounts. The M-PESA agents who 

bank with Barclays Bank will also be able to purchase e-float for their daily 

operations. This is the eighth bank, after Family Bank and Kenya Commercial 

Bank, among others, to partner with M-PESA either as an agent or a super 

agent, denoting the growing co-operation between mobile money services 

and mainstream banks.

7   Mwangi Kimenyi and Njuguna Ndungu, (October 2009), “Expanding the financial services frontier: lessons 
from mobile phone banking in Kenya”, Brookings, www.brookings.edu/media

8   Ignacio Mas and Dan Radcliffe, Bill and Melinda Gates Foundation, (March 2010), “Mobile payments go 
viral: M-PESA in Kenya”

9   Mwangi Kimenyi and Njuguna Ndungu, (October 2009), ibid

10  Bill and Melinda Gates Foundation, Global Development Program, (November 2010), ibid

11   Mwangi Kimenyi and Njuguna Ndungu, (October 2009), ibid
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Other services that have been introduced include the M-PESA 

International Money Transfer Product (IMT), which provides financial 

services between Kenya and the UK, and M-KESHO accounts, set up in 

partnership between the local companies, Equity Bank and Safaricom. 

M-KESHO accounts, like M-PESA, have no account opening fees, minimum 

balances and monthly charges. M-KESHO accounts earn interest and have 

no limit on account balances. Other features of the account include micro 

credit facilities (emergency credit availed through M-PESA), micro insurance 

facilities as well as a personal accident cover that translates into a full cover 

after 1 year. M-KESHO clients can open accounts at either Equity Bank 

branches or at a subset of some 5 000 M-PESA agents at which Equity Bank 

will place a bank representative, and transact at any of the 17 000 M-PESA 

retail outlets. 

The Central Bank of Kenya has been instrumental in setting up a 

supportive regulatory environment for m-banking. In April 2010, the central 

bank issued new agent banking regulations, which for the first time allowed 

banks to engage a wide range of retail outlets for transaction handling 

and product promotion. This paved the way for banks to begin using the 

M-PESA platform and associated network of M-PESA outlets as a channel.

challenges, lessons and opportunities 
The high growth and penetration rates of mobile telephony that are 

transforming mobile phones into banks in pockets of Africa are providing 

challenges and opportunities for countries on the continent to increase 

affordable and cost effective means of bringing on board the large numbers 

of the population that have been excluded from formal financial services for 

decades. Such a transformation is of interest not only for banks and MFIs 

but also for governments and financial regulators as well as development 

partners who are providing support to improve the livelihood of African 

people through poverty reduction and sustained economic growth.

Given the successful stories in Kenya and South Africa, m-banking 

services are likely to reduce by more than half the number of the unbanked 

African population, create jobs and support the growth of SMEs in the 

near term, if the trend is sustained and adopted in a number of African 

countries. Service providers like Vodacom, Zain and MTN, which have wide 

continental coverage, could be instrumental in pushing this agenda forward. 

Successful adoption of, for instance, Safaricom M-PESA and M-KESHO, and 

The mobile phone is 
becoming much more 

than a phone to the 
poor and the unbanked 

populations of Africa
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MTN MobileMoney models, by other service providers in Africa would also 

provide other benefits, such as:

•  Improved domestic savings through expansion of financial services to 

the poor and rural populations;

•  Increased money transfers from the diaspora at low costs – e.g., 

M-PESA IMT;

•  Reduced financial transactions costs, leading to lowering costs of doing 

business that will benefit SMEs and overall private sector development; 

and

•  Increased government revenues as a result increased corporate 

revenues from booming m-banking, improved corporate earnings, etc.

The mobile phone is becoming much more than a phone to the poor 

and the unbanked populations of Africa. It is transforming people’s handsets 

into “banks” in their hands or pockets. Although there are challenges 

that a number of people are encountering in terms of high costs and low 

penetration of mobile phones, these can be addressed by the authorities 

through policy reforms and scaling up investment in the ICT sector. The 

lessons from the cases of Kenya and South Africa clearly demonstrate 

that there are colossal opportunities for private investment in the sector, 

which will increase access to financial services to the majority of African 

populations through expanded mobile phone banking services. 

Partnership between banks, financial institutions, MFIs and mobile 

industry players should be sought out and encouraged. In order to sustain 

the growth of these success stories in these countries and the rest of Africa, 

there is a need to support a single integrated framework (between financial 

institutions and the mobile industry) to cut costs to provide consumers with 

the convenience of banking from home, the farm or other removed areas. 

MFIs should upgrade their technology to be able to adopt emerging mobile 

banking technology and should seek solutions that are user-friendly and 

easy to implement. Increased access to mobile phones by unbanked Africans 

would be the most cost-effective and economically efficient method of 

providing financial services to a wide segment of the African population in 

the very near future. 

  

 

MFIs should upgrade 
their technology to be 
able to adopt emerging 
mobile banking 
technology and should 
seek solutions that are 
user-friendly and easy  
to implement  
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PrePared by shimeles abebe

Remittance inflows to Africa, estimated to be about US$37 billion in 2010, have 
overtaken official development assistance (ODA) and foreign direct investment (FDI) 
as sources of external finance (see Figure 6.1). Certainly, there have been relative 
improvements in the flow of net FDI and ODA since 2000. However, both are still 
lower than their level in 1995. On the other hand, remittances by migrants from 
Africa increased steadily from 2.2% of GDP in 1995 to about 3% of GDP in 2008. 

An underlying recent feature of FDI and ODA is that they are both subject to 
a high degree of uncertainty, thus limiting the much-needed degrees of freedom 
to policy makers in making investment plans. The coefficient of variation of FDI and 
ODA during the period 1995 to 2009 was respectively more than five- and three-
fold compared to remittances.

In addition to predictability of aid, its allocation and utilisation are also 
important areas of concern. A comparison of optimal aid allocation versus actual 
flow of aid for selected African countries suggest that only 20% of global aid 
allocated to Africa is consistent with the objective of promoting growth and 
poverty reduction (see Figure 6.2). If global aid was reallocated in such a way that 
donors’ ultimate objective was to promote growth by supporting countries that 
used aid effectively for development, then existing aid would be sufficient to reach 
goal one of the MDGs. There is thus a substantial leakage and wastage in the 
delivery, allocation, and utilisation of aid for development.
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figure 6.1:  
net flow of 
oda, fdI and 
remittances in 
africa: 1995-2009

Source: Author’s computation using AfDB data

figure 6.2: 
optimal 
(simulated) aid 
vs actual aid 
allocation in 
selected african 
countries

Shimeles (2010)
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Innovative finance for sustained and strong Growth in 
africa 
For reasons of efficiency and predictability of development financing, Africa 

needs to exploit the potential for various forms of innovative finance to 

accelerate and sustain growth. In this context, remittances deserve serious 

attention from policy makers and development practitioners.

mobilization of remittances
Non-traditional sources of finance, such as remittances, have 

grown in importance in the last decade in many African countries. 

In 2010, Nigeria received close to US$10 billion in remittances, 

ranking first in Africa, followed by Egypt (US$7.7 billion) and Morocco  

(US$6.4 billion). The whole continent is estimated to have received 

close to US$37 billion net remittance inflows in 2010. In terms of their 

impact on the economy, remittances made up more than 5% of GDP 

in at least 12 African countries in 2009 (see Figure 6.3). For countries 

such as Lesotho (24%) and Togo (10%), remittances represent a 

lifeline contributing to smoothing household consumption, boosting 

foreign exchange reserves, and financing domestic investment1. 

Certainly these figures are understated as a result of the 

prevalence of unofficial remittance inflows in most countries in 

Africa. Barriers include hefty transaction costs and concern about 

the transparency of banks where large transfers are involved. Studies 

show that while remittances in general are cost inelastic, often sent 

to rescue families under financial stress, still considerable gains can be 

expected if international norms for interbank transfers are gradually 

implemented across Africa. Existing studies show that the average cost 

of remitting money from London to Lagos is around 14%. It is even 

more costly to remit money within the continent. For instance, the 

cost of sending money from Cotonou to Lagos is estimated at 17%. 

Perhaps it is more in other less developed regions of the continent. 

In addition, improved systems of regulation and transparency could 

encourage transfer of large funds for different purposes, including 

investment, retirement benefits or others2. 

It is also important to note that remittances in recent years 

generally have competed very closely with official development 

assistance, setting a different trend in the sources of external 

1 Figures provided by World Bank (2011) 

2 Ratha et al (2008)

It is also important 
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figure 6.4: 
oda flows in current 
millions of us$ to 
africa  
(net disbursements)

figure 6.3: 
remittances in 
selected african 
countries in 2009 
(% of Gdp)

Source: Author’s computations based on Migration and Remittances Fact Book 2011
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Weak financial sector 
development, inadequate 
working relationships and 
experience in international 
banking, and low capacity 
to enforce contracts 
and protect creditors, 
all contribute to the 
difficulty of implementing 
a complex instrument like 
securitisation of future 
flows

resources for African countries. The crisis caused a decline in 

ODA flows to African countries by almost 50% in 2009 while 

remittances remained resilient (see Figure 6.4). In absolute terms, 

remittances actually continued to rise. There is therefore every 

reason for African countries to target seriously the mobilization 

of remittances for development purposes. 

securitisation of future receivables
One of the innovative ways to capitalize on remittances as well as 

future receivables such as export revenues and tourism receipts is 

securitisation. This will help countries in Africa access international 

capital markets, reduce convertibility risk, and obtain investment-

grade ratings. Securitisation is a transaction that involves a 

potential borrower pledging future hard currency receivables as 

collateral to a special purpose entity that issues the debt3. The 

flow of foreign currency from remittances and other sources (oil 

revenues, airline ticket receivables, etc) are used to service the 

debt. Because remittances have become increasingly large and 

predictable, the benefit of securitising them is substantial. The 

securitisation potential for key receivables is estimated around 

US$17 billion a year, of which close to US$2 billion can be raised 

from future flow of remittances4. 

The securitisation of future revenues is not new in Africa. 

The African Export-Import Bank (Afreximbank) facilitated a 

number of future flow securitisations. It arranged for Ghana to 

borrow US$40 million in favour of a development bank where 

the loan was backed by Western Union remittance receivables. In 

Nigeria, Afreximbank facilitated a loan of US$50 million against a 

flow of remittances through Moneygram. 

The potential of securitisation in low income African 

countries is unexploited for a number of reasons. Weak financial 

sector development, inadequate working relationships and 

experience in international banking, and low capacity to enforce 

contracts and protect creditors, all contribute to the difficulty of 

implementing a complex instrument like securitisation of future 

3 This paragraph draws heavily from Ketakar and Ratha (2009)

4 The discussion in this and the following paragraph draws from Ratha et al (2008)
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flows. But, given the urgent need to scale up development finance on 

the continent, it is important to bank on innovative debt instruments. 

diaspora bonds
Diaspora bonds are debt instruments issued by a homeland 

government to raise capital mainly from the diaspora as an alternative 

to borrowing from the international capital market or multilateral 

financial institutions or making bilateral loans from governments. The 

practice of the diaspora bond goes back to the early 1930s Japan 

and China, and continues into the present day with the State of 

Israel Bond standing out as a unique example which mobilized close 

to US$25 billion over the last 30 years5. The Resurgent India Bond 

issued right after the sanction the country faced following its test of 

a nuclear bomb raised close to US$11 billion from the diaspora. 

Africa has little experience in tapping into the wealth and savings 

of the diaspora to finance much-needed development projects. The 

closest a country has come to raising significant capital through a 

diaspora bond is Ethiopia’s recent attempt to finance its ambitious 

hydro-electric power generation project. The bond, aptly called 

Millennium Bond, was issued by the country’s power authority and 

underwritten by the National Bank of Ethiopia. Three types of bonds 

were issued according to their maturity date – 5, 7, and 10 years – 

each bearing an interest rate of 4%, 4.5% and 5%, respectively. The 

effort is certainly commendable especially given the country’s recent 

5 See Chander (2001)

table 6.1: 
potential market for 
diaspora Bonds

country diaspora stock (‘000) Potential diaspora saving (us$ billion)

south africa 713 2.9

nigeria 837 2.8

kenya 427 1.7

Ghana 907 1.7

ethiopia 446 1.6

total sub-saharan africa 15,854 28.5

Source: Ratha et al (2008)
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resurgence in growth, which requires adequate stable financing to 

support the growth momentum in the medium term. 

Diaspora bonds certainly have a huge promise for Africa (see 

Table 6.1). Currently, it is estimated that close to 16 million migrants 

from Africa live in Middle East and OECD countries. Given assumptions 

about labour market participation (employment rate) and earnings, 

it is estimated that migrants from Africa could potentially save 

approximately US$10 billion annually, which under the right conditions 

could be invested in diaspora bonds. This figure would be much higher 

if concerted effort was made to appeal to the 140 million-strong 

African diaspora who currently live in the Western Hemisphere. 

Diaspora bonds are generally cheaper as the motives for 

purchasing such bonds are not entirely for purposes of profit. The keen 

desire to be involved in the development of the home country is the 

key motive for the members of the diaspora to acquire such bonds.

conclusions
Africa’s financing gap to achieve strong and sustained growth is astronomical, 

and cannot be met only through traditional sources such as ODA and FDI. 

Particularly starved of finance is the private sector. The contribution of 

small scale businesses and informal sector operators in Africa for national 

development has received recognition in recent years. Surveys show that 

costs of finance in general and lack of access to finance in particular for 

small scale and informal sector operators is the highest in Africa6. Removing 

this constraint will certainly help attain strong, sustained and shared growth 

in the years ahead. 

The potential for non-traditional, innovative sources of development 

finance for Africa is impressive. In 2010, remittances are expected to 

overtake ODA flows by a significant amount and are also projected to 

increase steadily. Other sources of innovative finance such as securitisation 

of future receivables, diaspora bonds and others could bring in an additional 

US$15 billion to US$20 billion a year. But there is much work to do so that 

the potential of innovative sources of finance can be realized. 

Factors that generally allow for the flourishing of informal channels for 

the transfer of remittances need to be identified and dealt with adequately. 

Often, high fees charged by official money transfer agencies force migrants 

6 Aig-Imoukhuede (2010) reports that more than 65% of companies in Africa reported that cost of finance 
was a major constraint to growth and about 45% said that access to finance was key for their development. 
Shimeles (2006) reported that informal sector operators in Ethiopia considered access to finance a major 
bottleneck for their growth
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to seek alternative means of money transfer. Some studies report that a 

1% decline in the cost of remitting money could increase the volume of 

remittances by about 0.22. Greater transparency and flexibility by local 

banks can also help increase the volume of remittances and encourage 

migrants to engage in investment activities. Securitisation of future flow 

of remittances adds substantial capacity for national governments to 

raise capital cheaply from the international market to finance important 

development projects. Africa is expected to gain an additional US$2 billion 

annually from such an instrument. 

Diaspora bonds are proven means of raising cheap and long-term 

finance from migrants interested in the development of their home countries. 

Africa has a substantial migrant population living in high income countries. 

Currently, there are 16 million migrants with some form of attachment to 

the countries of origin. Close to 140 million people with African descent 

also live in the Western Hemisphere, who may not, however, be able to 

trace a specific country of origin but who are deeply interested in the 

development of Africa. Devising appropriate diaspora bonds that respond 

to the sentiments of the migrant community could raise billions for purposes 

of development. 

To tap the potential of remittances, it is necessary to address key 

impediments, notably: weak and non-transparent legal systems for the 

enforcement of contracts, lack of competent financial institutions that can 

facilitate the marketing of such financial instruments, general mistrust of 

local institutions to honour their obligations, lack of clarity on rules that 

govern diaspora bonds in the host country, and poor communication with 

diaspora networks, which are crucial in reducing investor risk arising from 

information asymmetry. 
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Africa’s underdeveloped infrastructure has been a major obstacle to the continent’s 
development and its efforts to achieve a strong, sustained and – in rural and 
marginalized areas – also shared growth (see Figure 7.1). Africa, especially sub-
Saharan Africa (SSA), ranks consistently at the bottom of developing regions in 
access to infrastructure services (see Table 7.1). According to Africa Infrastructure 
Country Diagnostic (AICD) estimates, Africa’s total infrastructure financing needs 
amounted to US$93 billion a year in 2008, with only US$45 billion financed. Even if 
all inefficiencies, such as incompetent management, and poorly targeted subsidies 
or tariffs, were eliminated, a US$31 billion a year gap would remain. Closing it will 
require innovative financing resources. This is especially important as investment in 
most African countries, other than several middle income countries such as South 
Africa and Mauritius, is perceived as “high risk”. Furthermore, financing should 
adhere to debt sustainability criteria and where possible be also “climate proof”. 
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figure 7.1. 
cost of Getting 
electricity and Gdp 
per capita, 2009 1*

Source: Authors’ calculations based on the African Development Bank database, Doing Business database and 
IMF WEO. *Cost required for a business to get a permanent electricity connection for a newly constructed warehouse, 

expressed in % of income per capita. Correlation coefficient is -0.85 at 1% significance level. 

table 7.1. 
sub-saharan africa’s 
Infrastructure deficit

Source: Yepes et al. (2008).  *km/1000km2 (2001). **subscribers per 1 000 people (2004). ***MW per 
1 million people (2003). ****Percent of households with access (2002-2004).
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unlocking potential of Innovative financing sources
In the past, traditional partners and the public sector predominated in 

infrastructure financing in Africa. Among the various infrastructure sectors 

(e.g.: energy, transport, water supply and ICT), the role of the public sector 

is most prominent in water and sanitation and transport, where it accounted 

for about 90% of investment in 2007 (Biau et al., 2008). Most private 

investment has been in the information and telecommunication sector, 

which received 87% of all investment commitments in 2008 (OECD, 2010). 

Confining infrastructure development in African low income countries 

(LICs) to mostly public financing sources has left their infrastructure needs 

unaddressed. The vast infrastructure gap has limited their growth potential 

and in some cases also impeded achieving the Millennium Development 

Goals. Nevertheless, the landscape of infrastructure financing in Africa 

has changed in recent years. Recognizing the infrastructure gap as an 

opportunity, both domestic private investors and emerging partners scaled 

up their investment in Africa’s infrastructure. 

The increased private sector role in Africa’s infrastructure has been 

accompanied by changes in the lending and policy facilities of international 

financial institutions (IFIs). The African Development Bank, for example, 

adapted its lending facilities to LICs to account for these new developments. 

The new framework allows for non-concessional borrowing by countries 

with solid debt indicators and debt management capacity – provided such 

borrowing does not jeopardize fiscal and external debt sustainability. 

Going forward, a mix of sources – and increasingly private and 

innovative ones – will be needed to close the infrastructure gap in Africa. 

There is no “one size fits all” solution. The “right” mix will depend on 

a number of factors, including financial development, indebtedness, the 

business environment and preferences in each country (see Box 7.1 for an 

example of the innovative ways used in Nigeria).

expanding scope of public-private partnerships
In the past decade, public-private partnerships (PPPs) have emerged as 

financial instruments for infrastructure investments in Africa. PPPs are 

contractual arrangements that allow for private sector involvement in 

the supply of infrastructure assets and services. PPP modalities include 

management contracts, leasing, investment concessions, divestiture, 

de-monopolization and new entry and build-operate-transfer (AfDB, 

1999). While not innovative as such, PPPs bring innovative private 

funds to infrastructure. At their best, they ease budget constraints and 

raise efficiency by leveraging private sector management expertise 

and innovation. 



74 t el l InG a f r Ic a’s de v el op men t s t or y: vol ume 2

 

Box 7.1. Innovative Financing of Nigeria’s Infrastructure: Experiences and Options
Both the Nigerian government and the private sector have recognized that closing the enormous 
infrastructure gap – estimated at US$15 billion a year for the next 6 years – that hampers 
the country’s social and economic development cannot be left to the public sector alone.  With 
ODA financing from traditional donors constrained after the crisis, poorly functioning sub-
national government expenditure programmes, limited fiscal revenue raising capacity and weak 
implementation of projects by the public sector, participation of the private sector is needed 
not only for financing, but also for efficiency and transparency reasons. 

According to some Nigerian commercial banks, the following methods can be used to 
close the infrastructure gap: private equity; project-based finance; asset-backed finance, 
privatization, public-private partnerships (PPPs), bond issues and, of course, private capital 
inflows.  In the autumn of 2010, the sovereign wealth fund (SWF) – financed with oil revenues 
and partly earmarked for infrastructure spending – has emerged as an option that the 
government intends to pursue.  Recently, the Central Bank of Nigeria announced its plans to 
finance the power sector and other critical infrastructural projects through pension funds.  

Since the credit available to African countries including Nigeria is more limited after the 
crisis because of higher perceived risks, capacity to prepare bankable proposals is crucial for 
success in competition for scarce funds.  Moreover, the government has adopted measures to 
incentivize the private sector in infrastructure financing, also through establishing an adequate 
and transparent legal framework.  Specifically, in recent years the Infrastructure Concession 
Regulatory Commission (ICRC) was established to regulate and identify potential PPP projects in 
the infrastructure sector and set guidelines and processes that would promote PPPs as a tool 
for infrastructure financing. 

ICRC’s enabling role is crucial given the limited awareness of PPPs in Nigeria.  A 
particularly notable PPP project that the ICRC facilitated was the contract for the rehabilitation 
and upgrade of the Lekki-Epe Expressway (an approximately 50km-long road in one of the 
fastest growing residential and commercial areas in Lagos).  The public funding was provided by 
the Lagos state government; the African Development Bank put in US$85 million of 15-year debt.  
Among the private sector financiers, the largest share (with 15-year maturity) was covered by 
Standard Bank Plc, which also acted as a financial adviser.  This project was the largest PPP deal 
reached in Nigeria by the end of 2010 and was also the first PPP for a toll road in West Africa.

Source: Zenith Bank (2008), and the authors’ discussions with the Nigerian authorities, the ICRC staff 
and private sector representatives during the December 2010 mission to Abuja
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PPPs are not yet common across the continent, even though 

in recent years African governments have increasingly used them 

for financing infrastructure. For example, the largest ongoing 

South African transport project – the Gautrain – was structured 

as a PPP (Deloitte, 2010). Examples of good practices emerged 

also at the municipal level. The Nelspruit Water and Sanitation 

Concession in South Africa helped raise access to water for 

households in Mmobela Municipality from 55% in 1999 to 94% 

in 2010 (Brenden and Gibson, 2010).

Country experiences point to several preconditions for 

successful financing or executing of PPP projects, such as an 

adequate institutional framework (e.g.: political commitment and 

effective governance) and a transparent legislative and regulatory 

framework. Projects’ ability to stay financially viable depends on 

the stability of the regulatory regime beyond its implementation. 

Instability impedes attracting high quality and irreversible 

investment. Adequate risk and reward sharing between the 

government and the private sector is also critical for establishing 

effective PPPs. Pricing of infrastructure services in particular 

requires careful attention, given its impact on affordability of new 

services on one hand, and bankability of new investments on 

another. In addition, the need for imported technology – which 

often lacks local service providers – presents technology risk 

that requires the development of local technical production sites 

and service centres, alongside a secure and affordable supply of 

operating inputs.

Many African governments still lack skills needed for the 

successful implementation of PPPs (see Box 7.2). In particular, 

sector ministries and sub-sovereign entities often do not have 

adequate investment, financial planning and co-ordination 

capacity. Experiences of countries that established well-

functioning PPP units in their Ministries of Finance (e.g.: Senegal, 

Kenya, and South Africa) point to the positive effects of such 

units as effective PPP enablers. Developing a comprehensive and 

transparent list of contingent liabilities, such as implicit and explicit 

government debt guarantees, is key for a realistic assessment of 

fiscal risks stemming from PPPs. 
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Box 7.2: Capacity Building for PPPs in Infrastructure in Nigeria
The Nigerian government has resorted to more extensive use of PPPs to close huge deficits 

in the power and transport sectors.  However, the country’s public service has limited capacity 
to appraise and implement PPP projects. This low capacity has already manifested itself in 
incomplete project preparation, lack of bankability studies, inadequate financial models and 
business plans, unfamiliarity of staff legislation, lack of experience to ensure quality at entry 
and concession contract monitoring, among others. In addition to capacity related limitations, 
there are issues related to lack of transparency in the bidding process. 

 In 2010, with financing from the African Development Bank, the Infrastructure Concession 
Regulatory Commission of Nigeria launched a US$31 million capacity building programme.  The 
programme aims to (i) familiarize stakeholders in public service, civil society and the private 
sector on PPP processes; (ii) provide specialized training to key public sector personnel; (iii) 
prepare project feasibility studies; and (iv) provide hands-on technical support in procurement 
processes and project management.  The programme will also facilitate the setting up of 
mechanisms for competitive procurement processes and establish rules for handling unsolicited 
proposals. 

Capacity development programmes of this scope demand an extensive pipeline of projects.  
If successful, Nigeria’s capacity development programme will result in the processing of key 
projects out of the country’s long list of potentially viable projects in power and transport, 
including 7 major highways and bridges, commuter rail lines in Lagos and Abuja, and the 32 
independent power projects already licensed by the electricity sector regulator.  The key risk to 
success is staff retention in core public sector functions.

Source: African Development Bank  
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developing domestic capital markets
local currency infrastructure bonds
Kenya’s issuance of government infrastructure bonds, i.e.: longer-

term bonds funding infrastructure projects, during the global financial 

crisis (to finance roads, water, and energy projects) is an example 

for governments in other countries with sufficiently developed 

domestic bond markets to follow. Besides supporting aggregate 

demand during the crisis, the issuance aimed at removing supply-side 

bottlenecks to growth. Since February 2009, Kenya has successfully 

issued 3 infrastructure bonds with a total value of US$1 billion. This 

issuance has also paved the way for corporate bonds issued by private 

or state-owned companies, for example the electricity utility KenGen 

and mobile phone company Safaricom.

Kenya’s success with infrastructure bonds is partially attributed 

to the use of incentives. Holders can use the bonds as collateral to 

acquire bank loans while the banks can pledge them as collateral for 

their repo operations. To boost corporate issuance in local currency, 

incentives including an exemption of bond investors from tax on 

interest were adopted. Further on the innovative side, the issuance of 

government bonds with a sukuk (Sharia-compliant) portion facilitated 

participation by investors adhering to Islamic banking, such as the 

Gulf African Bank.

commodity-linked bonds
Commodity-linked debt instruments recently emerged in South Africa, 

where in August 2010 the Standard Bank Group offered investors rand-

denominated commodity-linked exchange traded notes (ETNs). ETNs are 

listed on the Johannesburg Stock Exchange, with a specific redemption 

date and returns linked to the performance of precious metals. 

Commodity-linked bonds, which are yet to develop across 

Africa, can help commodity-exporters raise funds and hedge against 

unexpectedly large drops in commodity prices. They are “capital-

protected”, i.e.: at maturity the investors get at least the nominal 

principal invested in the bond. 
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venues for accessing International capital markets
Several African emerging and frontier markets (e.g.: Cape Town, South 

Africa, and Kenya) have successfully adopted innovative methods using 

domestic resources such as infrastructure and municipal bonds, pension 

funds, and syndicated loans. Still, given the underdeveloped local capital 

markets in most African LICs and also some small middle income countries 

(e.g.: Swaziland), access to international capital markets is key for securing 

stable and longer term financing. 

external sovereign bond
Ghana’s issue of an external sovereign bond of US$750 million in late 

2007 was another innovative infrastructure financing among African 

LICs. It also set the benchmark for sovereign and private sector 

borrowing on the international capital markets by other frontier 

market countries. Because of the tight credit conditions stemming 

from the global financial crisis, most sovereign debt issuances 

by sub-Saharan African governments were deferred in 2009 and 

2010. Given Africa’s resilience during the crisis, demand for Africa’s 

bonds is expected to rise in 2011. Ghana’s experience highlights the 

importance of structural reforms, macroeconomic stability, credit 

rating and preparation before accessing international markets. Its 

debt accumulation shows the challenges to debt sustainability that 

may arise. Another lesson for African governments accessing the 

international capital markets is that macroeconomic frameworks 

need to be robust to swings in capital flows. 

diaspora bonds 
When it issued its Millennium Corporate Bond, Ethiopia was a pioneer 

in Africa in issuing diaspora bonds to finance infrastructure. The 

Millennium Corporate Bond, which targeted Ethiopians at home and 

abroad, was aimed at raising capital for the state-owned Ethiopian 

Electric Power Corporation. Across the continent, diaspora bonds 

thus constitute an untapped way to mobilize resources in frontier 

markets with a large diaspora population (e.g.: Ethiopia). The World 

Bank estimates that sub-Saharan African countries could raise up 

to US$5 billion to US$10 billion per year through such bonds. They 

are thus a potential source of longer term financial resources for 

infrastructure, complementing remittance flows that are typically 

used for consumption or social expenditure. 
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private equity funds
Private sector participation in Africa’s infrastructure also increased 

through the rising presence of private equity funds (PEFs). Both 

multi-sector and specialized infrastructure funds have participated in 

green- and brownfield infrastructure projects, the latter being more 

recent and still small in number. Specialized infrastructure funds were 

pioneered by established infrastructure companies such as Macquarie 

Group, which sponsored the South Africa Infrastructure Fund as 

early as 1996. To date, at least 10 specialized infrastructure funds 

have reached financial closure on the continent, mobilizing almost  

US$3 billion in direct financing. 

PEFs invest in various infrastructure sectors, including upstream 

industries, with national, regional or pan-African geographic reach. A 

mix of financing instruments – equity, senior debt, subordinated debt 

or mezzanine finance – is employed; amounts range from US$5 million 

to US$120 million per project. Besides foreign currency financing, PEFs 

have also provided longer tenors (e.g.: 15 years in the sub-Saharan 

Africa Emerging Africa Infrastructure Fund). Infrastructure PEFs 

mobilize financing from private institutional investors (e.g.: pension 

funds and insurance companies), and traditional financiers (e.g.: DFIs). 

utilising other Innovative sources
tapping reserves in “excess-savings” countries
Many African countries, especially oil importers, have low savings 

rates (see Figure 7.2). Overall rates are notably below the average 

of emerging market and developing economies. Hence capital 

flows, especially private ones, constitute an indispensable source 

of financing. Key policy issues in this context are: (i) how to attract 

additional capital flows to Africa’s infrastructure from developing 

Asia (e.g.: countries with high savings and investment rates), and 

(ii) how to utilize savings in African resource rich countries, where 

savings rates are high but investment rates remain low. Emerging 

partners, and especially China, have been particularly active in Africa 

since the mid-2000s, providing FDI in addition to official aid and non-

concessional loans. According to the Infrastructure Consortium for 

Africa (ICA), Chinese total commitments to Africa’s infrastructure in 

2009 amounted to US$5 billion. Confirmed Chinese infrastructure 

financing in sub-Saharan Africa is highly concentrated in resource-

rich countries such as Nigeria, Angola, and Sudan (72% over 2001 

to 2007).
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Some projects are backed by natural resources or future 

revenue flows. For example, Chinese investments in Sudan, Angola, 

and Nigeria are backed by oil; investment in Gabon by iron; and in 

Ghana by cocoa. The development benefits from these types of 

investments could be enhanced by ensuring that the government 

negotiates equitable deals where the right economic values for 

resources is assigned, environmental externalities accurately valued, 

and the share of royalties and dividends robust to price fluctuations. 

Moreover, the developed infrastructure should not be captive to the 

resource extraction operations. On a more positive side, only part 

of Chinese-financed infrastructure investments is directly linked to 

natural resource extraction. 

Other emerging markets have shown interest in Africa’s 

infrastructure projects. India has scaled up finance for infrastructure 

projects in the region, with committed funding averaging  

US$0.5 billion a year in 2003 to 2007. Arab and Islamic funding 

institutions also finance infrastructure in Africa, with US$2.4 billion 

invested in 2008 and US$1.7 billion in 2009. Their coverage of 

recipient countries is wide (31 African countries benefitting in 2009) 

but in terms of the committed amount, there is a tendency to 

figure 7.2. 
africa and 
developing asia: 
national savings 
and Investment 
rates (% of Gdp)

Source: Authors’ calculations based on the African Economic Outlook and the IMF WEO databases 
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concentrate in North Africa (60% in 2009) followed by East Africa 

with (13%). Arab partners’ finance has also been concentrated on 

specific sectors: 34% to road construction, 24% to the power sector 

and 6% to dam construction (ICA, 2009).

establishing sovereign wealth funds
When well designed and implemented, sovereign wealth funds (SWFs) 

can be an important source of finance in resource-rich countries. 

Accordingly, Nigeria announced plans to establish a sovereign wealth 

fund of about US$1 billion. The investment resources will be owned 

and managed by the government. An infrastructure fund will be one 

of the three components of the SWF, which is expected to manage 

(i.e.: save and invest) the country’s volatile oil revenues, and will 

replace the currently existing excess crude fund. 

securitising remittances 
While this way of utilizing remittances for development has so far 

not been used in Africa, several governments (e.g.: Ghana and Sierra 

Leone) have been exploring this option. However, securitisation 

of remittances has been applied in Latin America and Turkey, for 

example. The feature that is of the greatest interest in remittance 

securitisation is the possibility of tapping into the foreign exchange 

component of remittances, without interrupting the actual transfer. 

Under securitisation, inflows from foreign banks (in foreign currency) 

are matched with corresponding payments of the domestic bank in 

local currency. For remittance securitisation to be feasible in Africa, 

several preconditions would need to be met, including supportive 

legislation and skills.

leveraging the public sector 
While the private sector has become indispensable and increasingly 

important in financing Africa’s infrastructure, there are also limits to what 

it can achieve. This applies especially to projects with high social but low 

financial returns, such as areas of rural infrastructure. The public and private 

sectors will need to work together to address the infrastructure challenge in 

Africa. The sections below focus on the role of the public sector. 

strengthening traditional sources 
The role of the private sector and new financing sources has 

been rising, yet the public sector – traditional financier of Africa’s 
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infrastructure – is still important, both as a direct financier and as a 

catalyst for private investment. It is also instrumental in addressing 

inefficiencies and ensuring maintenance of infrastructure assets. 

Among the different traditional financing sources (ODA, budgets), 

African policymakers have turned their attention to domestic resource 

mobilization amid uncertain prospects about ODA in the aftermath 

of the global financial crisis. Hence increasing tax revenues and 

stimulating private and public savings is crucial for meeting Africa’s 

infrastructure challenge, together with finding new and innovative 

financing sources. 

Low tax-to-GDP ratios (below 15%) persist in many African 

countries, including lower middle income ones such as Ghana. Instead 

of raising tax rates, countries can increase revenues by removing 

exemptions and strengthening tax administration. In LICs, where the 

large informal sectors impede effective direct taxation, excises, VAT 

and other indirect taxes can be relied on, provided they are designed 

with consideration for poor households. 

Public resource mobilization is particularly challenging in post-

conflict countries, which use trade taxes and other simplified direct 

structures, before reaching a balance between indirect and direct 

taxes. Liberia achieved a high tax revenues to GDP ratio, giving an 

example of good practices in this area of what can be achieved in 

other post-conflict countries. 

To increase public savings, government spending – including 

on infrastructure – needs to be more efficient. This can in part be 

achieved by planning for timely delivery of projects to avoid costly 

emergency measures, maintenance of existing infrastructure to 

limit expensive rehabilitation, improving efficiency of utilities, and 

strengthening medium-term expenditure frameworks, accounting 

frameworks and auditing procedures. 

Given their low private savings rates, especially in sub-Saharan 

Africa’s oil importers, African countries need to develop banking 

sectors, mobilize untapped private savings, and channel them into 

productive use. Formal financial institutions could offer long term 

saving instruments, and incentivize their purchases through tax 

benefits. African governments can also unlock regulatory barriers that 

discourage institutional investors such as pension funds from utilizing 

long term savings instruments. They can help diversify capital markets 

by developing the institutional frameworks that foster participation 

of, for example, Islamic finance institutions and private equity funds.
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mitigating risks 
In the aftermath of the crisis, private investors have become more risk 

averse than in the early to mid-2000s. Nevertheless, the concurrent 

shift in investors’ interests from highly leveraged products in advanced 

economies to real growth possibilities in selected emerging and 

developing countries is an opportunity for Africa. African countries 

can attract private investors by presenting infrastructure gaps on the 

continent as “growth investment” opportunities.

Through risk mitigation instruments the public sector can 

catalyze additional private investments in infrastructure, raising 

the total available finance sources. These instruments need to be 

accompanied by reforms and institutional changes to eliminate the 

underlying sources of risks themselves. Specific examples of risk-

mitigating instruments include:

•	Commercial and political risk premium can be covered by both 

debt and equity insurance and guarantee instruments. While commercial 

instruments exist, concessional ones such as partial risk guarantees 

offered by IDA and ADF and political risk insurance offered by MIGA are 

more suitable for LICs. Political risk management instruments incentivize 

governments to implement reforms that address performance risk. For 

middle income countries, commercial risk management instruments help 

develop capital markets and enable enterprises and countries to borrow 

externally on more competitive terms. 

•	Country risk premiums can be covered by first loss guarantees 

for a portfolio of transactions. For example, the First Loss 

Investment Portfolio Guarantee (FLPG) currently being developed by 

the AfDB would facilitate scaling-up of private sector investments 

in infrastructure in African LICs, by mitigating their country risk 

premium. The FLPG is an innovative instrument that will guarantee 

a portion (up to 10%) of the first loss of a defined portfolio of 

non-sovereign projects financed by the AfDB in LICs. This option 

allows African LICs to leverage at least five times the value of the 

guarantee in additional financing from the non-sovereign pool of 

lending resources.

•	The risk of foreign exchange volatility (prevalent in some LICs) 

can be addressed through currency hedging, government exchange 

rate guarantees, and devaluation liquidity schemes, among others. 

However, much greater attention needs to be paid to affordability of 

these instruments in the African context.
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•	Financial risks can be mitigated through viability gap financing 

(e.g.: public subsidies in the form of, for example, partial capital 

cost financing for up-front investment needs). This method allows 

for private sector implementation of critical infrastructure projects 

with high economic benefits but low financial returns. By leveraging 

limited public funding to attract greater private participation, 

governments can fast track key infrastructure developments. 

Competition in the bidding process and hence competitive pricing 

of the viability gap are key for success of this approach. In addition 

to subsidies, lowering financing costs for the private sector can also 

improve bankability of projects. 

The African Development Bank supports African countries in 

their efforts to access long-term financing for infrastructure, including 

through risk mitigating instruments. For example, the innovative 

Currency Exchange Fund (TCX) helps investors to hedge interest 

rate risks associated with infrastructure financing in local currencies, 

mainly through pooling market risks from different investors with 

geographically diversified business. Through local currency financing, 

TCX reduces foreign exchange rate risk. The Bank also supports the 

development of local currency bond markets in RMCs with issuance 

of bonds in local currencies. Finally, the AfDB supports private sector-

financed infrastructure through the African Legal Support Facility, 

which strives to improve contractual terms and legal environments 

for the private sector by building countries’ capacity to negotiate 

complex commercial contracts.

special challenges for Infrastructure financing 
As a result of additional risks or externalities, financing regional and 

sustainable infrastructure projects encounters special challenges which 

typically cannot be overcome by the private sector alone but which also 

require involvement of the public sector.  

financing regional infrastructure 
Regional, cross-border infrastructure projects promote regional 

integration and fuel regional trade and growth. Such projects pose 

special challenges though, such as markedly higher transaction costs 

and complex risk factors for the private investors than single-country 

projects. Financing regional infrastructure requires effective co-

operation and co-ordination among countries. Innovative institutional 

Africa, and especially 
sub-Saharan Africa, is the 
most vulnerable region 
to the effects of climate 
change, even though it 
has contributed the least 
to past emissions (and 
contributes less than 4% to 
global warming now) 
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arrangements for funding the regional infrastructure are needed, 

either through an expanded role for multilateral development banks 

(i.e.: a higher share of regional infrastructure projects), as is already 

the case for the AfDB, or through establishing specialized sub-regional 

banks/funds. The latter would allow drawing on the high reserves 

that some of the resource rich African countries have accumulated. 

To overcome the high risks and transaction costs of private 

investment in regional infrastructure projects, some regional 

economic communities (e.g.: Ecowas and SADC) are establishing 

bilateral or multilateral special purpose vehicles (SPVs). The SPVs are 

mandated to identify, prepare, and manage regional infrastructure 

projects and negotiate with private investors. The recent African 

Union initiative aims at identifying political champions to ensure 

implementation of priority regional integration projects or national 

projects with regional significance. A prioritized sub-regional PPP 

project list, as proposed by Comesa, could help regional economic 

communities to engage investors and leverage their efforts to 

mobilize infrastructure investment. 

Sub-regional PPP units (as advisory centres) could be set 

up especially in countries with a shallow pool of skills. Scaling up 

technical assistance to governments for project preparation activities 

would also help “right-size” the now disproportionately high 

upfront risk borne by private investors. Co-ordinating PPP regulatory 

frameworks across sub-regions would facilitate the implementation 

of regional infrastructure projects. The African Development Bank 

and other institutions with capacity to extend technical assistance 

can help in this area. 

sustainable infrastructure financing
Africa, and especially sub-Saharan Africa, is the most vulnerable 

region to the effects of climate change, even though it has contributed 

the least to past emissions (and contributes less than 4% to global 

warming now). Nevertheless, a key challenge for the continent is to 

finance investment in low-carbon, climate-proof infrastructure, i.e.: 

infrastructure that will both mitigate and adapt to climate changes. 

Given the other vast development challenges that the continent faces, 

resources for sustainable infrastructure financing need to be mobilized 

outside of national budgets. This need calls for innovative forms of 

financing that would be additional to the existing mechanisms. 

Given its abundant natural resources and the innovative 
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financing instruments available, Africa can embark on a low-carbon, clean 

growth path. Carbon financing can contribute to co-financing sustainable 

infrastructure. As a market-based (and legally enforceable) mechanism, it 

is more predictable than budget aid and can help generate efficiency gains 

and bring down costs of renewable energy and other forms of sustainable 

infrastructure. So far though, access to Carbon Credit by Clean Energy 

projects in emerging markets and developing countries has had mixed 

results across regions, with Africa lagging substantially behind the others. 

With investments into clean energy solutions, Africa can tap into 

concessional financing sources and thus reduce the costs and risks of such 

investments. For example, the Clean Technology Fund, will leverage at least 

five times their value in clean energy solutions, including energy efficiency, 

renewable energy, and sustainable transport investments. Private sources 

will play a greater role in financing clean energy projects, but low returns 

to private sector investors so far imply that the majority of expenditure will 

need to be covered from public sources (Duarte et al., 2010). 

Africa’s perspectives must be taken into account when decisions 

on disbursements of global funds for climate change adaptation and 

mitigation are made. To help facilitate access to these funds, the AfDB 

is setting up the Africa Green Fund to receive and manage resources to 

address climate change on the continent. 

Given its abundant 
natural resources and 
the innovative financing 
instruments available, 
Africa can embark on a 
low-carbon, clean growth 
path.  Carbon financing 
can contribute to co-
financing sustainable 
infrastructure
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conclusion
In the aftermath of the crisis, a key issue for Africa is to close its vast 

infrastructure gap, which will also help the continent reach the path of 

strong, sustained and shared growth. The substantial financial needs require 

that countries increasingly rely on innovative financing. They are also an 

opportunity for private investors and emerging partners to benefit from 

Africa’s growth take off, provided that the overall financing arrangements 

meet debt sustainability criteria. Given the relatively high risk perceptions 

associated with infrastructure investment in Africa, risk mitigation 

instruments are needed. Taking a broader view of sustainable growth (i.e.: 

one encompassing social and environmental aspects), it is also important 

that African countries shift as much as possible to “clean energy financing”. 
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Africa’s engagement with emerging economies has increased in recent years, 
and extends beyond trade and investment into technology transfers, knowledge 
sharing and skills development. In addition to China, the other members of BRIC 
(Brazil, India and Russia) have also quietly been making inroads into Africa. For 
these countries, the continent represents more than just a source for oil, gas 
and other natural resources; it also offers these economies a timely opportunity 
to expand bilateral technical co-operation, revolutionize renewable energy 
production, become leaders in science and technology, and enhance their political 
and commercial influence in the world. Similarly, Africa is benefiting from 
increased trade and investment with emerging markets, improved technical co-
operation as well as technical expertise from countries such as Brazil, Russia, India 
and South Korea, which play an important role in contributing to the continent’s 
socioeconomic development. 

While China-Africa relations are more studied than the other BRICs and 
South Korea, the relationships between these countries and Africa are growing in 
importance. As such, here we examine Africa’s economic engagement with four 
emerging countries (i.e.: Brazil, Russia, India and South Korea) by quantifying and 
analyzing their trade and investment flows into the continent as well as by assessing 
the potential of their energy and technological expertise for African countries. 

As with China, at a policy level, Africa’s engagement with the four countries 
is pursued more on grounds of equality and solidarity, with common development 
goals without the historical baggage of colonization. In fact, historically, the 
relationship between Africa and these four emerging economies, especially with 
Russia, has focused on political co-operation, dating back to the support given 
to liberation movements. Since 2000, Africa’s relationships with these emerging 
markets have developed into economic partnerships, especially in the areas of 
trade, investment and development assistance.

PrePared by habiba ben barka
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figure 8.1:
trade between 
africa and Brazil, 
russia, India and 
south korea

africa’s trade with Brazil, russia, India and south korea
Trade between Africa and these four countries has steadily increased since 

2000, rising from just over US$10 billion to a peak of US$65.4 billion in 

2008 before moderating to US$48.1 billion in 2009 and US$44.3 billion 

in 2010 as a result of the global financial and economic crisis (see Figure 

8.1). The burgeoning trade between Africa and these emerging economies 

is also beginning to chip away at the volume of trade between African 

countries and their traditional partners in the West (mainly the European 

Union and USA), whose share, while still quite large, has declined during 

the recent global recession. 

The structure of Africa’s trade (especially exports) with Brazil, India, 

Russia and South Korea is, however, dominated by a few countries and tends 

to be concentrated in a few sectors. For example, mineral fuels account 

for over 70% of Africa’s exports to India, while only six countries (Algeria, 

Egypt, Morocco, Guinea, Cote d’Ivoire and South Africa) account for close 

Source: UN COMTRADE, AfDB Calculations
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figure 8.2: 
the structure of africa’s 
trade with Brazil, russia, 
India and south korea in 
2010
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to 80% of Africa’s exports to Russia. Africa’s exports to the four countries 

consists mostly of primary commodities (oil and mineral products), which in 

2010 accounted for over 80% of Africa’s exports to the four countries, and 

thus benefits mostly resource rich countries (see Figure 8.2).

The structure of Africa’s imports from the four countries is slightly more 

diversified than its exports, consisting mostly of machinery and transport, 

manufactured goods, chemical products, and food and beverages. Also, a 

small number of African countries account for more than 50% of African 

imports from these four countries. Brazil’s major trading partners in Africa 

are Nigeria, Algeria, South Africa, Libya, Angola, and other Lusophone 

countries. For Russia, the North African countries (Algeria, Egypt, Morocco, 

Tunisia), Nigeria, Kenya, and Ethiopia make up the bulk of its trade with the 

Box 8.1: Brazil’s Biofuels Revolution
The 1973 oil crisis represented the beginning of Brazil’s strategic move towards ethanol fuel 
production in order to reduce its dependence on oil imports. After 30 years of continued state 
support of the biofuel programme, based on agricultural technology for sugar cane cultivation, 
Brazil has become the world’s second largest producer of ethanol, after the United States. In 
2008, Brazil produced around 28 billion litres of ethanol and exported more than 5 billion litres. 
Nigeria and Ghana imported respectively 97.8 million and 19.7 million litres of ethanol from 
Brazil in 2008. Bioethanol production accounts for 40% of Brazil’s energy demand and close to 
75% of all new cars in Brazil now run on a blend of biofuel and gasoline, hence contributing to 
the reduction of the country’s carbon emissions. 

Brazil’s quest to position itself as the world’s leading producer and exporter of renewable 
energy has been a key commercial driver of its agricultural focus in Africa. Given the continent’s 
large potential for agricultural production (including sugar cane), the Brazilian government 
has pledged to assist African countries to exploit the production and export opportunities of 
agriculture and biofuels through trade, co-operation, technology, and skills transfer. As an 
example of agricultural technology transfer, Brazil’s agriculture research agency, EMBRAPA, 
opened an office in Accra, Ghana in 2008, with an emphasis on helping the country to develop 
its ethanol industry. Then in November 2010, the Brazilian government announced that it would 
be investing US$300 million in a sugar cane plantation at Makano, near Salanga. The factory 
is expected to produce over 100 000 cubic metres of ethanol. Ethanol is set to become Ghana’s 
fourth major export after cocoa, gold, and timber.

Source: Ben Barka, (11 May 2011), “Brazil’s economic engagement with Africa”, Africa Economic Brief, Volume 2, Issue 5
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continent. India’s trading relations with Africa are concentrated in Mauritius, 

Kenya, Uganda, Tanzania, South Africa, Nigeria, and Angola, and in part 

reflect the historically close and privileged relations the country has with a 

significant Indian diaspora in these countries. About 90% of South Korea’s 

trade with Africa is also concentrated on a few countries, including Algeria, 

Democratic Republic of Congo, Egypt, Equatorial Guinea, Gabon, Liberia, 

Libya, Nigeria, South Africa, and Zambia.

Growing Investment opportunities for africa
In addition to trade, the new partnerships between Africa and some of 

the emerging markets have improved prospects for technology innovation, 

knowledge transfer and investment in key sectors such as agro-processing, 

environmentally friendly oil production, information and communication 

technology, and manufacturing (see for example, Box 8.1). 

As the position of these countries in the global economy grows, their 

public and private entrepreneurs increasingly seek to expand their business 

activities and diversify their sources of natural resources as well as their 

markets. This quest for natural resources and expanded markets has been 

the driving force behind these countries’ recent engagement with Africa, as 

evidenced by their companies investing heavily in oil exploration and mining 

projects (gold, diamond, phosphate, copper ore, uranium, etc). In 2009, 

total investments from Brazil and Russia in Africa surpassed US$10 billion 

and US$20 billion respectively. Investment flows from India and South Korea 

have increased more than 20-fold since 2000, with Indian foreign direct 

investment (FDI) outflow reaching a peak of US$2.4 billion in 2008 and that 

of South Korea recording close to US$400 million in 2009.

Africa’s rich untapped oil and gas reserves provide an opportunity 

for BRIC countries to meet their growing domestic energy needs, and 

expand their world-leading role in energy and natural gas production and 

export. Russia is a case in point. Because it is facing a depletion of its oil 

and gas reserves, Russian resource-based companies are turning to Africa 

as an alternative source of supply as a means of sustaining growth in the 

energy sector as well as a means of maintaining their global dominance. 

Thus, on account of its strong economic growth, large external assets  

(US$480 billion in foreign exchange reserves), increasing outward direct 

investment stock (from US$3 billion in 1995 to US$249 billion in 2009), and 

politico-strategic ambitions, Russia represents a major potential investor for 

African resource-rich countries (see Table 8.1).
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Although the search for natural resources dominates FDI flows 

to Africa, there are other factors that are also making the continent an 

increasingly attractive investment destination for the companies from 

these countries. Investments and co-operation in development sectors 

such as agriculture, health, information and communication technologies 

(ICT), education, capacity building, and skills transfer have also been the 

backbone of Africa’s engagement with Brazil, India, South Korea and, to 

an extent, Russia. India is a case in point. The country’s investments in 

Africa extend beyond natural resources and are found in chemicals, ICT, 

and health sectors (see Figure 8.3).

India’s expertise in agro-processing and small farm mechanisation (e.g.: 

manufacturing and export of agriculture tractors, seed-cum-fertilizer drills, 

etc) has been instrumental in improving farm technologies and productivity 

in Africa, and promoting agro-business through technical assistance and 

skills transfer. In the area of health, Indian pharmaceutical companies, such 

as Ranbaxy Laboratories Limited, have established a presence in many 

African countries with the aim of providing a wide range of quality and 

table 8.1: 
major Investments of russian 
companies in africa

russian investor host country/comPany industry tyPe of investment value year

norilsk nickel south africa Gold Fields
Gold mining and 
processing

m&as (acquired 30% of Gold fields) us$1.16 billion 2004

norilsk nickel botswana Tati Nickel 
nickel mining and 
processing

m&as (acquisition of canada lion ore 
mining gave it 85% stake in tati nickel)

us$2.5 billion 2007

sintez
south africa, namibia, 
angola

oil, gas, diamonds and 
copper exploration

“Greenfield” investment us$10-50 million 2006

lukoil cote d’ivoire, Ghana oil exploration
m&as (acquired interest in 10 500km² deep 
water blocks)

us$900 million 2010

rusal nigeria ALSCON aluminum refining
m&as (acquired majority stake in 
aluminium smelter company, alscon)

us$250 million

severstal liberia iron ore
m&as (acquired control of iron ore deposit 
in Putu range area of liberia)

us$40 million 2008

Gazprom algeria Sonatrach natural gas exploration
Joint exploration and development projects 
by debt write-off agreement and arms deal

us$4.7 & us$7.5 billion 2006

alrosa angola, namibia, drc
diamond mining, and 
hydro-electricity

“Greenfield” investment us$300-400 million 1992

rosatom egypt nuclear power
ongoing negotiations to build egypt’s first 
nuclear power plant

us$1.8 billion 2010

Source: Various media sources; Russian companies’ websites
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Box 8.2: Pan-African e-Network Project
This ground-breaking project, which was set up as a co-operative venture between the African 
Union and the government of India, was inaugurated in 2009. It aims to link major universities 
and centres of excellence in Africa and India and thereby extend higher education to some  
10 000 students in Africa over a 5-year period. It also aims to link major African hospitals to  
12 super speciality hospitals in India to improve medical training, online medical consultations, 
and other facilities. In addition to tele-education and telemedicine, the project supports 
e-governance, infotainment, resource mapping, and meteorological services.

India undertook to provide seamless and integrated satellite, fibre optic and wireless 
networks, to connect 53 learning centres, 53 remote hospitals, 5 regional universities, and 5 
regional hospitals in Africa to 7 leading universities in India and 12 super specialty hospitals. 
The Indian government has invested US$1 billion in the project.

It is considered a shining example of a South-South partnership and the biggest project 
of distance learning and telemedicine ever undertaken in Africa. A total of 47 African countries 
have already joined the project, which is now in its second phase, with plans to extend to all 53 
AU member states.

Source: www.panafricannetwork.com

affordable generic drugs to African consumers. And with regard to ICT, 

the Indian government has helped to fund the development of various 

projects across Africa, such as the ambitious Pan-African E-Network Project 

to promote online education and telemedicine programmes (see Box 8.2).

a framework for co-operation, development assistance 
and knowledge sharing
Africa’s engagement with the emerging economies has a growing focus 

on development aid and technical assistance. As with China, official 

development assistance (ODA) from most emerging countries to Africa is 

closely tied to their trade and investment activities and is usually channeled 

through export-import banks (e.g.: in the case of India, through the EXIM 

Bank of India1). This makes it difficult to evaluate, in absolute terms, 

official flows from emerging donors. Another distinction of aid from these 

countries is its sectoral concentration, particularly in infrastructure and 

1 To help African countries set up development projects in a variety of sectors (e.g.: agriculture, infrastructure, 
power, etc.), the government of India extends lines of credit through its Export-Import (EXIM) bank to African 
governments, banks and financial institutions at concessional
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production sectors, which many African governments view as drivers of 

economic growth and solutions to underdevelopment and poverty. This is 

in contrast to aid from the traditional donors, which tends to favour social 

sectors and governance. 

korean development assistance to africa
South Korea is one of the few emerging economies that is now a 

member of the Development Assistance Committee (DAC). Its 

development assistance to African countries focuses on human 

resources development and building capacity in governance. Since 

2004, South Korea’s bilateral and multilateral ODA to the continent 

has steadily increased from a low of US$2.8 million to almost 

US$100 million in 2008 (see Figure 8.4). Furthermore, the Korean 

government pledged to double its assistance to Africa by 2012 and 

provide financial and technical assistance in the health, information 

technology, education, and agriculture sectors. 

Brazil’s social programmes and technical co-operation
Brazil is emerging as an important global player (ranked the 10th 

largest economy in the world) and a major driver for greater South–

South co-operation. In Africa, Brazilian engagements are moving 

beyond commercial and broader geopolitical interests to embrace 

social development programmes and knowledge transfer, particularly 

to the agricultural/biofuel sector. Brazil’s developmental engagement 

in Africa is also moving beyond Lusophone countries and extending 

to Algeria, Benin, Botswana, Burkina Faso, Cameroon, Côte d’Ivoire, 

Gambia, Liberia, Mali, Morocco, Nigeria, Kenya, Senegal, Sierra 

Leone, South Africa, Togo, Tunisia, and Zambia.

The Brazilian Co-operation Agency (ABC), which was created 

in 1987, co-ordinates the country’s technical co-operation projects in 

the Global South through the provision of expertise, education and 

training, humanitarian relief, and concessional financial assistance. 

The scale of resources deployed in technical co-operation activities 

has almost tripled since 2006 to reach BRL52 million in 2010 (about 

US$30.5 million), with Africa receiving 50% of ABC’s annual budget2. 

Although a large part of Brazil’s engagement with Africa reflects the 

historical affiliation of Brazilian development assistance to Lusophone 

countries, there is a wave of technical co-operation projects that are 

2 Source: ABC
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figure 8.3: 
Indian Investment 
by sub-sectors
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being negotiated with new partners, including Benin, Botswana, 

Burkina Faso, Chad, Kenya, Mali, Morocco, Namibia, Nigeria, Senegal, 

and Zambia. The number of Brazil’s technical co-operation agreements 

increased to 413 in 2009, from only 23 in 2003 (see Figure 8.5). 

India’s aid for africa programme
Within the context of its Aid for Africa programme, India offers 

technical co-operation to many African countries through the Indian 

Technical and Economic Co-operation (ITEC) and other related 

programmes. ITEC allocates aid based on the importance (economic 

and/or strategic) of the recipient country for India; it also provides 

funding for the training of African personnel in India, for projects, 

technical assistance, study trips, and humanitarian assistance. 

India established the Special Commonwealth Assistance for Africa 

Programme (SCAAP), which operates under similar modalities to ITEC 

but its coverage is restricted to those African countries belonging 

to the Commonwealth (i.e.: 19 countries). In 2009 to 2010, India 

provided assistance worth US$16.8 million under ITEC, US$1.8 million 

under SCAAP, and US$24.6 million as direct aid to African countries.3)

3 Source: Indian Ministry of Foreign Affairs  
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The first Africa–India Forum Summit, held in New Delhi in April 

2008, marked a new era of co-operation, with the Indian government 

pledging support to African countries through bilateral, regional, and 

continental initiatives. The summit aimed to forge a strategic economic 

partnership between India and Africa in a number of areas, including 

trade, investments, energy, agriculture, regional integration, peace and 

security, and ICT. The co-operation framework agreed at the summit 

and the initiatives/pledges to scale up investment and aid to Africa 

(e.g.: US$5.4 billion LOC and US$500 million grants up to 2013) all 

reaffirmed India’s aim to diversify its energy resources, increase market 

access for Indian products, and promote Indian investments in Africa. 

conclusion
The increasing trade and investment activities of emerging economies in 

Africa during the past decade present significant opportunities for Africa’s 

socioeconomic development. The efforts of countries such as Brazil, India, 

South Korea and Russia to augment FDI and become strategic aid partners 

to the continent are noteworthy. Brazil’s strong political engagements with 

the continent (originally pursued by president Luiz Inacio Lula da Silva and 

supported by the current president of Brazil, Dilma Rousseff), paved the way 

for many Brazilian companies to invest heavily in Africa. Also, the country’s 

overall co-operation with Africa, in the form of knowledge sharing and skills 

transfer, will help build and strengthen African capacity to adapt to new 

technologies and better compete in today’s new world economy. 

India’s growing expertise in new technologies and its success in IT-

based economic growth will help African countries bridge the digital divide 

and improve their competitiveness in the global marketplace. Russia’s 

expertise in energy exploration and production, and its membership of 

the G8, present an opportunity for African governments to work jointly 

with Russian companies and international organizations such as the African 

Development Bank (AfDB) in order to ensure a strong and constructive 

linkage between Russia’s energy interests and sustained economic growth 

on the continent. 

In addition to the benefits it can reap from South Korea’s 

active engagement in the mining industry and support for technology 

advancement, Africa could also learn from South Korea’s success stories on 

good governance, particularly through dialogue and co-operation on policy 

and institutional capacity building.




