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executive summary  

After a period of  falling per capita incomes that started in the 1970s, Africa finally saw a turn-
around from about 1995, with initially modest increases in per capita incomes. However, the 
last few years have actually seen average per capita incomes in Africa grow by above 3% on 
average, partly due to the resource boom, but also due to improved economic policies.

Sub-Saharan Africa is a very small player in the global economy. At current exchange 
rates, sub-Saharan Africa produced only 1.4% of  global GDP in 2005 and had an average per 
capita income that was 1/41 of  that of  the high income countries. Adjusting for differences 
in purchasing power, the gap shrinks to 1/16, which is still enormous. In PPP terms, Africa 
is clearly the poorest region in the world. 

The growth experiences vary considerably across countries and over time. The countries 
that receive much Swedish aid today generally did badly in the 1980s, somewhat better in the 
1990s and many have been doing very well since the turn of  the century. The average for 
the main recipients of  Swedish aid in 2001–05 is 2.2% growth in per capita income per year, 
which is slightly better than the sub-Saharan African average of  2.0%. Civil war has been 
an important cause of  bad economic performance in several countries in Africa, and the 
elimination of  remaining conflicts as well as the maintenance of  peace is very important for 
progress in poverty reduction.

The industrial sector, including manufacturing, has not been able to expand as hoped for 
at independence or as it has done in Asia. The import-substitution policy that was pursued to 
support manufacturing growth in Africa achieved some results in the 1960s, but the policies 
did not lead to the creation of  a manufacturing sector that could compete internationally. In 
1960, sub-Saharan Africa supplied 4.2% of  world exports, but by the turn of  the century this 
had shrunk to only 1.4%. By 2005, however, Africa had increased its global market share some-
what due to the boom in natural resources such as oil, and this is, of  course, also one of  the 
reasons for the growth acceleration. The bulk of  African exports are raw materials, agricultural 
products and also tourism services. There is still no breakthrough in terms of  manufacturing 
exports. Even if  Africa is of  marginal importance in world trade, African economies are more 
dependent on the world market than are those of  high income countries. 

Africa is not only the poorest region in the world, but it also has an increasing share of  
the world’s population. The population growth rate is declining in Africa as in other regions, 
but since the region is lagging economically, it has not come as far as the other regions in the 
demographic transition process. The result of  this is that the sub-Saharan African share of  
the world population has increased from 7.4% to 11.5% over a 45 year period. 

Economic growth requires investments, and investments are financed by savings. They 
can be domestic savings or international savings transferred to the country. The African 
region saved 17.6% of  GDP in 2005, which is low compared to the fast growers in Asia. 
Official financial flows or aid were US$ 30.5 bn in 2005, foreign direct investments US$ 16.6 
bn and other private transfers, which include various forms of  private remittances, were US$ 
9.8 bn. Foreign direct investments in particular have increased in recent years, mainly in the 
natural resource sector.

Still, the flow of  aid to Africa can be seen as a response to the small volume of  private 
capital flows and, of  course, it is also a response to the state of  poverty in the region. Africa 
receives more aid per capita than any other major region. There are a few countries with ex-
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tremely high aid dependency ratios, mainly those countries that have emerged from civil war 
and internal conflict and are in a rebuilding phase. Other countries have high ratios because 
of  debt write-offs, while others have gradually done better economically and have become 
‘donor-darlings’.

Has aid to Africa been effective in terms of  its impact on economic growth? The most 
recent studies find that there is a significantly positive effect of  aid on growth, although 
they are less positive in the tropics (and many African countries fall into this category). This 
result is not generally conditional on good policies, although good policies of  course make 
outcomes better.

Private remittances to Africa have shown an increasing trend, according to official sta-
tistics, and the official flows are estimated to be about 2.5% of  GDP, which is considerably 
less than flows to other developing countries. One important positive feature of  remittance 
incomes is that the flow has been rather stable, while both aid and FDI have fluctuated con-
siderably. Remittance incomes provide an opportunity for low-income households to access 
formal financial services. 

At the Millennium Summit of  2000, world leaders agreed on a set of  common develop-
ment targets, the Millennium Development Goals, for development efforts until 2015. In 
2005, proposals for massive increases in aid to Africa in particular were presented by the UN 
and the Commission for Africa. In terms of  the promises made by the Western countries, 
for example at the G8 meeting at Gleneagles in 2005, the aid flow to Africa should increase 
rapidly during the next few years. There is also agreement within the EU that all (the old) 
members will give at least 0.56% of  GNI as aid by 2010 and 0.7% by 2015. Sweden already 
surpasses this figure, while the average for the whole of  (old) EU was 0.35% in 2004. Wheth-
er the member countries will live up to these promises remains to be seen.

One of  the most notable aspects of  the current process of  globalisation is the increase 
in trade between sub-Saharan Africa and Asia, particularly China and India. African exports 
to Asia grew by over 10% per year from the early 1990s to 2003. In parallel with increasing 
trade, Chinese FDIs have risen rapidly but from a low level. Chinese companies have invest-
ed in various sectors, including oil, mining, fishing, telecommunications, construction and 
power generation. Moreover, Chinese companies have been setting up plants to circumvent 
quota regimes in the West for textiles and clothing. 

The increase in trade with China and India implies both threats and opportunities. First, 
the effects of  a natural resource boom are difficult to handle for countries with weak institu-
tions, and there is a risk of  domestic conflict, or at least gross misallocation of  government 
income resources. Second, imports of  cheap manufactured goods are a threat to Africa’s 
manufacturing sector and might lead to de-industrialisation. There are also threats related to 
FDI. Chinese firms tend to invest in extractive industries with few links to local firms. They 
also use their own labour to a high degree and do not invest much in African workers.

 On the other hand, China’s trade and investment in sub-Saharan Africa is an opportunity 
for economic growth and integration into the world economy. Growth rates are higher than 
for decades, which no doubt is related to the commodity boom induced by China and India. 
Moreover, the increase in trade has made cheap consumer goods available to many Africans, 
thus raising living standards. And investments in production and infrastructure are bound 
to have many beneficial effects. Furthermore, China and India have huge and expanding 
consumer markets.
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The final impact of  the Asian drivers is determined by policies adopted primarily in 
sub-Saharan Africa, but also by China and India. Donors and international organisations 
also have an important role to play, providing technical assistance to strengthen trade-related 
institutions and improve policy implementation.

The success of  debt reduction efforts depends on the ability of  debtor countries to 
achieve high growth and foreign exchange earnings. This did not happen in sub-Saharan 
Africa in the 1980s and 1990s: so many countries were left with huge official debts after two 
decades of  structural adjustment lending. Most highly indebted countries were therefore in 
Africa. The HIPC programme was initiated by the World Bank and the IMF in 1996 and 
an extended version of  it was launched in 1999. The purpose was to reduce the debts of  
highly indebted countries to sustainable levels, that is a level at which they could service their 
debts.

The HIPC programme led to some debt reduction, but many countries were left with 
debts they were still unable to serve. The G8 proposal from June 2005, now called the Multi-
lateral Debt Relief  Initiative (MDRI), therefore set out to cancel 100% of  the debt that heav-
ily indebted poor countries owed to the African Development fund (AfDF), International 
Development Association and the International Monetary Fund. Complete debt reduction 
occurs when these LDCs have reached the completion point under the HIPC arrangement. 
This initiative is expected to result in a further reduction of  debts by about US $50 bn. The 
cancellation is contingent on sound macroeconomic performance, implementation of  a Pov-
erty Reduction Strategy and public expenditure management systems. 

Debt relief  has two major impacts. First, it influences the incentives for private invest-
ment. Second, it has a fiscal effect. The latter makes it possible to increase poverty-related 
expenditures. For the 29 countries that had benefited from debt relief  by 2005, poverty re-
lated expenditures have increased from about 6% of  GDP in 1999 to about 9% in 2005. This 
is a significant improvement, but it should be noted that although extensive debt reductions 
in African countries have taken place, the reduction in actual debt service has been rather 
limited. Many countries did not service their debt properly. The total sub-Saharan Africa 
debt stock ceased to increase in the mid-1990s and there has been a clear decline in total 
outstanding debt in the last few years. Actual debt service has declined, and this has increased 
the room for domestic expenditures.

It is not easy to measure how the debt reductions have affected African growth rates, but 
it seems reasonable to assume that it has had some positive impact on investment incentives. 
It should have relieved the pressure of  taxation (current and future) on investors and the 
general public. It has also increased the scope in budgets for both poverty-oriented expendi-
tures and growth-enhancing expenditures. There may be negative incentive effects, though.

About 25 million people in sub-Saharan Africa are infected with HIV, and approximately 
2.8 million became infected in 2006. Hence, in most parts the HIV/AIDS epidemic is not 
only a health problem but a human disaster with far-ranging social and economic conse-
quences. 

Many studies address the links between HIV/AIDS and economic growth. Nonetheless, 
there is still not a consensus on how the epidemic affects income per capita. However, most 
recent studies obtain large negative effects. One study finds that the rate of  per capita output 
will be between 0.3 and 0.7 percentage points lower than without HIV/AIDS over the pe-
riod 2000–10, and another that HIV/AIDS has reduced Africa’s per capita growth rate by 0.7 
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percentage points. Yet another study reports that the average marginal impact on per capita 
income growth of  a 1% increase in HIV prevalence rate in sub-Saharan Africa is -0.59%. 

A more surprising result is found in studies by Alvin Young, who argues that the epi-
demic will increase economic growth in countries seriously affected by HIV/AIDS. The ar-
gument is that HIV/AIDS reduces fertility, and its decline outweighs the negative effects of  
the decrease in human capital. The important role of  fertility is due to its impact on the ratio 
between the number of  children and elderly, and the number of  adults of  working age (the 
dependency ratio). A favourable development in the dependency ratio has a strong impact 
on per capita GDP growth.

Recent studies have contradicted Young. They argue that HIV/AIDS’s main impact is 
through its effect on adult mortality. An increase in adult mortality makes people more myo-
pic and thus reduces investment in both physical capital and education. In addition, it leads 
to higher fertility: families have more children when the uncertainty of  survival of  their off-
spring into adulthood is high. Hence AIDS, by increasing adult mortality, has a strong nega-
tive impact on growth in per capita income. Some recent studies provide empirical evidence 
in favour of  the hypothesis.

An argument against macroeconomic studies of  HIV/AIDS is the difficulty of  captur-
ing all important mechanisms in an economic model and evaluating their relative impacts. 
Moreover, there might be nonlinear relationships. There is no reason to believe that the ef-
fect of  the disease increases in line with prevalence when it rises from 1% to 20%. Hence, 
the epidemic can cause sudden large changes that have not been observed yet. One example 
discussed in the literature is the collapse of  institutions such as the judiciary, the policy force 
and other government bodies. Such a scenario would imply a sharp increase in poverty. 

Most research shows that HIV/AIDS increases poverty and worsens income distribu-
tion. For instance, simulations of  the impact of  HIV/AIDS on poverty over a ten year 
period in four sub-Saharan countries show that even in cases where HIV/AIDS does not 
reduce per capita income, poverty increases. The size of  the effect depends on how many 
people live near the poverty line and the prevalence rates among them. For example, pov-
erty increases by 10 percentage points in Swaziland, 6 percentage points in Kenya and 1.5 
percentage points in Ghana. Besides, the income distribution becomes more unequal in all 
countries. 

The epidemic is also likely to have a negative influence on human capital and human 
knowledge in general. First, there is the direct effect when experienced or educated workers 
become ill or die. Second, both the quantity and quality of  schooling are likely to decrease. 
Third, there is less parent-to-child transfer of  knowledge. 

A recent study that evaluated the impact of  HIV/AIDS on education in seven sub-
Saharan African countries found that children living in areas with HIV prevalence rates of  
10% complete about 0.5 fewer years of  schooling than children living in areas without HIV. 
Another study, using data on initially non-orphaned Tanzanian children in 1991–94, evalu-
ated the impact of  orphanhood on educational attainment in 2004. It found that maternal 
orphans permanently lose on average one year of  schooling. Both these studies indicate that 
the impact of  HIV/AIDS on the level of  education is substantial: the mean years of  school-
ing among adults in is about 4.7 years.

There is strong gender aspect of  HIV/AIDS. Women constitute the majority of  those 
who are HIV-positive (57% in sub-Saharan Africa), and the prevalence rates among those 
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aged 15–24 are many times higher for females than for males. Women also carry a large part 
of  the burden of  HIV/AIDS. They take responsibility for the care of  those who are ill, on 
top of  a heavy workload. Moreover, when the husband dies, they might lose their assets, 
including land. And those households that continue farming usually have much lower per 
capita incomes than when the husbands were alive.

During the last couple of  years, the distribution of  anti-retroviral therapy to prevent the 
development of  AIDS has expanded significantly in several countries. The availability of  
treatment is likely to have economic consequences, but so far there are few studies docu-
menting the impact. Nevertheless, initial findings point towards very positive effects on both 
household incomes and the nutritional status of  the children. 

In sub-Saharan Africa, women are disadvantaged in many respects, and the situation is 
worse than in most other parts of  the world. According to UNDP’s gender-related develop-
ment index, the best sub-Saharan country is South Africa, which is ranked 120 out of  177 
countries, Gabon 123, while almost all the positions from 141 to 177 are occupied by sub-
Saharan countries. 

Reducing gender inequality is a development goal in its own right, but economic research 
has mostly focused on its role in promoting economic development. Most research has been 
at the household level, and there is ample microeconomic evidence that gender relations 
matter for economic development. Research on the macroeconomic consequences of  gen-
der inequality in general is sparse. One reason is the problem of  measuring gender inequal-
ity. Moreover, the most commonly used measure of  inequality, income, is only available for 
households. The alternative is to use non-income inequality measures of  well-being. Hence, 
macro studies have primarily focused on education, but there are some that use health in-
dicators and social capital, such as women’s political participation. Several recent studies 
find a strong gender effect on economic growth. Gender inequality has a strong impact on 
economic growth, particularly in sub-Saharan Africa. It is found to explain as much as 30% 
of  the difference in growth rates between Botswana, with high growth and low educational 
gaps, and Ghana and Niger, with substantial gender inequalities.

Hence, investment in female education appears to have a high pay-off  both in terms 
of  economic growth, as well as in reduced gender inequality. And the pay-off  is likely to be 
especially high in sub-Saharan Africa, possibly due to the large imbalances. The results from 
macroeconomic studies on other aspects of  gender inequality, such as health and social capi-
tal, are not as strong but point in the same direction.

There has been a brain drain from sub-Saharan Africa for a long time, and it has in-
creased significantly since the 1970s, both in absolute and relative terms. During 1990, for 
which there is reliable data, 11.7% of  the skilled workers worked outside sub-Saharan Africa, 
and in 2000 the number had increased to 12.9%. The migration of  skilled workers varies 
greatly across regions and countries: in Eastern Africa the migration rate, i.e., the number 
of  skilled workers living outside the region divided by the number of  skilled workers in the 
region, was as high as 18.6% for skilled workers in 2000. And in specific countries the rates 
were even higher: 42% of  those with tertiary education had migrated from Ghana by 2000, 
25.6% from Angola and 26.3% from Kenya. The migration rate for Sweden, for example, 
was 4.4%.

Generally brain drain is considered to be unfavourable for the migrants’ home country 
and favourable to the recipient. However, brain drain does not have only negative effects on 
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those left behind. Migration of  skilled workers generates remittances, it improves business 
and trade networks, increases expected returns to education, and leads to increased knowl-
edge and skills when migrants return home. 

Recent studies of  the costs and benefits of  migration conclude that optimal skilled mi-
gration is positive: this means there should be some net skilled migration from poor coun-
tries. However, there are distributional consequences: countries with low levels of  human 
capital and large shares of  skilled migrants lose. Small countries in sub-Saharan Africa and 
Central America clearly have too much migration of  skilled workers

There is a need for action, both for sub-Saharan countries losing skilled workers and for 
the recipient countries, as well for donors and international organisations. A recent initiative 
by DFID in Malawi to top up salaries for health workers and provide incentives to attract 
Malawian doctors and nurses working abroad to return home, is one interesting attempt to 
alleviate the problems caused by brain drain.

There is an extensive literature on the trade-growth relationship. This is a somewhat 
controversial literature since it is hard to show clearly a casual relationship, but it is abun-
dantly clear that the countries that have succeeded in increasing income levels substantially 
have also been successful in the export markets. There is a range of  studies showing that 
improved access to international markets, for example if  EU eliminated various agricultural 
protection measures, would enhance African incomes significantly. Such reforms would also 
have a positive distributional impact in the developing countries, since it is farmers and un-
skilled labour that are most likely to gain from the trade liberalisation.

The aim of  the Doha Round was to achieve multilateral, reciprocal, non-discriminatory 
trade liberalisation. A successful completion of  the round would have implied significantly 
lower levels of  protection, although still some way from full free trade. Simulations of  the 
impact show that most of  the gains from the likely reforms will end up in the North, while 
the impact on sub-Saharan Africa specifically would be modest. Thus, the ‘concessions’ that 
the EU and other industrialised countries are willing to make would largely benefit them-
selves. For the Doha Round to really benefit Africa, substantially more is needed. It would 
be important to transfer some of  the gains from the liberalisation from the EU to Africa in 
the form of  more aid, for example, to develop supply capacities in sub-Saharan Africa via 
improvements in transport and market infrastructure, training and extension.

African countries are at present covered by the EU General System of  Preferences, but 
this does not seem to have had any large effect on African exports. The fact that other parts 
of  the world have done much better in terms of  export expansion suggests that African 
countries suffer from major supply side constraints. In the last couple of  years, booming 
prices for oil and other natural resources has increased export incomes, and sub-Saharan 
Africa saw incomes from merchandise exports increase by 27% in 2005. Thus, there have 
been some improvements in recent years because of  the resource boom, but how long this 
will last is an open question.

Sub-Saharan Africa countries not only face tariffs in the developed countries, but also 
even higher tariffs on their trade with other developing countries. While sub-Saharan African 
exporters face low barriers in the EU with regard to manufacturing, exports of  agricultural 
goods are more restricted. 

EU has a system of  trade preferences in place, but it discriminates against LDCs that are 
not in the ACP group, and they lack reciprocity. EU and the ACP countries did not manage 
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to finalise a new arrangement during the Cotonou trade negotiations, so the WTO granted 
them an 8-year waiver that expires at the end of  2007. The EPAs, covering trade relations and 
EU assistance measures plus measures to enhance intra-regional and international integra-
tion, therefore need to be put in place shortly (unless another extension can be obtained). 

Simulations of  the effects of  EPAs find that the short-run welfare effects will be limited 
and that African economies would have relatively more to gain from unilateral liberalisation 
in relation to all countries, not EU only. Such measures would be more growth enhancing, 
since they would be less discriminatory. Particularly the LDCs have relatively little to gain 
with regard to trade from entering into EPAs, since they already have almost free access to 
the EU market under the ‘Everything But Arms’ initiative. They will get even better access 
in the future as the remaining tariffs and quotas on bananas, rice and sugar will be phased 
out by July 2009. The LDCs will then have full and free market access to the EU market 
(including the commodities currently subject to the EU’s commodity protocols with the ACP 
countries). However, these countries still face the risk that the EU may use various safeguard 
clauses to stem export surges and countries may be eliminated from the generous treatment 
when they graduate from the LDC category. In spite of  various problems, the EPA process 
may have beneficial long-term effects. It needs to be supported by other measures to facili-
tate export expansion in ACP countries. 

For Africa to take off  economically, economic agents have to be put in a context where 
they have incentives and opportunities to invest and to allocate resources efficiently. The 
economic environment in Africa has not been so benevolent, but it has been improved in 
many countries in the recent decade. Still, it remains true that the economic environment in 
Africa is more risky than that in other regions for several reasons. There are, for example, 
climate risks that make it hard to be a farmer in Africa. There are also economic risks associ-
ated with the specialisation of  African economies on certain natural resources or crops, for 
which prices on the world market may fluctuate. There are policy risks in the sense that the 
political environment is often unstable, and this makes it hard to make long-term investment 
decisions. In recent years, several political conflicts have escalated into full-blown civil wars, 
sometimes also drawing in neighbouring countries. 

Thus, Africa is a region with unusually high economic risks. This means that investors, 
domestic as well as international, demand a very high risk premium on their investments in 
Africa. This holds back African investments. The quality and stability of  the economic envi-
ronment within which economic agents operate depends on the institutional structure, and 
the quality of  the government is, of  course, central here. We have argued that the poor qual-
ity of  institutions and policy is the most important constraint on African growth. There has 
in recent years been a process of  democratisation and some improvement in the functioning 
of  governments, but the low quality of  governance is still the most severe development 
problem in Africa. 

The question then is how such incentives for governments can be provided. The normal 
procedure in a democracy is of  course that the government is under the control of  the elec-
torate, with the help of  the media and various civil society organisations. During the struc-
tural adjustment period, democracy in Africa was poor and donors sought to come up with 
an alternative control mechanism. The poor efficiency of  this approach led to increasing 
scepticism about conditionality, and the debate on ownership followed. This led to reform 
of  the system of  conditionalities, with more emphasis on control of  policy formulation by 
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the recipient government, but with more extensive exchanges of  views with various strata of  
the society, including donors. This has led to some reduction of  policy conditionalities, but 
is not really a radical departure. 

The impact of  the predicted increase in aid flows will depend on the modalities for its 
transfer. A key aim of  donors should be to improve governance and implementation capacity 
in recipient countries. This requires a shift towards governance conditionality combined with 
technical assistance to build up systems that can handle government resources in a transpar-
ent and accountable way. 

For this to work, there is need for donor coordination. UNDP has never managed to 
bring this about although it was its original mandate, while the World Bank and the IMF have 
had such a role. A possible coordinator in the case of  European aid would be the EU, but 
so far it has not performed this task. Coordination has for many years been very high on the 
official aid agenda of  most donors, but progress has been limited. By shifting towards more 
general forms of  aid such as budget support, donors may reduce the coordination problem 
and possibly also increase ownership. When different donors finance the same project or 
programmes, they should appoint one of  their number to be the coordinating agent respon-
sible for government contacts and follow up.

The EU and the whole of  the OECD have often reiterated the need for policy coher-
ence for development. Sweden has adopted an official policy that seeks to ensure that all 
policies are consistent with the desire for global development and poverty reduction in poor 
countries. Policies across various ministries as well as across various countries should thus 
support the overall goal of  development in LDCs and create synergies among themselves. 
This ambition to achieve policy coherence matters both from the perspective of  altruism and 
of  self-interest. The most problematic political areas for policy change of  the sort discussed 
in this paper are not aid policy but trade policy and the CAP. This is a challenge to Swedish 
and EU policy makers, since changes to the latter areas are probably the most important if  
we are serious about our commitment to development. 
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1. introduction  

The Swedish government announced its intention in its budget proposal to 
parliament for 2007 to submit a White Paper on Swedish relations with Africa. 
The previous White Paper on this subject, ‘Africa on the Move’, was submit-
ted in March 1998, with a revised and shorter version appearing in 2002. The 
White Paper is intended as the basis for the formulation of  Swedish govern-
ment policies towards Africa, not only regarding development cooperation but 
also in trade, security, cultural exchange and other areas of  particular Swedish 
interest. Work on the new White Paper commenced in spring 2007, with the 
first draft to be available by 1 November 2007 and anticipated final submission 
by December 2007. The project is coordinated by the Africa Department of  
the Ministry for Foreign Affairs.

The White Paper will highlight new developments in Africa as well as other 
trends of  relevance to Swedish relations with the continent. It will explore 
how these trends affect Sweden and how Sweden can position itself  in relation 
to them. It will discuss those changes relevant not only to Swedish bilateral re-
lations with Africa but also to Swedish involvement in EU and UN initiatives. 
Its point of  departure will be the existing Swedish policy on global develop-
ment. The White Paper is to focus on sub-Saharan Africa (SSA) as a whole and 
will not describe developments in individual African countries or sub-regions 
other than for purposes of  illustration (Holmberg, 2007).

The background material for the White paper consists of  five papers, and the present paper 
deals with economic issues. The purpose is to put the African economy in a global per-
spective by showing its past developments relative to other regions. Throughout this paper, 
Africa is taken to mean sub-Saharan Africa. We start by looking at the growth and relative 
size of  the African economy as well as its structure and trade patterns (Section 2). Then we 
identify the size and composition of  financial flows to Africa and relate those to investment 
levels (Section 3). A heated debate has arisen over the increasing influence in Africa of  Asian 
economies, and we complement the general discussion in Sections 2 and 3 with a specific dis-
cussion of  the impact of  ‘the Asian drivers’ (Section 4). Thereafter, we evaluate the effects of  
recent debt rescheduling initiatives on debt levels and domestic space to manoeuvre (Section 
5). Then we review the major growth factors and impediments to growth in Africa (Section 
6). In Sections 7–9 we look in greater detail at the links between HIV/AIDS, gender relations 
and the brain drain and economic growth. Section 10 discusses the effect on African trade of  
increased trade liberalisation and the potential effects of  the proposed EPAs, while Section 
11 discusses the role of  principal internal and external economic actors. Section 12 provides 
a summary and draws some conclusions for Sweden. This is clearly a tall order for a short 
paper, but we will at least provide some comment on the relevant areas. 
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2.Comparative performance of the African economy  

Most African countries gained independence in the early 1960s, and the first decade thereafter saw 
quite rapid economic growth. From about the time of the first oil crisis in 1973, however, economic 
imbalances emerged. For a period, African economies tried to avoid economic adjustments by put-
ting control regimes in place, but by the early 1980s the external deficits had become so severe that 
donors and other financiers were no longer willing to continue to provide support. Therefore, almost 
all African countries entered into a period of extensive economic reform known as structural adjust-
ment, which aimed at bringing about both macroeconomic stabilisation and structural market-oriented 
economic reforms. This process was financed by structural adjustment loans from the Bretton Woods 
institutions, which were combined with extensive conditions to ensure that loan-receiving countries 
changed their policies in accordance with the agreed agenda. This process was politically controversial 
and there were numerous policy reversals and setbacks in the reform process. During the period up to 
1995, some countries saw improvements in their per capita income levels, but most did not (Easterly, 
2001). Still, most African economies achieved a measure of economic stabilisation with improvements 
in budget balance, monetary policy control, liberalisation of the foreign exchange market, and imple-
mented a range of structural reforms such as privatisation of many state-owned firms. There was 
considerable variation in the pace and seriousness of reforms, though. 

After a period of  falling per capita incomes that started in the 1970s, there was finally a turn-
around in about1995 (earlier for some countries of  course), with on average modestly increasing 
per capita incomes. The last few years have actually seen average per capita incomes in Africa 
grow by more than 3% per year on average, partly due to the resource boom but also due to 
improved economic policies. In this section, we try to put this development in perspective by 
comparing it with that of  other major regions.

In comparing a region’s external economic links and relative position versus other regions, one 
can view the subject from two angles. One can look at Africa’s relative importance in the world 
or one can look at how important the links with the world are to Africa. We will look at Africa 
from both these perspectives. By doing so we see that Africa is not very important for the world 
economy, while the world economy is very important to Africa.

We start by showing the current relative economic standard of the major regions of the world. Swe-
den together with the rest of the OECD and other rich countries are in the high income category.

TABle 1: regionAl populATion And gdp shAres And relATive inCome levels 2005                          
 Population  GDP  Relative GDP Relative GDP  
 share (%) share (%) per capita  per capita (PPP)  
   World=100 World=100     
High income * 15.7 78.8 495 343 
east Asia & Pacific 29.3  6.8 23 64 
europe & Central Asia **  7.3  4.9 67 98 
Latin America & Caribbean  8.6  5.5 64 88 
middle east & North Africa  4.8  1.4 30 64 
South Asia 22.8  2.3 10 33 
Sub-Saharan Africa 11.5  1.4 12 21 
* All countries in which 2005 gni per capita was us$10,726 or more, largely oeCd countries, including sweden.
** The old eastern Bloc, excluding high income states.
source: Wdi 2007
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We see in Table 1 that the high income countries still dominate, while Africa is a very small 
player in the global economy. At current exchange rates, Africa produced only 1.4% of  global 
GDP in 2005 and had an average per capita income that was 1/

41 of  that of  the high income 
countries. If  we adjust for differences in purchasing power (PPP estimates), which is ap-
propriate when we want to compare living standards, the gap shrinks to 1/16, which is still 
enormous. In PPP-terms, Africa is clearly the poorest region in the world with an income 
level of  about 2/3 that of  South Asia, which is the second poorest region. 

Thus, Africa stands out as the poorest region in the world. The next question is whether 
Africa is catching up or slipping further behind. The per capita income growth rates since 
1961 in the regions of  the world are shown in Table 2. We see here that Africa had a lower 
growth rate than the high income countries during the whole period 1961–2000. Since the 
turn of  the century, however, it has grown faster than the rich countries, and this means 
that the relative gap has declined somewhat. This is promising, but there have been growth 
accelerations in Africa before which have petered out. The question is whether this one can 
be sustained and even accelerated. We note that particularly the Asian countries (with a few 
exceptions) have done extremely well, and for an extended period they have been growing 
faster than the rich countries, thereby reducing their income gap relative to the high income 
countries significantly.

 TABle 2: AnnuAl per CApiTA inCome groWTh 1961–2005 (% per yeAr)        
 1961–70 1971–80 1981–90 1991–2000 2001–05  
High income 4.1 2.6  2.4  1.9 1.4 
east Asia & Pacific 2.5 4.5  5.8  7.1 7.3 
europe & Central Asia - -  -0.9 5.1 
Latin America & Caribbean 2.6 3.2 -0.9  1.7 1.0 
middle east & North Africa 2.8 2.3  0.0  1.8 2.1 
South Asia 2.0 0.7  3.4  3.2 4.7 
Sub-Saharan Africa 2.3 0.8 -1.0 -0.3 2.0 
World 3.3 1.9  1.4  1.4 1.5 
source: Wdi 2007

Africa is of  course a very diverse economic continent, with large differences across coun-
tries in their economic and political experiences. To nuance the picture, we provide further in-
formation about growth experiences by country (Table 3). A factor that has hampered growth 
in several African countries in recent decades is internal conflict or even outright war. 

To be able to give at least some sense of  the importance of  conflict for growth, we have 
selected the growth histories of  all countries that have been involved in significant violent 
conflict at some time since 1990. We have identified 16 such countries in sub-Saharan Africa. 
We present growth numbers for the full period since 1961, but have not differentiated fur-
ther with regard to the timing of  the conflicts.

In the same table, we also provide growth numbers for the current major recipients of  Swed-
ish aid. We simply chose the countries that received at least SEK100 m in 2006. In this group of  
14 countries, there are six that are also in the category of  conflict-ridden countries. Aid to such 
countries is of  course often humanitarian, which is generally not primarily focused on growth.
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Looking at Table 3, we first note that the countries receiving much Swedish aid today gener-
ally did badly in the 1980s, somewhat better in the 1990s, while many have been doing very well 
since the turn of  the century. The average growth in per capita income per year for the main 
recipients of  Swedish aid 2001–05 is 2.2%, which is slightly better than the sub-Saharan African 
average of  2%. The experiences range from high growth countries like Mozambique, Tanzania 
and Sudan (because of  oil and in spite of  conflict), to Zimbabwe, which is an unmitigated di-
saster under Mugabe with a decline in per capita income by over 6% per year.

TABle 3: per CApiTA inCome groWTh rATes 1961–2005 for mAjor reCipienTs of sWedish Aid And for CounTries 
ThAT hAve    Been involved in Armed ConfliCT, 1990 And lATer     
Major recipients of Swedish aid in 2006 1861–1970 1971–80 1981–90 1991–2000 2001–05       
(At least SEK 100 m)          
Burkina Faso 1.13 1.18 0.77 1.20 1.83 
Congo, Dr (Conflict) 0.43 -2.54 -2.04 -8.12 1.17 
ethiopia (Conflict) * * -0.98 0.38 3.03 
Kenya 1.30 4.28 0.37 -0.83 1.35 
malawi 2.26 2.97 -2.00 1.70 0.44 
mali * 1.59 -1.61 1.32 3.27 
mozambique (Conflict) * * -0.53 2.36 6.72 
rwanda (Conflict) 0.22 2.25 -1.05 1.27 2.91 
South Africa 3.48 1.12 -0.91 -0.41 2.44 
Sudan (Conflict) -0.77 0.71 0.00 3.29 4.23 
tanzania * * * 0.09 4.79 
Uganda (Conflict) * * -0.12 3.50 2.08 
Zambia 0.68 -1.96 -2.14 -1.66 2.99 
Zimbabwe 2.98 -0.12 0.70 -0.63 -6.17 
Other countries that have been in conflict since 1990               
Angola * * -0.61 -1.38 7.46 
Burundi 2.93 0.79 1.28 -3.18 -0.85 
Chad -0.93 -3.86 2.78 -0.49 9.93 
Congo, rep. 1.36 3.35 1.84 -1.64 1.29 
eritrea * * * 2.88 -0.66 
Guinea-Bissau * -1.76 2.54 -0.87 -3.07 
Liberia 2.06 -1.10 -10.55 3.82 - 4.73 
Senegal -0.69 -0.82 0.26 0.33 2.26 
Sierra Leone 2.44 0.47 -1.32 -5.26 9.39 
Somalia -1.00 -1.81 1.59 * * 
note: Countries are defined as conflict countries if they have been involved in war in the 1990s or later or in a conflict that has cost more than 1,000 
lives since it started. information is taken from uCdp/prio (2007) – Armed Conflict dataset 1946–2005. 
source: Wdi (2007)
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In our group of  conflict countries, we see a few cases of  very rapid growth. In Chad and An-
gola, this is driven by the boom in oil, while Sierra Leone has bounced back from a huge income 
decline during the conflict. Burundi, Eritrea, Guinea-Bissau and Liberia continue to experience 
falling per capita incomes. Clearly, civil war has been an important cause of  bad economic per-
formance in Africa, and the elimination of  remaining conflicts as well as maintenance of  peace 
is obviously very important for progress in poverty reduction. There is by now an extensive 
literature relating civil wars to the economy, which shows that bad economic performance is one 
important cause of  civil strife (see e.g., Collier, Hoeffler, 2004; Collier, 2007; Mlambo, Kamara, 
Nyende, 2007).

One important aspect of  development is the structural change that economies undergo as 
they grow. Typically, one finds that the share of  agriculture declines, while industry and services 
expand. We also see such a pattern in Africa, where the share of  agriculture in total output fell 
from 29% in 1960 to 17% in 2005 (Table 4). The bulk of  the labour force is still in agriculture, 
though. We note that the share of  industry grew until 1980, but then started to decline, being 
replaced by services as the expanding sector. This indicates that the industrial sector, including 
manufacturing, has not been able to expand as hoped at independence, or as it did in Asia. The 
import-substitution policy that was pursued to support manufacturing growth in Africa achieved 
some results in the 1960s, when there were manufacturing imports that could easily be replaced 
by domestic production. However, once the easy substitutions were achieved, the scope for fur-
ther growth was limited by the growth of  domestic demand, since the policies had not led to the 
creation of  a manufacturing sector that could compete internationally. Import substitution was 
clearly not the basis for an economic take-off  like the one that happened in Asia. 

TABle 4: seCTorAl vAlue Added As % of gdp in AfriCA 1960–2005          
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005   
Agriculture 29.3 25.9 22.3 21.4 18.7 20.1 19.6 19.3 18.3 16.7
Industry 26.8 28.6 28.7 32.1 37.8 33.8 33.7 31.4 31.3 31.8
Services, etc 44.6 45.5 49.0 46.5 43.5 46.1 46.9 49.3 50.4 51.6
source: Wdi 2007

Table 5 shows how the distribution of  world exports has changed since 1961. We see here 
that the share of  the high income countries peaked in 1990, but that it has fallen dramati-
cally since then. These lost shares have been taken over by the rapidly expanding East Asian 
economies such as China, and recently also by the former Eastern Bloc that is making a 
comeback on the world market. The African story has been a sad one. In 1960, sub-Saharan 
Africa supplied as much as 4.2% of  world exports, but by the turn of  the century this had 
shrunk to only 1.4%. (It is noteworthy that South Asia had an even smaller share at that time 
and even today due to India’s isolationist policies.) By 2005, however, sub-Saharan Africa 
has increased its global market share somewhat due to the boom in natural resources such 
as oil, and this is of  course also one of  the reasons for the growth acceleration. The bulk of  
African exports are raw materials, agricultural products and tourism services. There is still no 
breakthrough in terms of  manufacturing exports.1

1. For reviews of  the evidence in manufacturing development in Africa, see Bigsten and Söderbom (2006, 2007)
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TABle 5: exporT shAres 1960–2005
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005
High income 75.1 76.8 79.3 78.1 77.7 77.8 81.4 80.2 77.7 72.3
east Asia & Pacific   2.2 2.6 3.5 3.8 4.1 6.5 7.7 10.2
europe & Central Asia       6.0 5.0 4.9 7.0
Latin America & Caribbean 6.1 5.8 4.7 4.3 4.5 5.0 4.0 4.3 5.3 5.0
middle east & North Africa  2.3 2.5 4.8 3.7 3.3 2.1 1.6 1.8 2.3
South Asia 2.2 1.7 1.1 0.8 0.7 0.8 0.8 0.9 1.1 1.5
Sub-Saharan Africa 4.2 4.0 3.3 3.0 3.5 2.3 1.8 1.4 1.4 1.7
source: Wdi 2007

It is clear that Africa is of  marginal importance in world trade, which is not surprising when 
we consider that it produces only a marginal share of  world output. However, if  we reverse 
the perspective and check how important the world is for Africa, we get a radically different 
picture (Table 6). We see that until the 1990s Africa was more dependent on world market 
demand than East Asia, and it still is much more dependent on the world market than the 
high income countries (less so than Sweden, though, which exports 49% of  GDP.) What 
the rich countries do with regard to trade with Africa is therefore very important for Africa’s 
economic future. In 2005, 70.3% of  African exports went to the developed countries (30.5% 
to Europe, 31.6% to the US), 13.3% went to Asia and only 9.4% was exported within Africa. 
The latter figure is surely underestimated, since there is also extensive unrecorded trade be-
tween African neighbours.

 
TABle 6: exporTs of goods And serviCes As shAres of gdp 1960–2005
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005
High income 11.8 12.0 14.0 17.2 19.3 19.5 18.7 20.5 23.7 24.5
east Asia & Pacific .. .. 7.7 10.3 16.9 15.2 24.4 29.4 36.1 45.9
europe & Central Asia .. .. .. .. .. .. 23.7 31.0 40.6 41.1
Latin America & Caribbean 10.8 10.3 9.9 11.0 13.2 16.1 17.0 18.8 20.8 25.8
middle east & North Africa .. 21.1 24.1 34.4 29.8 20.0 24.4 26.5 28.4 37.1
South Asia 6.4 5.2 5.1 6.9 7.7 6.6 8.6 12.5 14.7 20.0
Sub-Saharan Africa 25.5 24.2 21.9 25.4 31.9 28.3 27.2 28.6 32.1 32.7
World 12.0 12.1 13.4 16.5 18.8 18.9 19.0 21.1 24.6 26.1
source: Wdi 2007

The level of  per capita income is only one indicator of  the standard of  living, and to broaden 
the picture somewhat we can look at life expectancy. We see in Table 7 that Africa also stands 
out here. Life expectancy is lower in Africa than anywhere else, and we note that it even fell 
in the 1990s. This was generally not due to the economic problems but to the impact of  
HIV/AIDS (we revert to this issue below.) The simple point to make here is that even if  one 
considers indicators other than income (we could have chosen others), Africa stands out as 
the region of  the world that has the lowest standard of  living 
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TABle7: life expeCTAnCy AT BirTh 1960–2005
 1960 1970 1980 1985 1990 1995 2000 2005 
High income 68.8 70.8 73.6 74.8 75.9 76.7 78.0 79.0 
east Asia & Pacific 38.9 59.1 64.4 66.2 67.2 68.1 69.1 70.7 
europe & Central Asia .. 67.4 67.5 68.4 69.2 67.7 68.7 69.2 
Latin America & Caribbean 56.3 60.4 64.6 66.4 68.1 69.9 71.2 72.5 
middle east & North Africa 47.2 52.6 58.3 61.6 64.3 66.4 68.1 69.6 
South Asia 43.9 48.9 53.7 56.2 58.7 60.9 62.6 63.5 
Sub-Saharan Africa 40.6 44.6 48.1 49.3 49.2 47.8 46.1 46.7 
World 50.4 59.1 62.6 64.1 65.2 65.9 66.7 67.6 
source: Wdi 2007

To conclude this section, we note that Africa is not only the poorest region of  the world, but 
that it also has an increasing share of  the world population. We see in Table 8 that the overall 
population growth rate in the world is consistently declining. The rate is going down in Af-
rica as well, but since the region is lagging behind economically, it has not come as far as the 
other regions in the demographic transition process. The result is that sub-Saharan Africa’s 
share of  world population over a 45-year period has increased from 7.4% to 11.5%. 

 TABle 8: populATion groWTh rATe 1960–2005
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005
High income * 1.19 1.07 0.96 0.83 0.67 0.84 0.96 0.81 0.72
east Asia & Pacific 1.98 2.43 2.72 1.93 1.50 1.55 1.62 1.26 0.92 0.85
europe & Central Asia 1.67 1.33 0.91 1.03 0.95 1.00 0.65 0.11 -0.41 0.06
Latin America & Caribbean 2.84 2.75 2.56 2.44 2.28 2.08 1.84 1.67 1.50 1.32
middle east & North Africa 2.57 2.65 2.70 2.81 3.03 3.09 3.38 2.10 1.90 1.85
South Asia 1.95 2.39 2.40 2.38 2.46 2.10 2.14 1.97 1.83 1.60
Sub-Saharan Africa 2.44 2.54 2.67 2.86 3.11 2.93 2.88 2.63 2.49 2.25
World 3.31 2.06 2.10 1.88 1.77 1.68 1.72 1.48 1.26 1.19
source: Wdi 2007
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3. financial flows to Africa  

A key aspect of  the process of  globalisation is the ever closer financial integration of  the 
world economy. This also affects Africa, but it is the region that is least integrated financially 
with the rest of  the world and within the continent itself. We will here consider the role of  
capital markets and financial flows in the African growth process.

Economic growth requires investments, and investments are financed by savings. 
Those can be domestic savings or international savings transferred to the country. We first 
look at domestic savings (Table 9) and see that the African region saved 17.6% of  GDP in 
2005. At the other extreme we have East Asia, mainly China, which saved an astonishing 
42.9%. The rapid growth of  China is strongly related to these savings, and the relatively 
much poorer African growth performance is related to the low rate of  saving (among 
other things).

TABle 9: gross domesTiC sAvings (% of gdp)
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005
High income .. 24.5 25.7 23.3 23.7 22.2 22.6 21.9 21.5 19.9*
east Asia & Pacific 32.8 24.3 26.2 28.3 33.2 31.8 36.2 39.6 35.8 42.9
europe & Central Asia .. .. .. .. .. .. 25.8 22.4 23.8 23.5
Latin America & Caribbean 19.9 21.4 21.3 23.0 23.0 23.5 21.6 20.5 20.2 24.0
middle east & North Africa .. 22.9 24.8 26.5 24.3 18.8 18.8 21.7 25.9 27.2
South Asia 12.1 13.5 13.5 14.7 13.3 18.1 19.9 22.9 22.4 26.0
Sub-Saharan Africa 17.5 18.7 19.6 21.5 25.9 20.2 18.8 16.2 19.1 17.6
World 22.9 23.9 25.0 23.3 23.8 22.6 23.2 22.7 22.3 21.4*
note: gross domestic savings are calculated as gdp less final consumption (total consumption). * = 2004.
source: Wdi 2007

Table 10 shows that capital formation in Africa is higher than domestic savings, which means 
that the difference is financed by some form of  foreign saving. This can be in the form of  
foreign direct investment, loans, remittances or foreign aid. 

 
TABle 10: gross CApiTAl formATion (% of gdp)
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005
High income .. 24.1 25.2 23.2 24.6 22.4 23.0 21.4 21.9 20.3
east Asia & Pacific 29.3 21.2 26.7 28.8 33.1 34.6 34.7 39.5 31.6 37.9
europe & Central Asia .. .. .. .. .. .. 27.1 23.9 22.7 22.9
Latin America & Caribbean 20.4 20.6 21.8 25.4 24.5 19.1 19.3 20.9 21.0 21.1
middle east & North Africa .. 21.8 22.6 30.5 29.4 26.0 28.0 24.6 23.8 25.8
South Asia 14.2 16.3 15.4 17.4 18.7 22.4 22.8 25.0 23.9 30.6
Sub-Saharan Africa 16.6 20.6 22.5 26.5 24.8 17.5 17.7 18.5 17.8 19.4
World 22.7 23.4 24.7 23.6 24.9 22.8 23.4 22.4 22.3 21.5
source: Wdi 2007
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As a backdrop to the African picture, we note there has been an enormous increase in the 
magnitude of  private financial flows to East Asia, although with a temporary setback at the turn 
of  the century after the Asian crisis (see Appendix Table 1). Official transfers have shrunk to near 
insignificance, and the private flows are mainly made up of  foreign direct investment. On the 
other hand, in the case of  Africa official transfers still dominate, but there is a hopeful sign in the 
rapid increase of  private flows in the last couple of  years. 

Figure 1 shows the evolution of  three types of  resource flows to Africa, namely official flows 
or aid, which was US$ 30.5 bn in 2005, foreign direct investments,2 which were US$ 16.6 bn, and 
other private transfers, which includes various forms of  private remittances, which were US$ 9.8 
bn.3 Particularly foreign direct investments have increased, mainly in the natural resource sector. 
The remaining private transfers, including remittances, have shown a steady increase.

Africa has not been very successful in attracting foreign private capital, although South Asia 
has been even less successful in this regard. The flows of  aid to Africa can be seen as a response 
to the small size of  private capital flows and of  course a response the state of  poverty in the 
region. Table 11 shows that Africa receives more aid per capita than any other major region, 
but not dramatically more than some of  the other regions. However, if  we look at aid inflows 
relative to GDP (Table 12) we see that Africa is by far the most aid-dependent region with aid 
inflows equivalent to 5.5 of  GNI (with some relatively high figures in the Middle East as well for 
special reasons). There are a few countries with extremely high ratios in 2005 such as Burundi 
(47%), Congo (37%), Eritrea (37%), Liberia (54%), Malawi (28%), Rwanda (27%), Sao Tome and 
Principe (47%) and Sierra Leone (30%) (WDI, 2007). These are essentially countries that have 
come out of  civil war and internal conflict and are in a rebuilding phase, and it is not unreasonable 
to argue that the need for aid (and usefulness of  aid) is particularly high in those circumstances 
(Collier, 2006). Among more stable African countries, we have high inflows into major Swedish 
aid recipients such as Uganda (14%), Zambia (14%), Tanzania (12%), Mozambique (21%) and 
Ethiopia (17%). To some extent, these high numbers reflect debt write-offs but more so the fact 
that these countries have gradually done better economically and have become ‘donor-darlings’.4

There has been concern that high aid inflows lead to lower tax collection efforts, and there are 
probably such effects. However, many countries have by now established semi-autonomous tax 
revenue authorities that can hire staff  on much more generous terms than the regular civil service. 
These have in several instances shown considerable efficiency and been able to increase the tax 
revenue to GDP ratio. Still, generally the figure tends to be low, typically around 15% of  GDP. 
Since public expenditures to GDP are mostly considerably higher, the difference is aid financed. 
This has been a cause of  concern, but one should note that this is exactly the point of  aid to the 
government! Aid is supposed to make possible higher spending on public services such as educa-
tion, health, infrastructure etc. than what a government is able to collect in taxes. So it is a reason-
able long-term goal to seek to increase tax collection, but one must keep in mind that taxable 
incomes in several countries are relatively low. Smallholders and the informal sector are hard to 
tax, so there is a risk that governments will try to tax the formal economy too much. Generally, it 
seems that tax laws are reasonable, but that efforts to implement them effectively are called for.
2.  Foreign direct investment (net) shows the net change in foreign investment in the reporting country. Foreign direct investment is 
defined as investment that is made to acquire a lasting management interest (usually of  10% of  voting stock) in an enterprise operat-
ing in a country other than that of  the investor (defined according to residency), the investor’s purpose being an effective voice in 
the management of  the enterprise. It is the sum of  equity capital, reinvestment of  earnings, other long-term capital and short-term 
capital as shown in the balance of  payments. 
3.  Private net resource flows are the sum of  net flows on debt to private creditors plus net direct foreign investment and portfolio 
equity flows. Net flows (or net lending or net disbursements) are disbursements minus principal repayments.
4.  Ethiopia has fallen from favour since 2005 because of  the mishandling of  the recent election. 
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TABle 11: Aid AlloCATion By regions 1960–2005 (CurrenT us$ per CApiTA)
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005
High income 12.7 7.4 7.5 6.1 6.3 9.1 4.5 2.8 3.7 0.0
east Asia & Pacific 12.9 13.3 21.8 13.5 12.1 13.6 14.6 16.7 17.8 10.5
europe & Central Asia 8.6 5.8 2.4 0.6 4.0 1.3 6.9 19.9 23.2 6.3
Latin America & Caribbean 5.2 14.3 15.5 8.4 7.5 11.8 9.6 10.7 10.0 7.0
middle east & North Africa 21.0 9.7 13.9 28.4 24.8 16.9 19.6 9.4 9.4 29.8
South Asia 25.2 31.7 20.8 21.9 18.5 14.9 11.2 8.8 8.7 10.2
Sub-Saharan Africa 14.4 17.9 18.2 21.1 26.8 32.5 33.6 31.9 27.3 36.1
source: Wdi 2007

TABle 12: Aid As % of gni 1960–2005
 1960 1965 1970 1975 1980 1985 1990 1995 2000 2004 2005
High income 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
east Asia & Pacific 0.6 0.8 1.1 0.9 0.9 0.8 1.2 0.8 0.5 0.3 0.3
europe & Central Asia .. .. .. .. .. .. 0.3 1.1 1.1 0.7 0.2
Latin America & Caribbean 0.3 0.8 0.6 0.4 0.3 0.5 0.5 0.4 0.3 0.3 0.3
middle east & North Africa .. 2.9 2.9 4.3 3.0 1.5 3.6 1.5 1.0 1.7 3.9
South Asia 2.4 2.6 1.7 2.6 2.3 1.4 1.5 1.1 0.7 0.8 0.9
Sub-Saharan Africa 2.0 2.6 1.9 2.6 2.9 4.5 6.2 6.1 4.1 5.3 5.5
World 0.3 0.3 0.2 0.3 0.3 0.3 0.3 0.2 0.2 0.2 0.2
source: Wdi 2007

source: Appendix Table 1.

figure 1: offiCiAl floWs, oTher privATe floWs (remiTTAnCes), And fdi in suB-sAhArAn AfriCA 1970–2005
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Has aid to Africa been effective? The results of  the research on the issue were reviewed 
in a recent issue of  the Swedish Economic Policy Review. Tarp (2006) provides a compre-
hensive review of  attempts to measure the impact of  foreign aid. It must be noted that to 
make valid inferences, the evaluator needs to establish a proper counterfactual, and this 
requires assumptions that may be debatable.5 Much of  the evidence from project evalua-
tions has shown the return on projects to be high on average, while doubts have remained 
about the overall growth impact. The latter concern has during the last decade been ad-
dressed in a series of  studies trying to measure aid effectiveness. Analysts have mainly used 
a cross-country panel-data approach, which makes it possible to control for a whole range 
of  variables. Centre stage in the late 1990s was the result from the study by Burnside and 
Dollar (2000), showing that although aid does not work in general, it works in good policy 
environments. However, several authors have found this result to be fragile. The most 
recent studies find that there is a significantly positive effect of  aid on growth, although 
they are less positive in the tropics (and many African countries are in this category). Tarp 
concludes his review with the observation that the most common result in the literature is 
that aid has a positive effect on per capita income growth.6 He also notes that this is not 
conditioned on good policies, although good policies of  course make outcomes better.

Private remittances to Africa have shown an increasing trend according to official statis-
tics, but there are also significant flows that are not recorded. Freund and Spatafora (2005) 
estimate that the informal flows are about half  of  the formal flows. On average, the remit-
tances to Africa are about 2.5% of  GDP, which is considerably less than flows to other 
developing countries, which are about 5% of  GDP. The flows vary a lot between countries, 
with a migrant economy such as Lesotho receiving remittances corresponding to 28% of  
GDP (Gupta, Pattillo and Wagh, 2007).

One important positive feature of  remittance incomes is that the flow has been rather 
stable, while both aid and FDI have fluctuated considerably. Remittances are also the posi-
tive side of  the brain drain and have a poverty-mitigating effect. It is furthermore shown by 
Gupta, Pattillo and Wagh (2007) that the flows, apart from helping families to increase con-
sumption, contribute to financial development. They provide an opportunity for low-income 
households to access formal financial services. This may start with savings, but over time 
it can lead to access to small-business start-up capital. If  one could increase and formalise 
these flows by making formal transfer channels cheaper, they could help more with the inte-
gration of  poor families into the formal financial market. Steady flows can help them secure 
small business loans, which can be invested for future growth.

5. We don’t have any technique to construct a counterfactual that makes it possible to estimate properly what would have happened to 
Africa if  aid had not been given at all.
6. In the same volume of  the Swedish Economic Policy Review, Paul Collier (2006) summarises his reading of  the literature on aid and 
growth in Africa as follows: “On my assessment, the econometric evidence is most consistent with the hypothesis that without aid 
Africa would have experienced absolute decline. For example, taking the recent study of  Clemens et al. (2004) as an example, using 
the coefficients estimated in that study the scale of  past aid to Africa would imply that it has raised the growth rate by something 
between one and two percentage points. This is quite a solid study, but it is towards the top end of  the range of  estimates. As 
Doucouliagos and Paldam (2006) note, generally aid seems to be less effective in the growth process in Africa than elsewhere. My 
own sense of  the likely numbers is that over the long term the contribution of  aid to African growth has been of  the order of  one 
percentage point per year. If  this is accepted it has a disturbing implication: although with aid Africa has barely grown, without aid it 
would have experienced severe cumulative decline. Over the long term, aid has probably been decisive in keeping many economies 
afloat, even if  it has not managed to transform them. Were Africa around 25% poorer than it is today, its problems would be cor-
respondingly more severe”. Collier also acknowledges that aid actually can do harm and that the donor community faces challenges 
with regard to their handling of  the increased flows that are in the pipeline.
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4. The Asian drivers  

One of  the most debated aspects of  the current process of  globalisation is the increase in 
trade between sub-Saharan Africa and Asia, particularly China and India. African exports 
to Asia have grown by over 10% per year from the early 1990s to 2003, which is twice as 
much as the growth of  exports to the EU and the US (Subramanian, Matthijs, 2007). Recent 
growth rates are even higher, and during 2006 trade with China increased by 40% (Business 
Report, 2007). These numbers are evidence of  a structural shift from North-South to South-
South trade, but Asia’s share of  African exports is still only 13–14% (UN Comtrade, 2007).

In parallel with increasing trade, Chinese FDI has risen fast. This was US$ 20 m per year 
in the early 1990s, rose to almost US$ 100 m in 2000 and was over US$ 1 bn in 2006 (Zafar, 
2007). Still, since total FDI was over US$ 30 bn per year, the Chinese role is still relatively 
limited. Currently, close to 700 Chinese state companies have invested particularly in oil, 
mining, fishing and telecommunications, but there are also substantial investments in roads, 
transport infrastructure and power generation. Moreover, Chinese companies have been set-
ting up plants to circumvent quota regimes for textiles and clothing in the West (Subrama-
nian, Matthijs, 2007). 

The increased interaction between Africa and Asia obviously contains both threats and 
opportunities for sub-Saharan Africa. We note that sub-Saharan Africa mainly exports oil, 
mineral and precious metals, while it imports manufactured goods, mainly consumer goods. 
Table 13 highlights this by showing the top ten exports and imports. Crude oil, diamonds, 
platinum and gold make up almost 50% of  Africa’s exports to China, and seven of  the im-
port goods are manufactured products. Almost all imports are cheap consumer and capital 
goods, while there is little trade in intermediate goods.

 
 TABle 13. suB-sAhArAn AfriCA’s TrAde WiTh ChinA: Top 10 exporTs And imporTs
 Exports to China Imports from China 
 Crude oil 37.0% Ships and boats 4.0% 
 Diamonds 6.0% Passenger motor cars 3.5% 
 Platinum 3.0% motor vehicle parts 2.4% 
 Gold 2.0% medicaments 2.3% 
 Coal 2.0% Crude oil 2.0% 
 Cocoa Beans 2.0% radios 1.4% 
 motor cars 2.0% Cotton fabrics 1.3% 
 Ferro-alloys 1.5% rice 1.2% 
 Aluminium 1.3% wheat 1.1% 
 Cotton 1.2% electric appliances 0.9% 
source: subramanian and matthijs (2007).

This kind of  trade pattern has not in the past been conducive to sustainable economic 
growth. There are two problems. First, a natural resource boom is difficult to handle for 
countries with weak institutions, and there is a risk of  domestic conflict, or at least gross 
misallocation of  government income resources, i.e., it can become a resource curse. Second, 
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imports of  cheap manufactured goods are a threat to Africa’s emerging manufacturing sec-
tor. This particularly affects textiles and clothing, and in several countries local firms are 
already struggling to survive (Kaplinsky, Morris, 2006). 

China influences the terms of  trade, raising prices for oil and minerals relative to agri-
cultural commodities. This is a positive development for some countries, unless the resource 
curse sets in, but it is negative for others. When combined with the concentration of  trade 
on a few countries, i.e., more than 75% of  China’s trade is with Angola, Nigeria, South Af-
rica and Sudan, the impact of  China’s trade with sub-Saharan countries varies greatly across 
countries. In the short to medium run, there are some clear winners, resource-rich countries 
that export oil and base metals. And there are losers, countries that import oil and export 
agricultural commodities and textiles. Examples of  winners are Angola, Gabon and Mozam-
bique, and losers are Côte d’Ivoire, Kenya, Madagascar and Mauritius (Zafar, 2007).

 There are also threats related to FDI. Chinese firms tend to invest in extractive indus-
tries with few links to local firms. They also use their own labour and do not invest much 
in African workers, although textiles and clothing is somewhat different. However, when 
Africa’s advantage in the US market under AGOA ended in 2005, factories were closed down 
overnight (Zafar, 2007).

On the other hand, China’s trade and investment in sub-Saharan Africa is an opportunity 
for economic growth and integration into the world economy. In many African countries, 
growth rates are higher than for decades (Tables 2 and 3), which no doubt is related to the 
commodity boom fuelled by China and to some extent India. Moreover, the increase in trade 
has made cheap consumer goods available to many Africans, thus raising living standards. 
And investments in production and infrastructure are bound to have beneficial effects both 
directly, through job creation and increased tax income, and indirectly, by improving the 
infrastructure for local firms.

 Furthermore, China and India have huge and expanding consumer markets. There is 
scope for African firms to enter these markets: cut flowers, shrimps, pineapple, and other 
horticultural products are examples of  products that could do well (Subramanian, Matthjis, 
2007). Moreover, high quality coffee has a growth potential because of  the low levels of  
consumption. Another sector is tourism. With rising middle classes in China and India, the 
tourism sector is expected to flourish. And, as an incentive to Chinese nationals, eight Afri-
can countries were recently officially designated tourist destinations by the Chinese govern-
ment (Business Report, 2007). An indirect effect of  increased tourism is more direct flights 
and cheaper transport.

Sub-Saharan Africa is also benefiting from Chinese foreign aid. In 2006, China decided 
to double its aid to Africa by 2009, to form a US$ 5 bn fund for investments and promised 
to make US$ 3 bn of  loans available over the next three years. Furthermore, China cancelled 
$US 1.4 bn of  debt for 31 African countries (Business Report, 2007). 

Not surprisingly, there are divergent views on the relative importance of  the threats and 
opportunities facing sub-Saharan Africa. Kaplinsky and Morris (2006) are pessimistic and 
believe that de-industrialisation is almost inevitable. The only sources of  hope are that the 
Asian economies will soon run into capacity constraints and rising costs, possibly due to 
labour shortages, or that their rapid economic growth generates a substantial appreciation 
in their currencies. Others are more optimistic, such as Broadman (2007), Subramanian and 
Matthjis (2007) and Zafar (2007). However, they underline the fact that the final impact is 
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to a large extent determined by policies adopted both in sub-Saharan Africa and in China. 
Broadman (2007) suggests that China and India should eliminate escalating tariffs that limit 
Africa’s exports, among other things.

Still, we should keep in mind that the direct Asian impact still is small relative to that 
of  the Western industrialised economies, but since China and other countries in Asia are 
growing fast their relative importance will continue to increase. The African economies need 
to continue to reform to meet the challenge, for example by improving the functioning of  
markets. There is also a role for donors and international organisations in providing technical 
assistance and capacity building, mainly to strengthen trade-related institutions and improve 
policy implementation.
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5. impact of debt reduction initiatives  

The success of  debt reduction efforts depends on the ability of  debtor countries to achieve 
high growth and foreign exchange earnings (Addison, 2006). This did not happen in sub-
Saharan Africa in the 1980s and 1990s: so many countries were left with huge official debts 
after two decades of  structural adjustment lending. Most highly indebted countries (relative 
to their GDPs) were therefore in Africa.

The HIPC programme was initiated by the World Bank and the IMF in 1996 and an 
extended version of  it came into effect in 1999. The purpose was to reduce the debts of  
highly indebted countries to sustainable levels, that is a level at which they could service their 
debts. To gain access to this programme, the countries had to implement economic reform 
programmes. The plan was that the countries at the decision point, that is when they had 
completed the agreed upon reform process, would get a debt/export ratio not exceeding 
150% and a debt/tax revenue ratio not exceeding 250%. Other debts are handled by the Paris 
Club, which provides debt reductions as part of  debt clean-up operations. The Paris Club 
consists of  governments with large outstanding debts in developing countries.

 The HIPC programme led to some debt reduction, but many countries were left with 
debts they were unable to serve. The G8 proposal of  June 2005, now called the Multilateral 
Debt Relief  Initiative, therefore set out to cancel 100% of  the debt that heavily indebted 
poor countries owed to the African Development Fund (AfDF), International Development 
Association and the International Monetary Fund. Complete debt reduction occurs when 
these LDCs have reached the completion point under the HIPC arrangement. This initiative 
is expected to result in a further reduction of  debts by about US$ 50 bn. The MDRI does not 
propose parallel reduction of  bilateral or commercial debt. The cancellation is contingent on 
sound macroeconomic performance, implementation of  a Poverty Reduction Strategy and 
public expenditure management systems. 

Debt relief  has two major impacts. First, it influences the incentives for private invest-
ment. Second, it has a fiscal effect. The latter makes it possible to increase poverty-related 
expenditures. There are probably diminishing returns to debt relief  as there are with regular 
aid. Recent political initiatives have tended to push the notion that debt relief  is the preferred 
aid option, but one should always keep alternative uses of  available aid money in mind. The 
long-term goal should not be to end debt forever, but to move countries to a sustainable debt 
position and to develop marketable debt instruments.

Still, the hope is that debt reductions will create more fiscal space for poor countries to 
finance poverty reduction measures. This will require good fiscal expenditure management 
as well as sound management of  post-relief  public borrowing. For the 29 countries that had 
benefited from debt relief  by 2005, poverty related expenditures have increased from about 
6% of  GDP in 1999 to about 9% in 2005.

This is a significant improvement, but it should be noted that although extensive debt 
reductions in African countries have taken place, the reduction in actual debt service has 
been rather limited. Many countries did not service their debt properly. The 18 countries that 
had reached the completion point in 2006 (Benin, Bolivia, Burkina Faso, Ethiopia, Ghana, 
Guyana, Honduras, Madagascar, Mali, Mauritania, Mozambique, Nicaragua, Niger, Rwanda, 
Senegal, Tanzania, Uganda and Zambia) had only paid about US$ 1.5 bn per year in debt ser-
vices. Still, it is important to get the debts off  the books to facilitate policy making and even-
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tually to become a regular borrower on the global financial market again. In the short term, 
however, the former HIPC-countries should avoid building up non-concessional debt. 

Figure 2 shows how total sub-Saharan Africa debt has evolved over time. We see that 
the build up of  the debt stock ceased in the mid-1990s and there has been a clear decline in 
total outstanding debt in the last few years. Table 14 shows that that actual debt service has 
declined, and this has increased the room for domestic expenditures.

It is not easy to measure how debt reduction has affected African growth rates, but it 
seems reasonable to assume that it has had some positive impact on investment incentives. It 
should have relieved the pressure of  taxation (current and future) on investors and the gen-
eral public. And it has increased the scope in budgets for both poverty oriented expenditures 
and growth-enhancing expenditures. 

figure 2: deBT ouTsTAnding, ToTAl long-Term (us$)

source: global development finance 2007.

TABle 14: ToTAl deBT serviCe (% of gni)
   1970 1975 1980 1985 1990 1995 2000 2005
east Asia & Pacific   .. .. .. 4.0 4.8 4.1 4.4 2.9
europe & Central Asia   1.1 0.8 .. 9.5 .. 3.7 8.2 9.4
Latin America & Caribbean   3.2 3.4 6.5 7.3 4.2 4.9 9.4 6.8
middle east & North Africa   .. .. 4.5 3.8 6.4 6.9 4.7 3.9
South Asia   1.5 1.1 1.2 1.9 2.8 3.9 2.6 2.8
Sub-Saharan Africa   1.6 1.9 .. .. .. 4.9 4.3 3.6
source: Wdi 2007
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There are of  course a range of  problems related to debt cancellations. First, in all likeli-
hood such cancellations mean de facto that aid resources are shifted from countries with 
better governance that have managed keep their debt under control and serviced to countries 
with poorer governance that have not done so. Another concern is what the signal for the 
future is. It may stimulate countries to borrow recklessly again expecting that somebody 
else will pick up the tab in the end. It is therefore important that one tries to ensure that the 
countries that get the debt relief  actually undertake reforms that reduce the risk that money 
is squandered again.
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6. opportunities for and constraints on growth   

a. growth perspectives
There are several schools of  thought on long-term economic development that can provide 
insights into what is needed for Africa to take off. Classical growth theory focuses on invest-
ment, technological change and the diffusion of  technology. New institutional economics 
argues that countries must have appropriate institutions in place to be able to take advantage 
of  new technologies. New economic geography (see e.g., Krugman, Venables, 1995) focuses 
on location and introduces distance into trade models to explain how growth spreads.

It is clear that investment and technological progress are necessary for growth, but the 
question is why growth outcomes have been so dramatically different in different parts of  
the world. There is a vast literature estimating reduced form regressions, where per capita 
incomes or growth of  countries are regressed directly on various proxies for institutional 
quality, including political institutions. The estimated coefficients for the institutional vari-
ables measuring the security of  property rights and constraints on the executive are generally 
highly significant (Hall and Jones, 1999; Acemoglu, Johnson, Robinson, 2001, 2002, 2003). It 
seems clear that the capacity to absorb and effectively implement new technology depends 
on domestic factors such as social capabilities, human capital and institutions. These may be 
regarded as the ‘deeper’ determinants of  growth than investment.

So what hinders African countries from effective implementation of  best practice poli-
cies and institutions? Institutionalists believe that the character of  institutions and incentives 
is highly path dependent (North, 1990). The argument here is that network-externalities 
and vested interests hold back change, as do informal constraints in customs and tradi-
tions, which are hard to change through policy reforms. Elites may be reluctant to support 
policy reforms that give secure property rights if  they make it possible for competing elites 
to emerge. The incumbent elite may choose to block certain investments for fear of  losing 
political power if  an independent economic elite evolves. 

Crafts and Venables (2002) argue that most growth studies so far have underestimated 
the role of  geography. They emphasise that size and distance are important determinants of  
development, and that agglomeration benefits dominate the process. The theory, as set out 
by Krugman and Venables (1995), aims to explain both agglomeration and dispersion of  
production. The starting point is that investment in a country is determined by a combina-
tion of  internal factors and factors characterising the relationship to other countries. The 
domestic factors are factor endowments, skills, technology and social infrastructure. The 
international factors are access to world product markets and to suppliers of  intermediate 
goods, factors of  production and knowledge. When some countries take off  and leave others 
behind, the wage gap will increase. When it has become large enough, there will be relocation 
of  production from the centre towards parts of  the periphery. The question of  interest here 
is when Africa’s turn will come.

So to sum up, factor accumulation and technological change are necessary for growth. 
The impact of  investment and technology in turn depend on existing social capabilities, insti-
tutions and human capital. Societies with good organisation in terms of  economic, social and 
political institutions that protect private property prosper. At the same time, we know that 
the organisation and institutions of  society are hard to change, and particularly so for an out-
side agent such as an aid donor. We have also noted that the costs of  economic interaction 
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across distance affect the geographical distribution of  economic activity. Thus, economic 
activity depends on internal capacity, but we must also take account of  relationships with 
other countries. To take off, African countries need access to world markets and to external 
suppliers of  goods, factors and knowledge.

b. The sustainability of growth 
In the early cross-country regressions on growth, there was often an African dummy that 
was significantly negative. In recent work, however, this has generally been eliminated by the 
inclusion of  relevant explanatory variables. Africa seems to grow more or less in the same 
fashion as other regions, but it rates poorly on many of  the variables that determine growth 
(Hoeffler, 2002). Factors that are found to be robust explanations of  Africa’s poor growth 
are “expensive investment goods, low levels of  education, poor health, adverse geography, 
closed economies, too much public expenditure and too many military conflicts” (Artadi, 
Sala-i-Martin, 2003:1; Tsangarides, 2005).

There is also a recent literature focusing not directly on the long-run growth patterns but 
on growth accelerations and the extent to which these can be sustained (Hausmann, Pritch-
ett, Rodrik, 2004). Using this approach on African countries, Pattillo et al. (2005) find that 
growth tends to accelerate when policies and institutions improve. Growth episodes that are 
sustained for a decade or more are characterised by growth in trade and investment, low debt 
and democratic institutions. There is a strong link between institutional quality, policy stance 
and growth accelerations. Hausmann et al. found that economic liberalisation and democrati-
sation were associated with sustained accelerations, while the effect of  positive terms of  
trade shocks were not sustained. In conclusion, Pattillo et al. note that key factors supporting 
growth accelerations are trade, investment, productivity, policy and sound institutions. Pat-
tillo et al. (2005) find that growth in sub-Saharan Africa would increase by 1.7 percentage 
points if  the continent achieved the average world quality of  institutions. They do not find 
any consistent association between geography or resource availability and growth episodes, 
though. They also find that the link between changes in political institutions and economic 
institutions is weak in sub-Saharan Africa.

c. growth opportunities vs. constraints
The most ambitious attempt to explain variations in African economic growth has been 
undertaken by the African Economic Research Consortium (O’Connell, 2004; Collier, 
O’Connell, 2004). The project has attempted to identify the growth opportunities and con-
straints and to explain the success or failure of  countries in seizing the opportunities. The 
study characterises opportunities for growth along two dimensions. The first dimension 
divides countries into three geographical categories, namely coastal countries, landlocked 
countries and resource-rich countries (irrespective of  location). The second dimension is the 
degree of  polarisation in the society, from not polarised to moderately polarised and highly 
polarised countries.

After defining the opportunities, the study goes on to investigate how domestic govern-
ments have shaped the growth environment in the various countries covered. Four different 
types of  anti-growth syndromes are identified from the case studies. First, there is the regula-
tory syndrome, which refers to excessive government interventions in markets. Second, there 
is the redistributive syndrome, where efficiency-reducing resource transfers play a dominant 
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role in government policy. Third, there is the intertemporal syndrome, which redistributes 
resources from the future to the present via, for example, looting by the elite or unsustainable 
government spending booms generally followed by sharp adjustments. Fourth, there are the 
state breakdown syndromes, in the form of  civil war or severe political instability. Finally, 
there are also countries that are characterised as syndrome-free. The empirical analysis shows 
that an absence of  syndromes increases the growth rate by almost 2% per year.

When looking globally at the performance of  landlocked countries, Collier and O’Connell 
(2004) find strong evidence that resource-scarce landlocked economies have dramatically 
worse opportunities for growth and that there are two basic mechanisms behind this. First, 
being landlocked implies high constraints on market access, which has the effect of  preclud-
ing manufactures from significant entry into the global market. Second, without high-value 
resources, landlocked countries are wholly dependent upon agriculture. There is no example 
of  any such Third World country experiencing rapid growth during the period 1960–2000. 
The issue of  geography is thus very important in the African context.

O’Connell notes that growth accelerations in Africa have often tended to evaporate. One 
reason is that growth in the early stages of  the acceleration is not real. For example, most 
of  the government component of  GDP is measured at cost, and thus increases with the 
growth of  government wages. Since government wages often exceed the opportunity cost 
of  government workers, the resulting increase in measured real GDP is partly illusory. If  the 
government expansion proves unsustainable, it is generally hard for the government to lay 
off  workers and, instead, other types of  expenditures will be cut with negative supply side 
effects. Overspending booms are therefore often followed by economic decline

The main conclusion of  the African Economic Research Consortium study is that Af-
rican growth has faltered due to poor governance. Africa’s poor growth performance is not 
the product of  a uniform phenomenon but due to the interaction of  different types of  
governance failures with different effects, depending on the character of  the constraints and 
opportunities in the specific country.

 
d. poverty traps
An alternative characterisation of  the African growth problem is found in Jeffrey Sachs et 
al. (2004), who argue that Africa is caught in a poverty trap. They argue that African coun-
tries will not be able to break out of  the poverty trap unless large-scale foreign assistance 
is injected into the system. What is needed is an investment strategy alongside international 
changes in policies and governance structures.

Sachs does not accept the view that the poor African performance is due to poor gover-
nance. He argues that this is in itself  an effect of  poverty, and that poor countries are poorly 
governed because of  lack of  resources and skills. He argues that African countries are not 
more badly governed than other poor countries. Savings are needed to cover replacement 
investment, investment to compensate for population growth and finally investment to in-
crease the capital stock. Since savings in Africa are low, the continent tends to get stuck in 
a low level of  equilibrium. This is a classical argument from the early writings in develop-
ment economics. What is needed, according to Sachs, is a big push in investment to get the 
economy to the point at which it can rise to the high level equilibrium. Sachs identifies three 
reasons for the poverty trap. First, savings are too low, since people are too poor to save 
enough. Second, they have many children. Third, capital has a threshold level below which 
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it is not productive. Small savings are then not enough to increase the capital stock. At the 
macroeconomic level, poverty-trap models suggest that African countries need to attain a 
threshold income level and that they then will take off. 

Critics of  Sachs have pointed out that in a conventional growth model, countries expe-
riencing a large negative shock should grow quickly once conditions change for the better, 
whereas in the poverty trap model they would stagnate. If  financial resources were the bind-
ing constraint, African countries that have enjoyed persistent commodity booms should have 
leveraged those into an exit from the trap. This has not happened, but maybe the chance is 
better at present with a somewhat better policy regime in place. 

e. Aid strategy and growth
Sachs agrees that the impact of  geographical and bio-physical conditions needs to be taken 
into account. Transport costs are very high in Africa, since most of  the population lacks ac-
cess to waterways. Poor transport infrastructure means that producers cannot compete on 
the world market, at least not if  imported inputs are required in production.7 Sachs also notes 
that the continent is dry and sparsely populated, and the land is hardly irrigated at all and 
there is little use of  fertiliser. The health situation in Africa is worse than anywhere else and 
life expectancy is low. Malaria is a huge problem, and AIDS has recently emerged as an enor-
mous burden (see the detailed discussion in the next section). Sachs’s conclusion is that what 
is needed for Africa is a large injection of  foreign aid to finance national investment pro-
grammes based on domestic Poverty Reduction Strategies. Sachs et al. provide a programme 
to improve the preconditions for growth. The interventions focus on agriculture, health and 
education. A platform needs to be built in agriculture and human development.

What are the problems with this strategy? The starting point of  the discussion was that 
Africa faces larger challenges than other regions. The demand on policy makers is larger than 
in other regions, at the same time there is a serious governance problem. In recent years, Af-
rican economies have changed many of  their policies in a sensible direction, but the problem 
of  revamping the administrative machinery is a task of  a much larger order. Implementation 
is a key problem in Africa. There are several studies that suggest that the main problem in 
Africa is not investment levels but returns on investment.8 The main question concerning 
large aid injections is therefore how the new or expanded programmes are to be managed. 
How can one reach a situation where governments have incentives and possibilities to deliver 
efficient administration? Tight foreign control by donors in the form of  policy conditionality 
has generally not worked well.

Sachs et al. assume constant state of  the art efficiency in service delivery, or that ab-
sorptive capacity is not a problem. Critics have argued that they have underplayed both the 
uncertainties in his prescription and the constraints on an effective scaling-up of  aid. The 
innovation in the Sachs paper is that it advocates a massive and externally funded scaling-up 
of  a country’s public service delivery. However, the central thrust of  the recent literature on 
African development has been the dismissal of  capital fundamentalism as a viable interpreta-
tion of  Africa’s way forward. 

Pritchett and Woolcock (2004) point out that many of  the MDG services are both trans-

7. Hulten (1996) finds that about a quarter of  the difference in growth between sub-Saharan Africa and East Asia can be explained 
by differences in the effective use of  infrastructure.
8. Dollar and Easterly (1999) estimated where Zambian income levels would have been with normal rates of  returns on investments 
undertaken since independence. The difference is enormous!
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action intensive and discretionary. Unlike many macroeconomic reforms, the delivery of  
many health and education services requires the collaboration of  multiple individuals who 
make highly discretionary choices in an environment where many key actions are unobserv-
able. Such services cannot be delivered by a few politically protected technocrats. They are 
subject to deep incentive problems. The empirical link between spending on health and 
education to outcomes is notoriously weak. The question about governance is not whether 
it is good relative to income levels, but whether it is good enough in absolute terms to be 
able to handle rapidly increased spending on public services without too many diminishing 
returns. Institutions need to be strengthened if  they are to be able to manage increased aid 
flows effectively. There is, in any case, clearly a large scope for scaling-up donor activity in 
the broad area of  science-intensive regional public goods, including basic research in health 
and agriculture. And debt relief  is easily absorbed.
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7. impacts of hiv/Aids  

There is now ample evidence that HIV/AIDS has widespread consequences for both eco-
nomic growth and economic development in general. Hence, the first sub-section reviews 
studies on the effects of  HIV/AIDS on economic development, with an emphasis on per 
capita GDP growth. Economic measures, such as GDP per capita, are of  interest because 
they show the impact of  HIV/AIDS on average income, which matters to those surviving 
the epidemic. Moreover, they determine the amount of  resources available to government 
for public expenditure on health, education, etc. Yet, it should be emphasised that economic 
measures are insufficient for evaluating living standards in the context of  a full-blown AIDS 
epidemic, since they say little about the physical or mental wellbeing of  the population. 

In the following sub-sections, HIV/AIDS and human capital, gender, agricultural pro-
duction and the public and private sectors are briefly discussed. More extensive reviews can 
be found in Barnett and Whiteside (2002), Casale (2005) and Arrehag et al. (2006).

During the last couple of  years, the distribution of  medicine to prevent the development 
of  AIDS (anti-retroviral therapy) has expanded significantly in several countries. The avail-
ability of  treatment is likely to have economic consequences, but so far there are few studies 
documenting the impact. Research discussed in this section is primarily based on data col-
lected when a very small number of  people were on anti-retroviral therapy. 

a. hiv/Aids: a constraint to economic development?
The African HIV/AIDS epidemic was detected in the early 1980s when the first AIDS cases 
were diagnosed in Congo, and by 1990 AIDS cases had been recorded in most countries 
(Hammarskjöld, 2004). Currently, about 25 million people in sub-Saharan Africa are infected 
with HIV and approximately 2.8 million became infected in 2006 (UNAIDS, 2006). HIV 
prevalence rates among adults vary greatly across countries: Swaziland has the highest adult 
prevalence, 33.4%, while HIV prevalence in Madagascar is well below 1%. However, in most 
parts of  sub-Saharan Africa the HIV/AIDS epidemic is not only a health problem but a hu-
man disaster with far-ranging social and economic consequences.

 Many studies have attempted to analyse the economic effects of  the HIV/AIDS epidemic 
and several address the links between HIV/AIDS and economic growth. Nonetheless, there is 
still not a consensus on how the epidemic affects income per capita.9 Studies from the early 1990s 
typically found that HIV/AIDS might reduce per-capita GDP growth, but that the impact would 
be modest. A representative study is Cuddington and Hancock (1994), which looked at Malawi. It 
predicted a fall in the growth rate of  GDP of  0.2 percentage points, and that the impact on GDP 
per capita by 2010 would be negligible. The consequences of  the epidemic would thus be so small 
that improved macroeconomic management could offset the negative macroeconomic effects. 

In the models of  the early 1990s, HIV/AIDS affects growth through three channels: it 
reduces the size of  the labour force because of  premature death; workers’ efficiency declines 
because of  bad health and loss of  cumulative work experience; and savings decline because 
of  increased health expenditure. The ultimate impact is determined by the decline in labour 
productivity and whether the amount of  capital per worker increases or decreases. Over 
time, it has become clear that models developed along these lines tended to underestimate  
 
9.  For reviews of  studies on the macroeconomics of  HIV/AIDS, see Barnett and Whiteside (2002), Haacker (2004) and Casale 
(2005).
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the impact of  HIV/AIDS since important mechanisms were missing. Moreover, they failed 
to incorporate the rapid spread of  the epidemic (Casale, 2005). 

Several recent studies have obtained larger negative effects by using better data and more 
sophisticated models. Haacker (2002), analysing nine Southern Africa countries, finds that 
the rate of  per capita output will be between 0.3 and 0.7 percentage points lower than with-
out HIV/AIDS over the period 2000–10. In the long term, after 2010, there will be some 
recovery due to demographic changes. Bonnel (2000) gets a similar result in a cross-country 
study using African data: on average HIV/AIDS reduces Africa’s per capita growth rate 
by 0.7 percentage points. Since the average per capita growth rate was 0.4% per year in the 
sample, this is substantial. Arndt and Lewis (2001), studying the South African economy, find 
a somewhat stronger effect: real GDP will be 20% lower in 2010 than if  there had not been 
an HIV/AIDS epidemic. By means of  a different approach, i.e., calibrating a dynamic model 
for a typical African economy, Corrigan, Glomm and Mendez (2005) obtain results similar 
to those of  Arndt and Lewis (2001). Finally, McDonald and Roberts (2006), using panel 
data for a large number of  countries, report that the average marginal impact on per capita 
income growth of  a 1% increase in HIV prevalence rate is -0.59% in sub-Saharan Africa.

In spite of  these findings, UNAIDS claim in their 2004 global report that the impact on GDP 
per capita is relatively small. This view is not completely unfounded, although UNAIDS does not 
seem to support it any longer.10 For instance, Bloom and Mahal (1997) run cross-country regres-
sion and fail to find that HIV/AIDS affects GDP per capita growth. Werker, Ahuja and Wendell 
(2006) reach the same conclusion by making a serious attempt to control for the reverse causality 
in their statistical analysis, i.e., that low growth causes HIV/AIDS. An even more surprising result 
is obtained by Young (2005a, 2005b). By estimating and simulating models with micro data, he 
finds that the epidemic will be an economic boon for the survivors. This is caused by a decline in 
fertility which outweighs the negative effects of  the fall in human capital. 

Young’s result hinges on the future evolution of  the dependency ratio, defined as the 
number of  children and elderly divided by the number of  adults of  working age. HIV/
AIDS kills people of  working age but it reduces fertility even more. The main reason for the 
decline in fertility is increased fear of  infection, both for the woman herself  but also for her 
offspring. As a result, HIV/AIDS is speeding up the decrease in the dependency ratio that is 
taking place in sub-Saharan Africa, a consequence that most other researchers had ignored. 
Young (2005b) provides support for the hypothesis that HIV/AIDS reduces fertility by 
analysing micro data from 27 sub-Saharan countries.

Lorentzen et al. (2005) and Kalemli-Ozcan (2006) have another view. They claim the 
main impact of  HIV/AIDS will be through its effect on adult mortality. Adult mortality 
affects the time horizon people use when planning for the future. An increase in adult mor-
tality makes people more myopic and thus reduces investment in both physical capital and 
education. In addition, it leads to higher fertility: families have more children when the un-
certainty of  survival of  their offspring into adulthood is high. Hence, they argue that AIDS, 
by increasing adult mortality, has a strong negative impact on growth in per capita income. 
Both Lorentzen et al. (2005) and Kalemli-Ozcan (2006) provide evidence in favour of  the 
hypothesis by analysing macro data for a number of  countries.

As is evident, it is difficult to capture all the important mechanisms in a model and evalu-
ate their relative impact. It is also hard to model nonlinear relationships correctly, yet they 

10. In UNAIDS/WHO AIDS Epidemic Update 2006 the negative economic effects are clearly recognised.
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are bound to be important. There is, for instance, no reason to believe that the impact of  the 
disease increases monotonically when prevalence rises from 1% to 15% (McPherson, 2003). 
If  there are important nonlinear relationships, the epidemic can cause large changes, such 
as a sudden implosion. Arrehag et al. (2006) and de Waal (2006) discuss various scenarios in 
which HIV/AIDS causes a widespread collapse at a national level. 

Even if  there is controversy over the impact on GDP per capita, most research seems to show 
that HIV/AIDS increases poverty and worsens income distribution. There are several factors 
indicating that the disease increases poverty beyond its macroeconomic effects. At the household 
level, the final impact depends on the availability of  resources in the community and to the house-
hold. A low-income household without savings or access to loans has more difficulties in adjust-
ing to an increase in expenditures and reduction in income caused by HIV/AIDS than others, and 
is likely to become even poorer (Barnett and Whiteside , 2002, Chapter 7).

In an innovative study, Salinas and Hacker (2006) simulate the impact of  HIV/AIDS on 
poverty over a ten year period in four sub-Saharan countries using nationally representative 
survey data. The impact on per capita income varies depending on HIV prevalence in high-
income population groups. However, even in cases where HIV/AIDS does not reduce per 
capita income, poverty increases. The size of  the effect on poverty depends on how many 
people live near the poverty line and the prevalence rates among them. Salinas and Hacker 
(2006) show that HIV/AIDS causes the share of  the population living with incomes below 
US$ 1 per day to increase in line with HIV prevalence rates: for example, poverty increases by 
10 percentage points in Swaziland, 6 percentage points in Kenya and 1.5 percentage points 
in Ghana. Besides, in these simulations the Gini coefficients rise in all countries. The largest 
impact is in Zambia, where it increases from 47.8% to 53.2%.

b. hiv/Aids and human capital
The epidemic is also likely to have a negative influence on human capital and human knowl-
edge in general. First, there is the direct effect when experienced or educated workers be-
come ill or die. Second, both the quantity and quality of  schooling are likely to decrease. 
Third, there is less parent-to-child transfer of  knowledge. 

There are several reasons to expect demand for education to decrease in severely af-
fected countries. The opportunity cost of  sending a child to school might increase, since the 
demand for labour and caregiving increases when a household member becomes ill. And the 
adverse impact on household income of  having a member who is ill might reduce the share 
of  the household budget allocated to children’s schooling. Furthermore, the rapid increase 
in AIDS orphans, who are usually taken care of  by relatives, also contributes to reduced 
demand for schooling. This is both for psychological and economic reasons. In countries 
with high prevalence rates, these factors are likely to lead to lower enrolment rates, increasing 
absenteeism and high repetition and dropout rates, particularly for girls.

In addition, there is the impact of  life expectancy on the rate of  return on education: re-
duced life expectancy is expected to lead to lower demand for education. This effect has been 
observed in several studies (Birdsall, Hamoudi, 2004; Lorentzen et al, 2005; Kalemli-Ozcan 
2006). On the other hand, Young (2005a) suggests that the AIDS epidemic might lead to higher 
expected returns to education. The loss of  educated prime-age adults should decrease the 
supply of  educated labour, which could raise wages. The AIDS epidemic would then increase 
demand for education, something that Young argues could be taking place in South Africa. 
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Nonetheless, in most sub-Saharan countries the effect of  changes in expected return to edu-
cation seems more apparent than real. It probably has a very small, if  any, impact on primary 
education, and there is usually severe rationing of  secondary and tertiary education. 

HIV/AIDS also affects the supply of  education. AIDS increases attrition and absenteeism 
among teachers substantially. However, the extent of  the problem is hard to estimate because 
of  poor data and public-sector inefficiency unrelated to HIV/AIDS. Moreover, there is a nega-
tive impact on educational governance: mortality rates for managers, school inspectors, admin-
istrators and planning officials are often substantially higher than for teachers (Bennell, 2005). 

Although it is difficult to pinpoint the size of  the influence of  HIV/AIDS on schooling, 
data from recent Malawi school censuses are indicative of  a serious crisis. As many as 25% 
of  the pupils repeat each grade in primary school, and after eight years at school about 60% 
of  the pupils have dropped out. Another way of  viewing the problem is that the Malawi 
government pays for the equivalent of  20 school years to get one student to complete his/
her eight years of  primary education (World Bank, 2004). 

A recent study that evaluates the impact of  HIV/AIDS on education in seven sub-Saha-
ran African countries is Fortson (2006). She estimates the effect of  local HIV prevalence on 
educational outcomes in the general population, not only on households with HIV-positive 
members or orphans. She finds that children living in areas with HIV prevalence rates of  
10% complete about 0.5 fewer years of  schooling than children living in areas without HIV. 
This is a substantial difference, since the mean years of  schooling among adults is 4.7 years. 

In the long term, the epidemic also has repercussions on human capital formation 
through another channel, the intergenerational transfer of  human capital. In countries where 
the majority of  the labour force works in subsistence farming, the middle generation’s role 
in the knowledge transfer of  farming practices is probably as important as formal education. 
Mtika (2003) explores the transfers of  this sort of  knowledge, and concludes that prime-age 
adults are crucial for intergenerational (between parents and children) and generational (be-
tween siblings) resource transfers. Moreover, the magnitude of  such transfers is dependent 
on the health status of  the individual. Hence, the long run impact on the productivity of  
human capital is likely to be much greater than it appears if  educational attainment alone is 
considered. Bell et al. (2004) make a similar argument in a study of  South Africa, emphasising 
that the intergenerational effect will continue long after the epidemic has peaked.

There are few studies that convincingly capture the long-run effects of  HIV/AIDS 
on educational performance, due to lack of  data. However, Beegle, de Weerdt and Dercon 
(2006) use data on a sample of  initially non-orphaned Tanzanian children in 1991–94 and 
analyse the impact of  observed orphanhood from ages 7 to 15 on educational attainment 
in 2004. They find that maternal orphans on average permanently lose almost one year of  
schooling. Since orphanhood is one of  the direct consequences of  HIV/AIDS (for example, 
in Zambia there are 710 000 AIDS orphans in a population of  11.6 million), this indicates 
a grim long-term impact of  the disease (UNAIDS Fact Sheet, 2007 UNAIDS Fact Sheet, 
2007, available at http://www.unaids.org/en/).

c. hiv/Aids and gender
There is strong gender aspect to HIV/AIDS. Women constitute the majority of  those who are 
HIV-positive (57% in sub-Saharan Africa), and the prevalence rates among those aged 15–24 
are many times higher for females than for males. Women also carry a large part of  the burden 
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of  HIV/AIDS: they take responsibility for the care of  those who are ill, on top of  a heavy 
workload. Moreover, when the husband passes away, they may lose their assets and may even 
be forced to move to their original home village. And those women that inherit the right to cul-
tivate land often have difficulties in getting credit, obtaining services from extension workers, 
access to farm inputs, etc. Consequently, households that continue farming usually have much 
lower per capita income than when the husband was alive (Jayne et al., 2005).

d. hiv/Aids and agricultural production
There has been extensive research on the impact of  HIV/AIDS on agricultural production. How-
ever, most studies have been based on small samples or in just one village, making the findings 
highly tentative. A common result for small-scale farming is that AIDS creates labour shortages, 
and that the dominant method for coping with these is to switch from labour-intensive to less 
labour-intensive crops. In Eastern and Southern Africa, particular focus has been put on shifts 
from maize to roots and tubers and on reduction in labour-intensive cash crops such as tobacco, 
Irish potatoes, groundnuts and rice (Shah et al., 2002; Bollinger et al., 2000). Hence, high-value 
crops are replaced by low-value crops, and maize is replaced by the less nutritious cassava. 

Using nationally representative longitudinal samples, recent research has questioned the 
concept of  a homogenously affected household (Jayne et al., 2005). Responses to prime-age 
deaths seem to vary substantially across households and there are alternative ways of  coping. In 
a study of  Eastern and Southern African countries, Mather et al. (2004) fail to find a systematic 
shift towards less labour-intensive crops: households affected by prime-age deaths did not, on 
average, cultivate less remunerative crops than non-affected households. This is to some extent 
due to the fact that they do not uniformly have less labour than non-affected households: larger 
households are more likely to experience prime-age deaths. Another reason is that many house-
holds manage to attract new members or employ workers that replace the lost ones. 

Nevertheless, the difference in income was very large for households that had experienced 
the death of  the household head. For instance, in Malawi these households earned MK 17,500 
(US$ 170) compared to MK 29,400 (US$ 280) for a non-affected household. On the other hand, 
households that had lost other prime-age adults had roughly the same income as non-affected 
households. Since about half  of  the affected households had lost the household head, these find-
ings emphasise the fact that the impact of  HIV/AIDS is to a large extent determined by who in 
the family is lost to AIDS. It is important not to treat all households affected by HIV/AIDS as 
identical, when, for example, providing social assistance for poverty alleviation. 

Beegle, De Weerdt and Dercon (2007) also use a panel data set to analyse the impact on 
consumption of  prime-age adult mortality in a rural area in Tanzania. They find that an af-
fected household will experience a decrease in consumption of  7% within the first five years 
after the adult death. Since there is economic growth in the area, this creates a 19 percentage 
point growth gap to the average household. Again, this is a large effect since as many as 22% 
of  the households experienced the death of  an adult. 

e. hiv/Aids and the public and private sectors
No doubt the epidemic has a substantial impact on the public sector, since it primarily provides 
services, making labour and human capital the most important factors of  production. Mortality 
leads to loss of  labour and knowledge and causes attrition, which leads to more vacancies, partly for 
bureaucratic reasons and partly because there are shortages of  qualified personnel. And morbidity 
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(of  the employee or family members) causes an increase in absenteeism. As a result, service delivery 
deteriorates and the workload of  the employees who are left within the organisation increases. 

Although there is evidence that HIV/AIDS has an adverse impact on the public sector, it 
is usually difficult to determine where the routine problems of  a malfunctioning public sector 
end and where the impact of  AIDS starts (Badcock-Walters, Whiteside, 2000). However, the 
epidemic worsens already existing problems and there is no doubt that the government’s capac-
ity to deliver is undermined, especially through the depletion of  the human resource base. 

HIV/AIDS also affects demand for public services, but the impact is to a great extent sector-
specific. Nevertheless, the increase in demand for health services is obvious. This can be illustrated 
with data from Malawi. According to the Ministry of  Health (2001), AIDS-related illness accounted 
for over 70% of  all in-patient admissions: in high-prevalence areas and within certain age groups, the 
number was even higher. And of  1,225 patients between the ages of  30 and 40 who were admitted 
to a hospital in Blantyre in 1999-2000, 80% were HIV–positive. This group made up 91% of  the 
patients in the medical ward and 56% of  those in surgical wards (Lewis et al., 2003).

The problem with service delivery can be further illustrated by looking at selected indica-
tors for health services in various countries with high HIV-prevalence rates. Table 15 shows that 
health expenditure as a share of  GDP varies greatly, from 9.3% in Malawi to 4.3% in Tanzania. 
Nevertheless, due to low levels of  GDP, annual per capita health expenditure was below US$ 20 
in several countries, including Malawi, which can be compared to US$ 2,896 in Sweden. It also 
shows the severe shortage of  health care workers. Tanzania, for example, had 2.3 medical doctors 
and 36.6 nurses per 100,000 inhabitants in 2004, and the situation was similar in several other 
countries. In Sweden, there were 319 medical doctors and 953 nurses per 100,000 population. 

 
TABle 15: seleCTed indiCATors of The quAliTy of heAlTh serviCes in CounTries 
in suB-sAhArAn AfriCA heAvily AffeCTed By hiv/Aids
Countries Adult (15–49)  Total health Total health Physicians/  Nurses/  
 HIV prevalence expenditure as expenditure in 100,000 100,000 
 rate (a)  % of GDP (US$ )/capita(b) population population 
 2006 2003 2003 2004 2004 
Botswana  24.1 5.6 232 28.8 241.1 
Lesotho  23.2 5.6 31 5.4 60.1 
malawi  14.1 9.3 13 1.1 25.6 
mozambique  16.1 4.7 12 2.4 20.5 
Namibia  19.6 6.4 99 29.5 168 
South Africa  18.8 8.4 295 69.2 388.0 
Swaziland  33.4 5.8 107 17.6 320.3 
tanzania  6.4 4.3 12 2.3 36.6 
Uganda  6.7 7.3 18 4.7 5.4 
Zambia  17.0 5.4 21 6.9 113.1 
Zimbabwe  20.1 7.9 40 5.7 54.2 
Sweden 0.2 8.3 2,896 319 953 
note: Adapted from Arrehag et al. (2006); (a) source: unAids (2006); (b) Average exchange rate (in us$).

sources: Who (2005a; 2005b); haacker, (2004), swedish national Board of health and Welfare.

Country Foreign-born population
ethiopia 9,251
Somalia 7,194
Uganda 1,804
Gambia 1,476
Ghana 631
Burundi 578
tanzania 547
Nigeria 403
Côte d’Ivoire 176
togo 167
Zambia 155
Senegal 150
Zimbabwe 138
mozambique 124

Country Foreign-born population
Sierra Leone 96
Congo 86
Comoros 41
rwanda 39
mali 33
Djibouti 29
Namibia 29
malawi 28
Lesotho 19
Benin 17
Swaziland 12
Chad 11
Total 23 234
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There are several reasons for the shortage of  qualified staff  in the health sectors, but in most 
countries poor retention of  existing staff, particularly in the public sector, and insufficient 
supply of  trained workers are the main ones, as aptly described by Martin-Staple (2004) for 
Malawi. Migration of  health workers has increased during recent years and it is one of  the 
reasons for the problem, as described below. 

The private sector is also exposed to HIV/AIDS in various ways. The most immediate 
impact is likely to be increased costs of  production, but also investment and employment are 
affected.11 The size of  the costs varies greatly across industries. In labour-intensive indus-
tries such as transport and commercial farming, productivity is reduced when many infected 
workers are in the later stages of  the disease. However, simple calculations reveal that reduc-
tions in productivity associated with poor health for unskilled workers are unlikely to be the 
main problem: even if  15% of  the work force is HIV-positive, only 4% to 5% on average 
will have reduced working capacity due to illness. Since working capacity for physical work is 
reduced by 10% to 15% during the last couple of  years of  the disease, the decline in labour 
productivity is clearly less than 1%. Hence, the overall impact might not even be noticed, 
particularly if  some workers can be replaced. 

The major impact of  HIV/AIDS is probably due to loss of  skilled workers. This is evi-
dent from studies of  firms. Jones (1996) evaluated the costs of  HIV/AIDS on a tea estate in 
Malawi. His results showed that the greatest impact of  HIV/AIDS on costs and profits was 
the loss of  skilled workers. Since tea production is labour-intensive, this shows that firms that 
rely heavily on skilled workers may be even more vulnerable. Moreover, many other costs 
due to HIV/AIDS seem to be equally, or more important than the direct effect of  morbid-
ity of  workers on labour productivity. Some of  these are illness and the death of  colleagues, 
increased workloads and potential stigma and discrimination, which can all contribute to 
undermining the working morale and consequently reduce labour productivity. Moreover, 
the structure of  employee benefit schemes and how easily employees can be replaced are also 
important (Whiteside and O’Grady, 2002).

When a company recognises the threat posed by HIV to its employees, it may use three 
basic strategies for mitigating short and long-term consequences: try to prevent new infec-
tions, avoid or reduce the costs associated with existing and future infections and/or pro-
vide treatment and support for infected employees to extend their productive working lives 
and thereby delay the costs of  infection (Rosen et al., 2000). Companies use all of  these 
strategies, but the third one, providing anti-retroviral therapy, is becoming more and more 
common. Under the right circumstances, the private sector can contribute significantly in 
combating the HIV/AIDS epidemic. 

11.  See UN (2004) for a review of  the impact of  HIV/AIDS on companies.
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8. gender and economic growth  

In sub-Saharan Africa, women are disadvantaged in many respects and the situation is worse 
than in most other parts of  the world. This is evident from the low rankings on UNDP’s 
gender-related development index: the best sub-Saharan country is South Africa, which is 
ranked 120 out of  177 countries, Gabon is 123, while almost all positions between 141 and 
177 are occupied by sub-Saharan countries (UNDP, 2005). 

Gender inequality is a multifaceted concept that is hard to measure and the UNDP in-
dexes, constructed by combining several indicators, are clearly tentative. A more robust, but 
partial, measure of  gender inequality is differences in schooling. This measure is used in 
Table 16 to illustrate the development of  one important aspect of  gender inequality. The 
table reports female/male ratios of  school attendance for the age group 16 to 20 years. The 
data come from various demographic and health surveys, which are carried out at irregular 
intervals in a number of  developing countries (ORC Macro, 2007). All sub-Saharan countries 
with at least two surveys and at least one from 2000 or later are included. Moreover, some 
recent surveys from a selection of  other representative developing countries are added. Data 
on school attendance from surveys are more informative than the more commonly used 
national enrolment data, since many children enrol but do not necessarily attend school. 
The age group 16–20 was chosen because gender differences are much larger for secondary 
school education. For instance, there are 89 girls to 100 boys enrolled in primary school in 
sub-Saharan Africa, which is lower then any other region, but far higher than for secondary 
school attendance (DFID, 2007). Moreover, the economic and social benefits of  female sec-
ondary education have been recognised recently (Klasen, 2007; Rihani, 2006). 

The table shows that there has been some improvement, since countries have higher 
ratios in the more recent surveys. There are some exceptions though, such as Cameroon and 
Kenya. The countries with the least inequality are Namibia (0.91), Madagascar (0.75) and 
Burkina Faso (0.72), and the country with the worst inequality is Chad with 0.34 in 2004, 
although this is a considerable improvement on the 1990s, when the ratio was 0.23. Never-
theless, it is possible that the table gives too positive a picture, since there have not been any 
surveys recently in countries with conflicts or political instability. Moreover, there are greater 
gender differences when completion rates for secondary education are used instead (Rihani, 
2006)

Table 16 also highlights the difference between sub-Saharan Africa and other developing 
countries. Bangladesh, Indonesia and Egypt and Jordan are as good as or better than the 
best sub-Saharan countries, with the exception of  Namibia. However, Cambodia has a ratio 
of  0.40, demonstrating the variation found in Asia. Latin American countries are uniformly 
better, as indicated by the ratios for Bolivia, Colombia, Nicaragua and Peru, which are all 
about one. 

Reducing gender inequality is a development goal in its own right, but economic research 
has mostly focused on its role in promoting economic development. There is a great deal of  
research at the household level indicating that gender relationships matter for economic de-
velopment (Knowles et al., 2002; Stotsky, 2006). The direct effect of  inequality in education 
is illustrative. It reduces the average amount of  human capital in the country, since qualified 
girls are not given the opportunity to study. It is also an inefficient allocation of  resources, 
since the marginal return on educating boys and girls most likely are different. Moreover, 
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TABle 16: sChool ATTendAnCe rATios, girls/Boys Aged 16 To 20, seleCTed CounTries
                                                                   Sub-Saharan Countries 
Burkina Faso 1998/99  Burkina Faso 2003    
0.51 0.72  
Cameron 1991 Cameron 1998 Cameron 2004  
0.71 0.64 0.67 
Chad 1996/97 Chad 2004  
0.23 0.37  
eritrea 1995 eritrea 2002  
0.51 0.48  
Ghana 1993 Ghana 1998 Ghana 2003 
0.50 0.63 0.69 
Guinea 1999 Guinea 2005  
0.35 0.48  
Kenya 1993 Kenya 1998 Kenya 2003 
0.68 0.76 0.72 
madagascar 1992 madagascar 1997 madagascar 2003/2004 
0.81 0.70 0.75 
malawi 1992 malawi 2000 malawi 2004 
0.46 0.56 0.56 
mozambique 1997 mozambique 2003  
0.31 0.57  
Namibia 1992 Namibia 2000  
0.82 0.91  
Nigeria 1990 Nigeria 1999 (1) Nigeria 2003 
0.60 0.69 0.64 
rwanda 1992 rwanda 2000 rwanda 2005 
0.66 0.63 0.78 
Senegal 1992 /93 Senegal 2005  
0.44 0.68  
tanzania 1992 tanzania 1996 tanzania 2004 
0.46 0.57 0.51 
Uganda 1995 Uganda 2000/01  
0.37 0.57  
Zambia 1992 Zambia 1996 Zambia 2001/02 (2) 
0.50 0.55 0.53 
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there are many externalities deriving from female education: for instance, child mortality 
decreases with the mother’s level of  education, while the nutritional status and school perfor-
mance increase. And higher female education reduces fertility, which indirectly affects GDP 
per capita growth in the long run.

There is relatively little research on the macroeconomic consequences of  gender inequal-
ity. One reason is the measurement problem. Putting numbers on gender-based violence, 
exclusion of  women from certain economic activities, bargaining power within households, 
etc., is difficult. Moreover, the most commonly used measure of  inequality, income, is only 
available for households (Klasen, 2005). The alternative is to use non-income inequality mea-
sures of  well-being. Hence, macro studies have primarily focused on education, but there are 
some that use health indicators and social capital, such as women’s political participation.12  

In spite of  the obvious benefits from increased gender equality at the household level, cross-
country studies on economic growth provide a somewhat mixed picture. Reviewing empirical evi-
dence from their own studies, Barro and Sala-i-Martin (2004) argue that only male secondary and 
college schooling have a positive effect on growth, while female primary schooling has no effect 
and secondary schooling actually reduces it. These results have been challenged, however. It is not 
clear how to interpret the coefficients, and the results hinge on the inclusion of  Latin American 
countries, which had low growth and relatively little gender inequality (Klasen, 2002). 

Several recent studies find a strong gender effect on economic growth. Knowles et al. 
(2002) show that female education is more important for labour productivity than male edu-
cation. Klasen (2002) gets similar results: gender inequality has a strong impact on economic 
growth, particularly in sub-Saharan Africa. It explains as much as 30% of  the difference in 
growth rates between Botswana, with high growth and low educational gaps, and Ghana and 
Niger, with substantial gender inequalities. Blackden et al. (2007) analyse growth effects of  
gender inequality using gender gaps in education, but also in formal sector employment and in 
access to assets and inputs in agricultural production. Although they do not provide numbers 
for the combined effects of  the gender gaps, their results are suggestive of  a substantial impact. 
For example, a comparison between Uganda and East Asia suggests that gender inequality in 
education and employment accounts for a difference of  0.7% per year in GDP growth. Hence, 
Blackden et al. (2007) conclude that “gender inequality acts as a significant constraint to growth 
in sub-Saharan Africa, and that removing gender-based barriers to growth will make a substan-
tial contribution to realizing Africa’s economic potential” (p. 665). 

Although limited to developed countries due to the paucity of  data, Coulombe and 
Tremblay (2006) is a relevant study. Using time-series data from literacy tests, a much more 
exact measure of  human capital than the school data, they show that female literacy is both 

12.  See Stotsky (2006) for a thorough review of  macroeconomic studies.

                                                             Non-African Countries 
Bangladesh 2004  Cambodia 2000 Indonesia 2002 /2003 
0.76 0.40 0.91 
egypt 2000 Jordan 1997 Bolivia 2003 
0.77 1.05 0.96 
Colombia 2005 Nicaragua 2001 Peru 2000 
1.00 1.19 0.96 
source: demographic and health surveys, various years (orC macro, 2007)
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more significant and has a stronger impact than male literacy. The literacy skills acquired by 
one additional year of  education increases average GDP per capita growth by 9.45% for 
females and 5.8% for males. 

Hence, investment in female education appears to have a high pay-off  both in terms 
of  economic growth, as well as in reduced gender inequality. And the pay-off  is likely to be 
especially high in sub-Saharan Africa, possibly due to the large imbalances. The results from 
macroeconomic studies on other aspects of  gender inequality, such as health and social capi-
tal, are not as strong but point in the same direction (Stotsky, 2006). 
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9. Brain drain  

There has been a brain drain from sub-Saharan Africa for a long time, and it has increased 
significantly since the 1970s, both in absolute and relative terms (Docquier, Rapaport, 2006). 
In 1990, for which there is reliable data, 11.7% of  the skilled workers lived outside sub-
Saharan Africa, and in 2000 the number had increased to 12.9% (see Table 17). The total 
migration rate was much lower, 0.7% in 1990 and 0.9% in 2000. The migration of  skilled 
workers varies greatly across regions and countries: in Eastern Africa the migration rate was 
as high as 18.6% for skilled workers in 2000. In several countries the rates were even higher: 
as many as 42% of  those with tertiary education had migrated from Ghana by 2000, 25.6% 
from Angola and 26.3% from Kenya. The migration rate for Sweden, for example, was 4.4% 
(see Docquier and Marfouk, 2006).

Another way of  looking at migration is to compare the share of  skilled workers among 
the residents in the home country and the migrants. In EU15, 18.6% of  the residents are 
skilled and 32.6% are skilled among those that migrate from EU15. The corresponding num-
bers for sub-Saharan Africa are 2.8% and 42.5% (Docquier, 2007).

TABle 17: migrATion rATes in 1990 And 2000 (in %)
 Migration rate in 1990  Migration rate in 2000  
region total Skilled total Skilled 
Sub-Saharan countries  0.7 11.7 0.9 12.9 
eastern Africa  0.8 15.4 1.0 18.6 
middle Africa  0.8 12.1 1.0 16.1 
Southern Africa  0.6 9.1 1.0 6.8 
Western Africa  0.6 10.4 1.0 14.8 
Northern europe  6.6 14.0 6.8 13.7 
note: The migration rate is defined as the stock of migrants abroad (outside the region indicated) as a percentage of those at home. 
source: docquier and rapoport (2006). 

Generally, brain drain is considered to be unfavourable for the migrants’ home country and 
favourable to the recipient. This is because governments invest in education and training but 
receive little in return when skilled people migrate. However, brain drain does not have only 
negative effects on those left behind. Migration of  skilled workers generates remittances; it 
improves business and trade networks; increases expected returns to education; and leads 
to increased knowledge and skills when migrants return home (Docquier, 2007; Kuznetsov, 
Sabel, 2006). It is, for example, easy to appreciate the importance of  remittances: over the 
period 2000–05, official remittances to sub-Saharan Africa were 2.5% of  GDP, but some 
countries received well over 5%, such as Lesotho, Cape Verde, Guinea-Bissau and Senegal 
(Gupta et al., 2007). Moreover, unrecorded remittances might be as high as 50% of  the 
recorded ones (Freund, Spatafora, 2005). A large part of  these are likely to be due to the 
migration of  skilled workers. 

Studies of  the costs and benefits of  migration have been fraught with data problems, but 
recently new much improved data have been compiled. Docquier and Rapoport (2006) use 
these to analyse migration from the perspective of  developing countries and conclude that 
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optimal skilled migration is positive: this means there should be some net skilled migration 
from poor countries. Beine et al. (2007) also evaluate the net effect of  the brain drain, but 
over a large cross-section of  countries. They find that migration increases the number of  
skilled workers living in developing countries: the brain drain thus has a positive effect in the 
aggregate. However, there are distributional consequences. Among countries with low levels 
of  human capital, those with a large share of  unskilled migration tend to gain, while those 
with large shares of  skilled migrants lose. Small countries in sub-Saharan Africa and Central 
America clearly have too much migration of  skilled workers. 

A case where the brain drain is very likely to have a negative impact is migration of  
health workers from countries with high HIV rates. The lack of  medical doctors and nurses 
is evident from Table 15 above. Unfortunately, HIV/AIDS seems to worsen the problem. 
Bhargava and Docquier (2007) combine cross-country data on brain drain with UNAIDS 
prevalence rates for countries in sub-Saharan Africa and find a positive relationship between 
HIV/AIDS prevalence and the migration of  physicians. Hence, HIV/AIDS seems to cause 
migration.

The problem is also illustrated by Figure 3, which depicts migration rates for physicians 
from 1991 to 2004 for selected countries in sub-Saharan Africa. The migration rate is defined 
as the stock of  physicians abroad as a per cent of  physicians trained in the country. As the 
graph shows, in most countries over 10% of  the medical doctors worked abroad, and in 
Malawi and Zimbabwe the rates were over 25% during 2000–04. Hence, there is an urgent 
need for action, both for sub-Saharan countries losing skilled workers and for the recipient 
countries, as well for donors and international organisations. A recent initiative by DFID 
in Malawi to top up salaries for health workers and provide incentives to attract Malawian 
doctors and nurses working abroad to return home, is one interesting attempt to alleviate 
problems caused by the brain drain (see Palmer, 2006).

figure 3: migrATion rATes for physiCiAns in seleCTed suB-sAhArAn CounTries, 1991–2004  

source: Adapted from Arrehag et al. (2006). The data are from Bhargava and docquier, (2006).
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10. Trade policy reform and African development 13  

There is an extensive literature on the trade-growth relationship. This is a somewhat contro-
versial literature since it is hard to show a clear casual relationship,14 but it is abundantly clear 
the countries that have succeeded in increasing income levels substantially have also been 
successful in the export markets. The gains are partly static gains of  specialisation and partly 
due to dynamic gains in the form of  positive effects on total factor productivity (see Bigsten 
et al., 2004, for evidence on productivity effects of  exports in African manufacturing).

Trade policy vis-á-vis Africa is thus important. Estimates using the linkage model of  the 
global economy (Anderson, Martin, van der Mensbrugghe, 2006; World Bank, 2006) suggest 
that full liberalisation of  global merchandise trade would increase world GDP by US$ 287 bn 
per year by 2015 and, of  this, US$ 86 bn would accrue to the developing countries.15 These 
estimates disregard gains from service trade liberalisation, trade facilitation and productivity 
gains from opening up. Sub-Saharan Africa would experience an income increase of  US$ 4.8 
bn or 1.1% of  its GDP, which seems modest but still represents a relative income gain for 
the region that is double the world average. Two-thirds of  the gains are due to reforms in 
other countries and a third is due to own reforms. In the case of  complete global trade liber-
alisation, as much as 78% of  the gains for sub-Saharan Africa would come from agricultural 
reforms in all countries (textile and clothing contributes 11%, other merchandise 11%), and 
essentially the whole gain to Africa from EU liberalisation would come from the elimination 
of  its various agricultural protection measures. These reforms would also have a positive 
distributional impact in the developing countries, since it is farmers and unskilled labour that 
are most likely to gain from the trade liberalisation (Hertel, Winters, 2006).

However, full liberalisation of  merchandise trade is not likely in the short term. What has 
been attempted during the last five years is a multilateral agreement within the WTO frame-
work. The aim of  the Doha Round was to achieve multilateral, reciprocal, non-discriminato-
ry trade liberalisation. A successful completion of  the round would have implied significantly 
lower levels of  protection, although still some way from full free trade. Anderson, Martin 
and van der Mensbrugghe (2006) simulate various possible outcomes of  the negotiations 
and find that the effect on global real income by 2015 would be in the range of  US$ 75–120 
bn. In these scenarios, however, almost all of  the gains accrue to the reforming high-income 
countries, while the impact on sub-Saharan Africa specifically would be modest. Thus, the 
‘concessions’ that the EU and other industrialised countries are willing to make would largely 
benefit themselves. For the Doha Round to benefit Africa, much more is needed. It would 
be important to transfer some of  the gains from the liberalisation from the EU16 to Africa 
in the form of  more aid, for example, to develop supply capacities in sub-Saharan Africa via 
improvements in transport and market infrastructure, training and extension (see Hertel and 
Winters, 2006).

To be able to integrate with the world economy, African countries need to have an eco-
nomic environment that makes it possible for them to be an arena for outsourcing and FDI 
generally. This requires systems that can guarantee quality and timely deliveries. If  products 

13.  This section draws on Bigsten (2007).
14.  See, for example the critical review of  the evidence by Rodriguez and Rodrik (2001)
15. Cline (2004) found that the impact of  a complete removal of  tariffs on developing countries would be a long.-run income gain 
of  about US$ 200 bn per year and that about half  of  this would be due to removal by developed countries of  import tariffs against 
developing countries. He also found that the impact on poverty would be large.
16.  EU25+EFTA would gain US$ 65 bn according to these model simulations.
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are part of  production process or a marketing drive, it is fatal to deliver late. Stability and 
security is therefore essential for LDCs if  they are to be able to benefit from the forces of  
globalisation. The World Bank (2006, p. 94) notes that a typical import transaction in Africa 
takes 58 days versus 14 days in industrialised countries and that each day of  delay reduces 
exports by 1%.

African countries are at present covered by the EU General System of  Preferences, but 
this does not seem to have had a large effect on African exports. The fact that other parts of  
the world have done much better in terms of  export expansion suggests that African coun-
tries suffer from major supply side constraints. In the last couple of  years, the resource boom 
in oil and other natural resources has increased export incomes and sub-Saharan Africa saw 
incomes from merchandise exports increase by 27% in 2005 (World Bank, 2006, p 114). So 
there have been some improvements in recent years because of  the boom, but how long this 
will last is an open question. 

Sub-Saharan African countries not only face high tariffs in the developed countries, but 
even higher tariffs on their trade with other developing countries (World Bank, 2005). Even 
if  countries in sub-Saharan Africa face low tariffs in manufacturing, they face high restric-
tions on their most important exports, agriculture.

Agriculture is in focus in the Doha Round, but this is a politically sensitive sector al-
though it is no longer very important economically in the richer regions. The protectionist 
measures applied within the EU reduce the welfare of  EU citizens while at the same time 
holding down incomes in Africa. It should be easy to get an agreement between the parties, 
but the agricultural lobbies in the North are very strong.

There is a system of  trade preferences in place, which matters for poor African econo-
mies. In 2005, the EC introduced a more generous system of  preferences that offers duty-
free access for 80% of  the dutiable tariff  lines to a set of  poor countries that meet certain 
criteria. However, the existing system of  trade preferences for the ACP countries is against 
WTO rules. They discriminate against developing countries that are not in the ACP group, 
and they lack reciprocity, which is another requirement. The EU and the ACP countries did 
not manage to finalise a new arrangement during the Cotonou negotiation, so the WTO 
granted them an 8-year waiver that expires at the end of  2007. The EPAs covering trade 
relations and EU assistance measures plus measures to enhance intra-regional and interna-
tional integration therefore need to be put in place shortly (unless another extension can be 
obtained). Negotiations are continuing, but so far progress has been slow.

EU tariffs on, for example, agricultural goods remain and they are very detrimental to 
African countries. There is also a need for reforms in other areas, such as rules of  origin, 
technical standards, quotas and subsidies. The African and other ACP countries should be al-
lowed to reduce their tariffs on EU exports at a slower pace. Such an asymmetrical timetable 
would be acceptable to the WTO, but would have to end within a reasonable period. Milner, 
Morrissey and McKay (2005) suggest that ten years would be a reasonable estimate of  that 
time, which means that markets would be open by 2018. Eventually the services trade should 
also be included in these arrangements. Systems of  regulation should also be improved to 
facilitate investment and institutions that facilitate trade need to be developed.

Simulations of  the effects of  EPAs (e.g., Milner, Morrissey, McKay, 2005) find that the 
short-run welfare effects will be limited, and it is also shown that African economies would 
have relatively more to gain from unilateral liberalisation as against all countries, not EU only. 
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Such measures would be more growth-enhancing since they would be less discriminatory. 
Particularly the LDCs have relatively little to gain with regard to trade from entering into 
EPAs, since they already have almost free access to the EU market under the ‘Everything 
But Arms’ initiative. They will get even better access in the future as the remaining tariffs 
and quotas on bananas, rice and sugar will be phased out by July 2009. The LDCs will then 
have full and free market access to the EU market (including the commodities currently 
subject to the EU’s commodity protocols with the ACP countries). However, these countries 
still face the risk that the EU may use various safeguard clauses to stem export surges and 
countries may be eliminated from the generous treatment when they graduate from the LDC 
category.

It may be hard to entice the LDCs to enter into EPAs unless some further benefits are 
offered. Such measures could include simpler and less restrictive rules of  origin, concessions 
on trade in services, reduction in non-tariff  barriers, financial support to help the LDCs 
deal with the adjustment costs and technical assistance to help them develop their exports 
(Borrmann, Busse, Neuhas, 2004). The members not in the least developed category will see 
larger benefits from entering into the EPAs, since they do not have the same advantages at 
present. EPAs would also be more beneficial than the more restrictive Generalised System 
of  Preferences option.

The EPAs will lead to a reduction in tariff  revenues, which is often a substantial share of  
government revenue in sub-Saharan Africa. This is a concern if  the expected expansion of  
export incomes is slow in coming, which would be the case in the least efficient economies. 
They need to replace the foregone tariff  revenues with other government incomes, avoid 
substantial trade diversion, regulate liberalised services industries and manage intra-regional 
trade more effectively (Hinkle, Schiff, 2004).

 In spite of  the adjustment problems, the EPA process may have beneficial long-term ef-
fects. It needs to be supported by other measures to facilitate export expansion in ACP coun-
tries. One should utilise the EPAs as instruments of  development (Hinkle, Schiff, 2004). 
EPAs should be followed by measures in other areas such as exchange rate policy, trade 
facilitation measures, investment climate, and competition policy and infrastructure invest-
ment. Multilateral liberalisation might be superior, but even if  the countries go for that they 
could still have EPAs as well to get some of  the non-trade benefits associated with them 
(Gasiorek, Winter, 2004).17  

Countries that do not enter into EPAs will be left with the GSP, but they may lose the 
extra aid disbursements and technical assistance in association with the EPAs. They will face 
a considerable erosion of  the margin of  preferences they will receive on the export to the 
EU. Regional integration may help to increase export supply, but the major challenge is to 
improve domestic policies and institutions.

17.  When it comes to the liberalisation of  services, Jansen (2006) concludes that in general the multilateral route seems preferable. 
Why allow only EU firms entry, if  there are better alternatives available elsewhere?
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11. The role of principal internal and external economic actors  

The role of  different actors in the African economy has been discussed throughout this re-
port, but in this section we add some comments on the main internal and external actors in 
the economic sphere and discuss their roles in the economic development of  Africa. 

For Africa to take off  economically, economic agents there have to be put in a context 
where they have incentives and opportunities to invest and to allocate resources efficiently. 
The economic agents we are talking of  here are households, firms and farms. The economic 
environment in Africa has not been so benevolent, but it has been improved in many coun-
tries over the most recent decade. Still, it remains true that the economic environment in 
Africa is more risky than that in other regions for several reasons. There are, for example, 
climate risks that make it hard to be a farmer in Africa. There are also economic risks associ-
ated with the specialisation of  African economies on certain natural resources or crops, for 
which prices on the world market may fluctuate. There are policy risks, in the sense that the 
political environment is often unstable, and this makes it hard to make long-term investment 
decisions. In recent years, political conflicts have in several instances escalated into full-
blown civil wars, sometimes with neighbouring countries being drawn into them. 

Thus, Africa is a region with unusually high economic risks. This means that investors, 
domestic as well as international, demand a very high risk premium on their investments a. 
This holds back African investments. The fact that economic returns on investments in Afri-
ca are high, which has been enthusiastically reported in the press, is therefore not necessarily 
a positive signal. High returns indicate that only the few investments that have high returns 
occur, while projects with returns that would have sufficed in other regions never take place. 
The high rates of  return have obviously not been high enough to attract large investment 
resources into Africa. It was even estimated a few years ago that Africans themselves held 
40% of  their capital outside Africa (Collier, Hoeffler, Pattillo, 2001). 

The quality and stability of  the economic environment within which economic agents 
operate depends on the institutional structure, and the quality of  the government is of  
course central here. We have argued that the poor institutional and policy quality is the 
most important constraint on African growth. There has in recent years been a process of  
democratisation and some improvement in the functioning of  governments, but the low 
quality of  governance is still the most severe development problem in Africa. There is by 
now a reasonable consensus among economic analysts with regard to what needs to be done, 
but it is not clear how one can make governments want to do the right thing and manage to 
do so. It is at the same time an incentive, competence and resource issue.

The question then is how such incentives for governments can be provided. The normal 
procedure in a democracy is of  course that the government is under the control of  the elec-
torate with the help of  the media and various civil society organisations. During the period 
of  structural adjustment, democracy in Africa was poor and the donors sought to come up 
with an alternative control mechanism. The approach chosen was to use policy condition-
alities in connection with the resource transfers to force governments to pursue ‘sensible’ 
policies. These policies were mostly reasonable, and many governments also said they agreed 
and would pursue them. However, often they chose to back-track once they had received the 
loan, or the implementation was haphazard since the government did not feel it was its own 
policy. The poor efficiency of  this approach led to increasing scepticism about conditionality, 
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and the debate on ownership followed. This led to reform of  the system of  conditionalities 
with more emphasis on control by the recipient government of  policy-formulation, but with 
more extensive exchanges of  views with various strata of  the society, including donors. This 
has led to some reduction in policy conditionalities, but is not really a radical departure. It 
may be noted that international economic integration can help restrain government, since 
the costs of  economically irresponsible policy changes become quickly apparent (Bigsten, 
Durevall, 2003). 



The African economy and its role in the world economy

55

12. Concluding remarks  

African economies had stagnating or falling per capita incomes from the early 1970s to the 
mid-1990s. Then a modest reversal started and during the last few years per capita incomes 
have been growing at a decent 3% per year. If  this rate can be sustained until 2015 and in-
equality does not increase, Africa has a chance of  reaching the MDG for poverty reduction 
(Bigsten and Shimeles, 2007).18 The growth acceleration is partly due to the ongoing resource 
boom, but improvements in economic policies have also contributed. Policies need to be 
improved further, but the greatest political challenge is now in respect of  implementation, 
where the severe problems are due both to lack of  competence and lack of  incentives to do 
the right things.

Africa is the poorest region in the world and its social problems are huge. It is also the 
region that has been worst hit by the HIV/AIDS epidemic. Although it is difficult to de-
termine the epidemic’s detrimental effects with any precision, a vast number of  empirical 
studies indicate that they are substantial. It is also clear that HIV/AIDS is a major obstacle 
to reaching several of  the MDGs in the worst affected countries. On a more positive note, 
the distribution of  anti-retroviral therapy is being scaled-up rapidly in many countries and 
there are signs of  declining prevalence in some of  them, particularly in large cities. Moreover, 
more governments take the threat of  HIV/AIDS seriously. If  policy efforts are sustained, 
they can make a difference, as is evident from the experiences of  Senegal and Uganda.

There are numerous studies that show the negative effects of  gender inequality at the 
household level, but it has been more difficult to identify an impact on income at a national 
level. One reason is probably measurement problems. Many aspects of  gender inequality are 
simply not quantifiable. However, recent studies, using schooling data, have found strong 
effects in sub-Saharan Africa.

The brain drain from Africa has increased since the early 1990s, and is seemingly still 
growing. Recent research has shown that it is not necessarily bad that skilled workers mi-
grate from a poor country. Migration of  skilled workers generates remittances, it improves 
business and trade networks, increases expected returns to education, and leads to increased 
knowledge and skills when migrants return home. Nevertheless, for most sub-Saharan na-
tions, skilled migration is too high. There is thus a need for policies that make it less attractive 
to migrate and encourage skilled workers return. 

To be able to reduce poverty and to deal with social problems, African economies need 
sustained growth. The economic prospects for African economies depend on whether they 
can make a breakthrough in the export markets. This will in turn depend on the trade policies 
pursued by the EU, in addition to those of  China and India. Sweden has long had a liberal 
stand on trade reform and should try to convince other EU members that Europe needs to 
pursue free trade strategies. The Common Agricultural Policy is a disgrace that makes both 
African and European consumers poorer. 

For Africa to sustain the growth process and to achieve a real economic take-off, it must 
become an attractive arena for private sector investment, and for that to happen it must 

18. The results of  simulations between 2001 and 2015 based on the World Development Indicator (2004) distribution data indicate 
that the average growth rate in per capita consumption required to meet MDG1 with a neutral pattern of  growth is around 2.1%, 
while the median is slightly lower (1.9%), with notable variation across countries, from a high of  4.9% for Central African Republic 
to a low of  0.7% for Morocco and South Africa. Considering a long-term average population growth rate of  around 2.4% (WDI, 
2006), the growth in consumption expenditure needed is about 4.5%. The results indicate that by holding inequality at its current 
level, most African countries would be able to achieve MDG1 with relatively modest (but sustained) growth rates.
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provide an economic environment that is conducive to export production. Unless investors, 
domestic or foreign, find it in their interest to use Africa as a base for production for the 
world market, the investment boom will not happen.

China’s and India’s trade and investments in sub-Saharan Africa have risen dramatically 
during recent years, creating a further opportunity for the integration of  Africa into the 
global economy. The final impact will to a large extent be determined by policies adopted in 
sub-Saharan Africa to improve the functioning of  markets, but also to some extent by China 
and India, which still have tariffs on some agricultural commodities. Donors and interna-
tional organisations also have an important role to play, providing technical assistance to 
strengthen trade-related institutions and improve policy implementation.

Aid and debt relief  should contribute to the creation of  an environment where private 
investments can succeed, and thereby achieve long-term poverty reduction. So far aid has 
made a positive contribution to African economic growth, even if  the overall impact has 
been less than hoped for. However, in many countries the economic situation is more prom-
ising than it has been for a long time, and the chances of  positive impacts from aid interven-
tions are higher than earlier. 

The chances are good that aid will increase in the future, and more aid has been pledged 
by donors. At the Millennium Summit of  2000, world leaders agreed on a set of  common 
development targets, the Millennium Development Goals, for development efforts until 
2015. In 2005, proposals for massive increases in aid to particularly Africa were presented 
by the UN (2005) and the Commission for Africa (2005). In terms of  the promises made 
by Western countries, for example at the G8 meeting at Gleneagles in 2005, the aid flow to 
Africa should increase rapidly over the next few years. There is also agreement within the 
EU that all (the old) members will give at least 0.56% of  GNI as aid by 2010 and 0.7% by 
2015. Sweden of  course already surpasses this figure, while the average for the whole of  (old) 
EU was 0.35% in 2004 (Bigsten, 2007). Whether the member countries will live up to these 
promises remains to be seen.

The impact of  increased aid flows will depend on the modalities for its transfer. Collier 
(2006) argues for governance conditionality aimed at weakening the dominance of  the gov-
erning elite. Democracy has two important dimensions, electoral competition and checks and 
balances. Countries need system scrutiny to achieve honesty and other systems to achieve ef-
ficiency. Since scrutiny is a public good, it is subject to collective action problems, and donors 
could here help organise citizens. They could also stimulate peer group evaluations. Donors 
could help improve information to the citizens, build up their capacity to analyse it and pro-
mote incentives for agents to perform. Once a system is there, donors have an important role 
to play by insisting that rewards and penalties are built in and are implemented. Audit systems 
and parliamentary scrutiny are key areas of  intervention. Thus, a crucial aim of  donors should 
be to improve governance and implementation capacity in recipient countries. This requires a 
shift towards governance conditionality combined with technical assistance to build up systems 
that can handle government resources in a transparent and accountable way. 

For this to work, there is need for donor coordination (Bigsten, 2006). UNDP has never 
managed to bring this about although it was its original mandate, but the World Bank and 
the IMF have had such a role. A possible coordinator in the case of  European aid would be 
the EU, but so far it has not performed this task. EU aid has been quite bureaucratic and 
inefficient, although there have been some improvements in recent years (Berlin, Resare, 
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2005). By shifting aid towards more general forms of  aid such as budget support, donors 
may reduce the coordination problem and possibly also increase ownership. When different 
donors finance the same project or programmes, they could appoint one of  their number to 
be the coordinating agent responsible for government contacts and follow up.

The EU and the whole of  the OECD have often reiterated the need for policy coherence 
for development (OECD, 2003). Sweden has adopted an official policy that tries to ensure 
that all policies are consistent with the aim of  global development and poverty reduction in 
poor countries (Sweden, 2001). The EU has similar ambitions (OECD, 2002, p. 43). Policies 
across various ministries as well as across various countries should thus support the overall 
goal of  development in LDCs and create synergies among themselves. The action on co-
herence among decision makers is limited and there is a lack of  capacity to monitor policy 
coherence. It may be overambitious to take the development impact of  all policies into ac-
count, but EU members should at least try to improve the coherence of  the policies that are 
most important to LDCs. The most problematic political areas for policy change of  the sort 
discussed in this paper are not aid policy but trade policy and the CAP. This is a challenge to 
EU policy makers, since changes to the latter areas are probably the most important if  we are 
serious about our commitment to development. 
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Appendix: data  

The table shows aggregate net resource flows, which is the divided into official resource 
flows (aid) and private flows. In the latter category we have the important foreign direct 
investment category, which is also reported separately.

Appendix TABle 1: CApiTAl floWs To mAjor regions 1970–2005 (in Billion CurrenT us dollArs)
  1970 1975 1980 1985 1990 1995 2000 2005                  

east Asia & Pacific Aggregate net resource flows (US$) 1.95 6.54 9.15 12.51 25.09 84.54 46.52 133.35 

 Official net resource flows (US$) 1.09 1.85 3.52 4.54 7.92 12.39 7.86 3.17 

 Private net resource flows (US$) 0.86 4.69 5.64 7.96 17.16 72.15 38.66 130.18 

 Foreign direct investment, net inflows (US$) 0.42 1.87 1.50 2.95 10.51 50.80 45.14 96.90 

europe & Central Asia Aggregate net resource flows (US$) 0.48 0.70 6.32 5.29 8.20 31.11 48.75 161.52 

 Official net resource flows (US$) 0.34 0.54 3.61 2.31 4.24 10.80 9.33 -22.40 

 Private net resource flows (US$) 0.13 0.16 2.71 2.98 3.97 20.31 39.42 183.92 

 Foreign direct investment, net inflows (US$) 0.15 0.17 0.71 1.03 3.33 14.80 25.37 73.69 

Latin America & Caribbean Aggregate net resource flows (US$) 4.54 15.32 29.58 15.85 22.25 72.55 89.53 100.12 

 Official net resource flows (US$) 0.96 2.85 4.72 7.17 9.01 12.38 2.08 1.19 

 Private net resource flows (US$) 3.57 12.47 24.86 8.68 13.24 60.17 87.45 98.93 

 Foreign direct investment, net inflows (US$) 1.40 3.24 6.36 5.97 8.24 30.51 80.02 70.02 

middle east & North Africa Aggregate net resource flows (US$) 1.01 8.72 12.69 11.04 9.88 3.16 6.41 21.73 

 Official net resource flows (US$) 0.57 5.58 9.22 7.51 9.56 0.98 0.55 0.73 

 Private net resource flows (US$) 0.44 3.14 3.47 3.53 0.32 2.18 5.86 21.01 

 Foreign direct investment, net inflows (US$) 0.16 0.81 1.46 1.50 0.74 0.95 4.83 13.77 

South Asia Aggregate net resource flows (US$) 1.36 3.74 6.28 7.07 8.99 9.13 13.54 31.69 

 Official net resource flows (US$) 1.27 3.65 5.04 4.65 6.86 2.96 2.88 8.40 

 Private net resource flows (US$) 0.09 0.09 1.24 2.42 2.14 6.16 10.66 23.29 

 Foreign direct investment, net inflows (US$) 0.07 0.01 0.19 0.26 0.54 2.93 4.36 9.87 

Sub-Saharan Africa Aggregate net resource flows (US$) 2.08 5.38 11.53 8.68 18.58 22.77 21.95 56.84 

 Official net resource flows (US$) 0.89 3.38 7.18 8.90 16.53 14.23 10.68 30.45 

 Private net resource flows (US$) 1.19 2.00 4.35 -0.22 2.05 8.54 11.27 26.39 

 Foreign direct investment, net inflows (US$) 0.83 0.81 0.19 0.91 1.21 4.52 6.80 16.56
source. gdf 2007
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After a period of falling per capita incomes that started in the 
1970s, Africa finally saw a turnaround from about 1995. The last 
few years have seen average per capita incomes in Africa grow by 
above 3 per cent per year on average, partly due to the resource 
boom but also due to improved economic policies. Africa receives 
more aid per capita than any other major region in the world and 
there is a significantly positive effect of aid on growth
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