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The African Development Report, prepared
annually by the staff of the Development
Research Department of the Bank, provides
an in-depth review of recent macro-
economic performance and structural
issues in Africa, viewed from continental,
regional and national perspectives. It also
assesses the prospects of the African
economy in the context of recent global
developments. In addition, it provides an
in-depth analysis of a topical issue that is
critical to Africa’s development — with this
year’'s focus being on Public Sector
Management in Africa.

With respect to Africa’s economic
performance in 2004, the Report notes that
it improved markedly. The region’s GDP
growth rate reached an average of 5.1
percent from 4.4 percent in 2003, resulting
in a per capita GDP growth of 2.8 percent.
This is the highest GDP growth rate
recorded for the continent since 1996, and
considerably above the average of 3.7
percent for the previous five years. It is also
noteworthy that this is the first time in over
two decades that the continent has
recorded growth rates exceeding 4 percent
per annum for two consecutive years. As
was the case in the past, growth in 2004
exhibited a considerable variation across
individual countries, although the trend,
overall, was quite positive. Some 20
countries achieved GDP growth rates
exceeding 5 percent and 14 others
recorded growth rates of between 3 and 5

percent. Only three countries witnessed
negative growth rates, compared with six in
the preceding year.

Several factors, both external and
internal, contributed to this strong overall
economic performance. Externally, Africa’s
terms of trade improved considerably — by
6.7 percent — largely due the rise in oil
prices and the further strengthening of the
prices of major non-fuel commodities,
particularly metals. In addition, the rebound
in the global economy along with strong
demand from Asia for the region’s primary
export commodities also boosted the
Continent’s exports. As a result, Africa’s
current account improved significantly in
2004, recording a surplus of over $5 billion.
Improved export performance and debt
relief measures have contributed to a
continuing decline in the debt service ratio
for the Continent, which reached 11.8
percent in 2004, the lowest in some two
decades. Similarly, Africa’s total debt in
relation to its GDP continued its trend
decline, reaching 43 percent from a high of
76 percent in 1994.

On the domestic front, most African
countries made good progress towards
sound macroeconomic policies and
management. And although much remains
to be done, many countries continued to
pursue their programs of reforms, including
privatization of state-owned enterprises,
public sector reforms, and the strengthen-
ing of regulatory frameworks. Significant
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strides in creating a better environment for
private sector participation and for
attracting  foreign  direct investment
were thus made, with many adopting
policies to promote small and medium
enterprises.

This combination of policies has
resulted in strikingly improved key macro-
economic indicators. For the first time,
Africa’s average fiscal position produced a
balanced outcome in 2004, thanks to the
fiscal surpluses achieved by many countries
and prudent policies in most. Monetary
growth was also quite restrained. These
two factors contributed to an average
inflation rate of 7.7 percent, the lowest in
over two decades.

While welcoming the improved eco-
nomic performance of the African economy,
it should nonetheless be noted that the
overall GDP growth rate is still below the
6-8 percent required to achieve the
Millennium Development Goals (MDGSs).
Indeed, on current trends only the countries
of North Africa, South Africa and Mauritius
are likely to attain the goal of halving by
2015 the number of people living below the
poverty line, although a number of others
may meet some of the education and health
MDGs. Clearly, African countries would
need to build on the achievements of the
recent past and accelerate their economic
and social progress. This would require a
number of policy measures.

First, it is essential that peaceful and
stable conditions are maintained or
restored. Second, countries would need to
sustain the prudent macroeconomic
policies that they have begun to implement
as well as deepen their reform programs. In

particular, financial sector and governance
reforms are critical to create a more
favorable climate for the growth of the
private sector. Third, in an era of globaliza-
tion, it is imperative that African countries
strengthen their regional cooperation and
integration arrangements, particularly in
the context of the NEPAD initiative. And
fourth, African countries would need to
give high priority to combat the HIV/AIDS
pandemic.

In all such efforts, African countries will
continue to need the support of the
international community. Such support is
particularly critical with respect to official
development assistance (ODA), debt
reduction, and enhanced market access for
Africa’s exports. With respect to ODA, there
have been sizeable increases in ODA to
Africa in recent years, although much of it
was accounted for by debt relief. Despite
these developments — and as the recent
report of the UN Millennium Project makes
clear — ODA still falls short of what is
required for Africa to be on course towards
attaining the MDGs. It is, however, essential
that the donor community takes further
action to increase ODA in line with the
pledges it had made earlier at Monterrey
and other fora.

Progress has also been made in terms
of reducing Africa’s external debt burden
— in part due to the HIPC initiative —
but more needs to be done. In this regard,
the recent decision by the G8 member
countries to cancel the debts owed
by post-completion HIPC countries to
the international financial institutions
is commendable. And with respect
to external trade, the WTO July 2004
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Framework holds the promise of elim-
inating the tariff and non-tariff barriers for
Africa’s exports as well as reducing the
trade-distorting agricultural subsidies of
industrial countries.

Meeting the development challenges of
Africa requires the state to be an effective
regulator, facilitator and provider — the
topic that the African Development Report
deals with extensively this year. The Report
addresses these and other public sector
management reform issues in Africa and
provides a number of recommendations.

The Report notes that a development-
oriented state needs a strong administrative
capacity, with an efficient, open, and
accountable public service. This is critical
for designing and implementing sound
policies, managing the public sector,
regulating the private sector and providing
key services — particularly in public
health, education and some infrastructure
services — where the private sector may be
reluctant to invest. To perform these
essential development functions more
effectively, African governments would
need to build a public service capable of
understanding the challenges of develop-
ment, evaluating development policy
proposals, and effectively implementing
them.

Clearly, these tasks are best performed
under conditions of good political and
economic governance. By contrast, lack of
accountability and transparency, and
corruption often serve to undermine
competitiveness, economic growth and
development. Despite the significant
progress that most African countries have
made in the past decade in developing and

institutionalizing democratic institutions
much remains to be done. In particular,
African governments would need to
redouble their efforts to fight corruption.

In assessing public sector management
reforms in Africa, the Report finds that
good progress has been made in a number
of countries. Nonetheless, the process of
rationalizing the role of the state and
adapting it to the requirements of a modern
competitive economy remains a major
challenge in many. A number of factors
have contributed to this state of affairs. Past
approaches to public sector management
reforms have often relied heavily on
strategies that failed to take account of the
historical legacies and peculiarities of
individual countries. Reform efforts have
also often over-emphasized one facet of
reform over others.

Given the limited success of such
approaches, the Report recommends the
adoption of a broader and long-term
approach that takes into account the
specificities of each country. Of critical
importance in this regard is the need to
mobilize political support among all
stakeholders. In addition, success in public
sector management reform requires a
clarity of vision, the development of well-
trained and professional administrators,
and effective collaboration with all relevant
stakeholders. A critical challenge in this
regard is developing an effective incentive
system to attract and retain skilled
administrative officials. Clearly, when the
incentive structures in the public service
remain unattractive, its efficiency as well as
ability to effect policies will remain very
low.



Vi Foreword

As in past years, this year’s African  continent and elsewhere will find the
Development Report provides rich reference  information and analysis useful.
material on the African economy and on

public sector management reforms in W
Africa. T am confident that policy makers,

researchers, and representatives of the civil Omar Kabbaj

society and the private sector on the President
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CHAPTER 1

Africa’s economic growth rate in 2004 was
5.1 percent, higher than in any year since
1996. This encouraging performance
resulted from a combination of factors: a
rise in demand for many African raw
materials and commodities, improved trade
access for African exports, greater macro-
economic stability in the majority of
countries, further easing of debt burdens
and, equally importantly, a lessening of
some of the continent’s major conflicts.
Africa’s 2004 growth rate equaled the rate
recorded for the global economy as a
whole but was below the rates for other
developing regions. While Africa’s per
capita growth rate has so far remained too
low to bring about significant reduction of
overall poverty levels, it has been improv-
ing year on year — although few African
countries now seem likely to reach the
Millennium Development Goals by 2015.
Africa’s Ten Largest Economies (ATLEs),
which recorded growth near to the
continental average in 2004, continued to
register a relatively strong macroeconomic
performance. Indeed, the continent as a
whole recorded improved overall macro-
economic stability, which was manifested
by a continuing slackening of inflation
rates, a reduction in fiscal imbalances, and

a positive external position. Debt service
ratios were well down on previous years,
and national savings levels also began to
rise.

This chapter provides an overview of
the performance of the African economy in
2004. The first part evaluates overall growth
and macroeconomic performance. It also
highlights sub-regional growth perform-
ances (their performances are discussed in
greater detail in Chapter 2). It analyzes the
performance of the ATLEs, which account
for three-quarters of total African GDP, and
surveys the performance of major sectors,
including agriculture, industry, services and
energy.

In the second part of the chapter, some
of the factors influencing African economic
performance are examined. The impact of
external factors on the African economy is
discussed, particularly in the light of the
high commodity and oil prices and the
depreciation of the US dollar in 2004. The
role of domestic macroeconomic manage-
ment, and regional policies, in Africa’s
growth performance for 2004 is also
reviewed. The chapter concludes with
medium-term prospects for the African
economy, based on a projected global
growth scenario.
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Figure 1.1: Africa: Real GDP Growth Rate (percent), 1990-2005
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Stronger Growth Amid Global Recovery

Real GDP growth in Africa in 2004 rose to
5.1 percent, from 4.4 percent in 2003,
following a continued upward trend since
1999 (see Figure 1.1 and Table 1.1). This is
the highest rate of growth Africa has
experienced since 1996, and has occurred
against a backdrop of global recovery and
improved terms of trade for Africa. Under-
lying the improvement is a greater demand
for commodities and oil at higher prices
with improved world growth, greater
macroeconomic stability in African coun-

! The cut-off date for the 2004 data used in this
chapter is 28 February 2005. The estimates provided
may, therefore, change slightly as they are firmed up
in the course of the year.

tries, some improved access for African
exports, and further easing of debt burdens
in some countries under the Heavily
Indebted Poor Countries (HIPC) initiative.
Several countries rebounded in 2004 from
severe droughts in 2003, although some
Southern African countries experienced
poor weather conditions in 2004. Other
countries expanded oil production, benefit-
ing from the rapid rise in international oil
prices. Finally, conflict was reduced in
several regions, though conflict in the
Darfur region in Sudan together with
renewed conflict in Cote d’Ivoire, and
continued economic and political instabil-
ity in Zimbabwe all remain causes for
concern.

Africa’s growth rate in 2004 translates
into a real per capita growth rate of 2.8
percent, up from 2.1 percent in the
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Table 1.1: Africa: Macroeconomic Indicators, 2000— 20042/

2000 2001 2002 2003 2004/

1. Real GDP Growth Rate 3.4 3.9 38 4.4 5.1
2. Real Per Capita GDP Growth Rate 1.1 1.6 1.2 2.1 2.8
3. Inflation (%) 13,3 10.5 9.1 10.0 7.7
4. Investment Ratio (% of GDP) 18.9 19.6 20.1 20.0 20.1
5. Fiscal Balance (% of GDP) -0.5 -2.2 -3.0 -1.4 0.0
6. Growth of Money Supply (%) 17.9 19.3 18.5 18.0 15.6
7. Export Growth, volume (%) 9.3 0.8 1.0 7.2 4.6
8. Import Growth, volume (%) 2.5 4.2 4.5 5.8 7.2
9. Terms of Trade (%) 14.8 -3.5 1.0 3.8 6.7
10. Trade Balance ($ billion) 24.8 10.2 6.7 15.6 8.7
11. Current Account ($ billion) 5.0 -1.5 -6.2 1.3 5.1
12. Current Account (% of GDP) 0.9 -0.3 -1.1 0.2 0.7
13. Debt Service (% of Exports) 16.2 16.6 17.2 13.2 11.8
14. National Savings (% of GDP) 18.9 18.4 18.4 19.7 19.8
15. Net Capital Inflows ($ billion) 15.4 21.8 25.7 35.6

16. FDI ($ billion) 14.5 33.7 19.9 24.3

17. FDI (% of FDI to developing countries) 5.8 15.4 12.6 14.1

Notes: & Calendar year

o Preliminary estimates
... Not available

Source: ADB Statistics Division and IMF.

previous year, on an improving trend from
1999 (when per capita growth measured
0.9 percent). However, this fairly modest
per capita growth improvement has to be
seen in the context of the MDGs, which call
for reducing the proportion of people
living on less than $1 a day to half the 1990
level by 2015 — from 27.9 percent of all
people in low and middle income
economies to 14.0 percent. The goal of
halving the incidence of poverty by 2015
requires a sustained growth in per capita
income. On average, African countries

require per capita growth rate of 4.6
percent per annum, translating into a GDP
growth rate of more than 7 percent, to be
able to achieve the MDGs.

However, there is considerable varia-
tion in the growth requirement across
countries, ranging from Benin which needs
less than 1 percent per capita annual
growth, to Guinea-Bissau, where poverty
has worsened in the last decade, and which
requires nearly 12 percent per capita
annual growth. The weighted average per
capita growth target for resource rich
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economies is 4.1 percent a year, but for
conflict-torn economies, like Democratic
Republic of Congo (DRC), Liberia and
Sierra Leone, per capita incomes must now
grow at over 8 percent a year (UNIDO,
2004).

Improvements in Growth and Per
Capita Growth Distribution

Apart from the growth level variations
across countries, there can also be
considerable volatility in individual
countries’ growth rates over time. Because
of their vulnerability to external shocks of
various kinds, and to conflict in some
regions, it has proved difficult for many
African countries to sustain higher growth
rates at levels postulated by the MDGs.
Agriculture, the mainstay of GDP in many
African countries, is especially vulnerable
to changing climatic conditions and
drought. In 2004, however, agricultural
recovery after droughts in the 2002/03
season accounted for sharply improved
performance in Ethiopia, Malawi and
Rwanda while, on the other hand, Lesotho
and Swaziland were seriously affected by
poor weather in 2004. Variable export
prices affect producers with a strong
dependence on one or a few commodities
in their export baskets. Large increases in
oil production in Angola, Chad, and
Equatorial Guinea, at much increased oil
prices, elevated growth. Higher metal
commodity prices benefited South Africa
and other metal exporters; but poor cocoa
prices impacted badly on Cote d’Ivoire.
Conflict also seriously affects growth and
its abatement in several countries has
improved their performance in 2004 (e.g.

Central African Republic [CAR] and
Burundi). However, the spillover effects of
conflict are substantial and protracted, with
displacement of people both inter-
nationally, as refugees, and internally
within a war-torn country. Demobilization,
repatriation and resettlement is a slow and
costly process, and also accounts for much
of the poor growth and food insecurity
currently in Africa, as discussed below.

The variation in the growth perform-
ance of African countries has not altered
greatly from 2003, but overall there has
been an improvement (see Table 1.2).
Notably, the number of countries in the
category of negative growth fell from six in
2003 to three in 2004. Those remaining
are Cote d’Ivoire, Zimbabwe and the
Seychelles (see Table 1.3). In 2004, a total
of 20 countries (as opposed to 25 in 2003)
had growth in excess of 5 percent. Five
countries placed in this category in 2003
moved down to the 3-5 percent growth
category in 2004 (Botswana, Burkina Faso,
Cape Verde, Morocco, and Nigeria), while
four countries moved further down to the
0-3 percent group (Lesotho, Libya, Mali,
and Niger). In contrast, Angola, Burundi,
Ethiopia, and Uganda moved up from the
3-5 percent or lower categories in 2003 to
the over 5 percent growth category in 2004.
Angola’s improved performance benefited
from oil production increases and high oil
prices, but the big improved performers
were Burundi and Ethiopia. Both countries
moved up from the negative growth
category to the growth category above 5
percent; there was a reduction of conflict in
Burundi, and Ethiopia has rebounded after
devastating drought.
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Figure 1.2: Africa and the MDGs: Differences between Current and Required GDP Growth
Rates for Countries to Reach the Millennium Development Goals by 2015
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The 0-3 and 3-5 percent growth
categories had equal numbers of countries
in both 2003 (ten) and 2004 (fourteen) —
an increase of 4 countries in each group.
Surprisingly, with the exception of Djibouti,
all the new entrants into the 0-3 percent
growth category in 2004 were countries
which experienced growth rates in excess
of 5 percent in 2003. Similarly, of all the
new entrants into the 3-5 percent growth

category in 2004, only Kenya had an
upward mobility.

The per capita growth distribution
exhibits a slightly different pattern from
that of GDP growth. There was virtually
little or no variation in the distribution of
countries in all categories between 2003
and 2004 (see Table 1.2). The number of
countries with negative per capita growth
remained unchanged (12 countries), as was
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Table 1.2: Africa: Frequency Distribution of Countries According to Real GDP and Real Per
Capita GDP Growth Rates, 2000-2004

Number of Countries

Real GDP Growth Rate (%) 2000 2001 2002 2003 20042/
Negative 11 4 6 6 3
0-3 13 15 15 10 14
Above 3 to 5 11 13 19 10 14
Above 5 16 19 11 25 20
Not available 2 2 2 2 2
Total 53 58 58 58 58

Real Per Capita GDP Growth Rate (%)
Negative 18 12 15 12 12
0-1.5 10 12 10 6 5
Above 1.5 to 5 18 20 19 25 26
Above 5 © 7 7 8 8
Not available 2 2 2 2 2
Total 53 58 58 58 58

Note: @ Preliminary estimates
Source: ADB Statistics Division.

the number of countries with per capita
growth above 5 percent (8 countries).
There was, however, a notable decrease in
the number of countries in the 0-1.5
percent per capita growth category (from 6
in 2003 to 5 in 2004). In consequence, there
was an additional one country in 2004 in
the 1.5-5 percent per capita growth
category.

The group of Africa’s Ten Largest
Economies (ATLEs) accounts for over 77
percent of total African GDP (see Table

1.4), and for about 55 percent of the
Africa’s total population. South Africa is by
far the largest player, with a weight of over
27 percent in total African GDP. The next
three, in order of size, are Algeria, Egypt
and Nigeria — together they account for
nearly 30 percent of African GDP. Since
2003, Algeria and Egypt, and also Libya and
Tunisia, have swapped rankings in the
table.

The ATLE countries saw a marginal fall
in the weighted real growth rate from 4.8 to
4.4 percent, between 2003 and 2004, below
the continental average of 5.1 percent. In
all but four of these economies, the growth



The African Economy in 2004

7

Table 1.3: Country Growth Categories, by Real GDP Growth Rates, 2003-2004

Real GDP Growth 2003 2004
Rate (%)
Negative 6 3
Burundi (1.2 %), Cote d'lvoire (-1.7 %), Cote d’lvoire (-2.0 %), Seychelles (2.0 %)
Ethiopia (-3.9 %), Seychelles (-6.3 %), and Zimbabwe (4.8 %)
CAR (-7.0 %), Zimbabwe (-10.3 %)
0-3 10 14
Eritrea (3.0%), South Africa (2.8 %), Benin (2.2%), Togo (2.9 %),
Gabon (2.8%), Swaziland (2.4 %), Guinea (2.5 %), CAR (0.9 %), Comoros
Comoros (2.1 %), Kenya (1.8 %), (1.9 %), Eritrea (1.8%), Gabon (1.6%),
Guinea (1.2 %), Rwanda (0.9%), Swaziland (2.1 %), Guinea Bissau
Congo (0.8 %), Guinea Bissau (0.6%) (1.0%), Lesotho (2.3 %), Niger (1.0%),
Libya (0.9%), Mali (2.1%), Djibouti (3.0%)
Above 3 to 5 10 14
Uganda (4.7%), Benin (3.0%), Malawi Burkina Faso (4.0 %), Cameroon
(3.9 %), Mauritius (4.3%), Cameroon (4.1 %), Rwanda (4.0%), Mauritius
(4.3 %), Namibia (3.7 %), Djibouti (4.1%), Nigeria (3.7%), Congo (4.0 %),
(3.5%), Angola (3.4%), Egypt (3.2 %), Egypt (4.3 %), South Africa (3.8 %),
Togo (4.4%) Malawi (4.3 %), Namibia (4.4 %),
Morocco (3.5 %), Kenya (3.1%),
Botswana (4.4%), Cape Verde (4.0%)
Above 5 25 20
Equatorial Guinea (11.0%), Nigeria Chad (31.3%), Equatorial Guinea
(10.7%), Madagascar (9.8%), Chad (59.8%), Ethiopia (11.5 %), Angola
(12.5%), Burkina Faso (8.0%), (10.9%), Mozambique (7.8%), Gambia
Tanzania (7.1%), Mozambique (7.1%),  (7.7%), Sierra Leone (7.4%), Sudan
Algeria (6.9%), Gambia (6.7%), Sierra  (7.3%), Sao Tome & Principe (6.1%),
Leone (8.6%), Senegal (6.5%), Sudan DRC (6.8%), Tanzania (7.4%), Senegal
(6.0%), Mali (7.4 %), DRC (5.7%), (6.0%), Algeria (5.4%), Uganda (5.9%),
Tunisia (5.6%), Botswana (5.2 %), Tunisia (5.5%), Burundi (5.5 %),
Cape Verde (5.3%), Morocco (5.5 %),  Madagascar (5.3%), Ghana (5.8%),
Zambia (5.1 %), Niger (5.3%), Ghana Mauritania (5.2%), Zambia (5.1%)
(5.2%), Sao Tome & Principe (5.5%),
Libya (5.3%), Mauritania (6.6%),
Lesotho (5.2%)
Not available 2 2
Liberia and Somalia Liberia and Somalia
Total 58 58

Source: ADB Statistics Division
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rate fell. In some oil producers, such as
Angola, Sudan and Tunisia, growth rates
exceeded 5 percent, given the surge in oil
prices and increased oil production in all,
save for Tunisia. The sharp rise in the
Angola’s growth rate relative to 2003, from
3.4 to 10.9 percent, can be accounted for by
a big expansion in the value of oil produc-
tion as well as the post-conflict dividends.
Sudan witnessed the second highest
growth rate in the ATLE zone, at 7.3 percent
in 2004 (up from 6.0 percent in 2003). It too
benefited from the high oil production and
prices. Egypt also experienced improved
economic performance in 2004; growth
accelerated to 4.3 percent, up from 3.2
percent in 2003 recovery from effects of
both the war in Iraq and lower tourism

recovered from 2.8 percent in 2003 to 3.8
percent in 2004 owing to increased mining
production and a rebound in the
manufacturing and services sectors, despite
the appreciation of the rand.

The decline in overall growth of ATLEs
is accounted for by the deterioration in
growth in four of the biggest players:
Algeria, Morocco, Nigeria and Libya.
Algeria — a member of OPEC, with
increased oil production in 2004 —
experienced a deceleration in growth (from
6.9 percent in 2003 to 5.4 percent in 2004).
The slowdown in real growth in Algeria
was partly on account of a slower
expansion of hydrocarbon output and
partly due to slower agriculture growth
following the 2003 bumper crop. Morocco

receipts. South Africa’s growth rate  too experienced a slowdown in growth —
Table 1.4: Africa's Ten Largest Economies (ATLEs), 2004
Country GDP at current Population GDP Growth Country Weight
US$ (Billions) (Millions) Rate (%) in total African
GDP (%)

SOUTH AFRICA 214.2 45.21 3.8 27.0
ALGERIA 82.4 32.34 5.4 10.4
EGYPT 755 73.39 4.3 9.5
NIGERIA 72.3 12712 3.7 9.1
MOROCCO 50.2 31.06 35 6.3
LIBYA 30.4 5.66 0.9 3.8
TUNISIA 28.2 9.94 80 3.6
SUDAN 20.5 34.33 7.3 2.6
ANGOLA 20.3 14.08 10.9 2.6
CAMEROON 16.0 16.30 4.1 2.0
TOTAL ATLE 610.0 389.4 44 77.0

Source: ADB Statistics Division, UN and IMF.
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Table 1.5: Macroeconomic Indicators for ALTE*, 2000-2004

Indicators 2000 2001 2002 2003 2004
1.  Real GDP Growth Rate 4.0 3 3.6 4.8 4.4
2. Real Per Capita GDP Growth Rate 2.0 1.4 1.6 2.8 2.4
3. Inflation (%) 2.9 3.7 5.0 4.6 4.4
4. Investment Ratio (% of GDP) 19.1 19.8 21.2 20.5 20.6
5. Fiscal Balance (% of GDP) 0.4 -1.9 -2.6 -1.2 0.3
6. Growth of Money Supply (%) 14.4 17.8 19.5 14.7 8.7
7. Export Growth, volume (%) 10.5 0.2 -0.4 7.2 3.6
8. Import Growth, volume (%) 3.4 39 6.7 4.1 7.4
9. Terms of Trade (%) 20.7 —3.2 0.1 4.1 9.8
10. Trade Balance ($ billion) 26.8 15.9 8.3 221 36.0
11.  Current Account ($ billion) 171 8.2 -1.5 9.3 17.3
12.  Current Account (% of GDP) 3.8 1.9 -0.4 1.9 3.1
13. Debt Service (% of Exports) 15.8 16.5 15.4 13.6 12.0
14.  National Savings (% of GDP) 22.9 211 20.4 21.6 224
15.  Net Capital Inflows ($ billion) 1.3 7.1 11.6 11.0
16.  FDI ($ billion) 5.6 15.6 7.5 9.4
17.  FDI (% to developing countries) 2.2 7.1 4.8 515

* ALTE: South Africa, Algeria, Egypt, Nigeria, Morocco, Libya, Tunisia, Sudan, Angola and Cameroon.

... Not available
Source: ADB Statistics Division and IMF.

from 5.5 percent in 2003 to 3.5 percent in
2004 — due to slower growth in cereal
production. Nigeria, however, recorded the
biggest deceleration in growth in the ATLE
zone; GDP growth rate declined sharply
from 10.7 in 2003 to 3.7 percent in 2004,
following a series of work stoppages and
disruptions in oil production. Libya, in
2004, witnessed its slowest growth per-
formance since 1999; growth rate
decelerated to 0.9 percent in 2004, down
from 5.3 percent in 2003. With the fall in
real GDP growth for the ATLEs, there was
also a marginal fall in the per capita growth
rate, from 2.8 to 2.4 percent (see Table 1.5).

The fiscal performance, however, has
improved in these economies. The overall
fiscal deficit to GDP ratio has declined
since 2002, from 2.6 percent to 1.2 percent
in 2003, and in 2004, the fiscal balance
turned into a surplus of 0.3 percent of GDP.
The overall fiscal performance mirrored the
situations in individual ATLE countries; all
countries witnessed improved fiscal
balance, except Sudan and Egypt. Four
ATLE countries (Algeria, Cameroon, Libya
and Nigeria) recorded fiscal surpluses of
varying degrees in 2004, while the rest had
manageable fiscal deficits. Only Egypt had
a fiscal deficit, which was rather excessive
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and rising; 6.0 percent of GDP in 2004, up
from 5.4 percent of GDP in 2003. Sudan too
saw its fiscal deficit rise, albeit modestly,
from 0.4 percent of GDP in 2003 to 1.2
percent in 2004. All the other ALTE
countries that recorded fiscal deficits
witnessed significant improvements in
2004. For instance, Angola’s fiscal deficit
declined to 3.5 percent of GDP (from 6.6
percent of GDP in 2003), while fiscal
deficits in Morocco, South Africa and
Tunisia fell to 2.5 percent of GDP or lower.

The improved fiscal performance of the
ATLEs in 2004 translated into a slower
growth in consumer prices. Inflation in
these countries declined, from 4.6 to 4.4
percent. Again, this reflected the falling
inflation in all but three ATLE countries;
Algeria, Egypt and Tunisia are the only
countries with rising inflation. The overall
performance of the ATLE countries played
a crucial role in the trend in Africa’s overall
inflation, which decelerated from 10.0
percent in 2003 to 7.7 percent in 2004.

As a result of increases in oil receipts,
the trade balance for the ATLEs rose very
strongly to $36.0 billion from $22 billion in
2003, and more than four times the value in
2002. Consequently the current account
registered an improvement from 1.9
percent of GDP in 2003 to 3.1 percent in
2004. Both exports and imports, in volume
terms, grew in 2004 the growth of the latter
accelerated while that of the former
decelerated. The rapid increase in import
growth largely reflects growth in domestic
demand.

National savings rates for ATLEs, at 22.4
percent of GDP in 2004, were slightly
below their level in 2000 (22.9 percent), but

have been fairly steady in the last few
years. ATLE rates are higher than the
African average of 19.8 percent. The North
African ATLE countries had the highest
savings ratios and South Africa the lowest.
Data on compensatory ‘foreign saving’ in
the form of net capital inflows, particularly
FDI, are available only for 2003. They
indicated an increase over the previous
year, but were still below the 2001 levels.

Regional variations in growth rates are
shown in Table 1.6, both for the
geographical sub-regions and for a variety
of sub-regional economic groupings. Three
of the geographical sub-regions experi-
enced improvements in real GDP growth
between 2003 and 2004, in each case quite
substantial. Growth in Central Africa rose
from 5.0 to 14.4 percent. That of East Africa
rose from 2.3 to 6.8 percent. Southern
Africa experienced a more modest
improvement from 2.6 to 4.0 percent. In
contrast, Northern Africa experienced a
slight decline from 5.1 to 4.6 percent; while
the weighted growth figure for West Africa
fell sharply from 7.0 to 3.4 percent. Details
on the performance of each sub-region are
given in Boxes 1.1-1.5.

There is a striking variability in sub-
regional growth rates. Conflict in Central
Africa caused very low growth in 2000 but
since then there has been a rebound in
growth, with sustained high rates for a few
years, and a sharp increase in 2004, aided
by increases in commodity and oil prices.
East Africa experienced unusually low rates
of growth in 2002 and 2003, following
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severe droughts, but has since recovered.
Growth has also been volatile in West
Africa, because of external commodity
price shocks, conflict and drought. Growth
fell from 3.9 to 2.5 percent between 2001
and 2002, then rose to 7.0 percent and fell
again to 3.4 per cent in the subsequent two

years. Southern Africa is wholly dominated
by the performance of the South African
economy, and has shown minimal
variability since 2001 (between 2.7 and 4.0
percent), despite volatile performances by
some of the other countries in this sub-
region.

Table 1.6: Real GDP Growth Rates by Sub—Region, 2000-2004

2000 2001 2002 2003 2004
ADB Geographical sub-regions
Central Africa 1.1 7.7 5.3 5.0 14.4
Eastern Africa 4.0 8.9 2.2 2.3 6.8
Northen Africa 3.8 4.0 3.0 5.1 4.6
Southern Africa 3.3 2.7 3.8 2.6 4.0
Western Africa 3.4 38 2.5 7.0 3.4
ADB Operational groupings
ADF-eligible countries (incl. Blend countries) 2.6 4.1 38 4.7 85
ADF-only Countries 2.7 4.8 4.3 4.0 6.4
Blend countries 2.6 1.9 0.2 7.4 2.3
Non-ADF countries 3.9 3.8 36 4.2 4.8
Regional & economic groups
AMU 2.3 4.0 3.4 6.1 4.4
CAEMC 5.0 13.1 5.6 5.7 19.9
COMESA 3.8 3.6 3.4 2.7 5.4
ECCAS 1.5 6.8 7.2 4.7 13.6
ECOWAS 3.4 3.9 2.5 7.0 3.4
FRANC ZONE 2.3 7.9 3.4 4.7 9.9
SADC 3.0 2.7 3.9 3.0 4.3
WAEMU 0.5 4.4 1.8 4.0 1.9
HIPC Countries 3.8 6.2 4.0 4.3 7.0
Net Oil Exporters 4.3 4.1 3.7 5.9 6.1
Net Oil Importers 2.9 3.8 3.8 3.3 4.4
ALL RMCs 34 3.9 3.5 4.4 5.1

Note: @ Preliminary estimates.
Source: ADB Statistics Division.
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Box 1.1. Sub-Regional Highlights —
Central Africa

Central Africa’s growth in 2003 surged to 14.4
percent from 5.0 percent in 2003, far exceeding
the average for 2000-03 of 4.7 percent. The
sub-region has ten countries and the smallest
share of African GDP at 5.9 percent and
contributes 7.4 percent of Africa’s exports, with
about 12 percent of the total African population.
There was great variation in the performance of
individual countries.

Star performers in 2004 growth rates were
the following countries: Equatorial Guinea (59.8
percent), Chad (31.3 percent), Democratic
Republic of Congo (6.8 percent), and Sao Tomé
and Principe (6.1 percent). Growth in Equatorial
Guinea and Chad was largely driven by
increased oil production, while growth in the
DRC was a result of post-conflict dividends.
Burundi grew at 5.5 percent while Rwanda,
another post-war country, saw growth at 4.0
percent, up from the 0.9 percent in 2003, but
down from the 2000-03 average of 5.8 percent,
and far below its high growth rates of
1995-2000. Both Cameroon and Gabon
improved growth to 4.1 and 1.6 percent,
respectively. Growth in both countries
decelerated during 2004. The Central African
Republic rebounded from two successive years
of negative growth (-0.6 and -7.0 percent in
2002 and 2003 respectively). Thus the growth
rate of 0.9 percent the country recorded in 2004
represented an improvement in economic
performance.

Box 1.2. Sub-Regional Highlights — East
Africa

East Africa saw a sharp rise in the growth rate of
real GDP, from 2.3 percent in 2003 to 6.8 percent
in 2004, far exceeding the average for 2000-03
of 3.4 percent. East Africa has the smallest share
of African exports at 5.2 percent, and the second
smallest share (behind Central Africa) of African
GDP, measuring 6.8 percent. Yet East Africa,
with 11 countries, is relatively populous with
almost a quarter share of the total African
population. Again there is considerable variation
in the performance of individual countries.
Kenya’s economy is the largest in the sub-region,
contributing around 2 percent of total African
GDP. It is no longer the tenth but now the
eleventh largest economy in Africa, as of 2004.
Kenya'’s growth rate rose to 3.1 percent, up from
1.8 percent in 2003, buoyed by improved tourism
receipts. By contrast, the economies of Tanzania
and Uganda grew by over 5 percent each, at 7.4
and 5.9, respectively, exceeding their 2000-03
averages.

The star performer of the region was Ethiopia,
with a growth rate of 11.5 percent, rebounding
from negative growth under severe drought
conditions in 2002/03, and exceeding its 2000-03
average of 2.7 percent. Madagascar, reversed its
negative growth of 2002, occasioned by a
political crisis, achieving 9.8 percent growth in
2003, and a strong 5.3 percent in 2004, larger
than its 1995-2002 growth rate. Both Mauritius
and Djibouti improved growth to 4.1 and 3.0
percent, respectively. Comoros, with 1.9 percent
growth, maintained its steady low growth rate
trend, at just over 2 percent in the last five years.
Seychelles growth remained disappointingly
negative, and averaged negative growth in
2000-03, hit hard by tourism competition from
South Asia and the Caribbean. Post-war Eritrea
grew at 1.8 percent, down from 3 percent in 2003,
and exceeding the negative average for 2000-03.
No data are available for Somalia, which has a
humanitarian crisis, and widespread destitution.
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Box 1.3. Sub-Regional Highlights —
North Africa

The seven countries of North Africa account for
the largest share of the African economy at 36.5
percent, and contribute a similar proportion of
its exports, largely oil and gas. Real GDP growth
for 2004 in the sub-region was 4.6 percent,
down from 5.1 percent in 2003, but exceeding
the 2000-2003 average of 4 percent. The sub-
region accounts for 22.1 percent of the total
African population.

Most countries in the sub-region grew by
over 5 percent in 2004, with the exceptions of
Egypt, Libya and Morocco, and most are oil
producers, benefiting from expanded produc-
tion and high oil prices. Growth decelerated in
Morocco (from 5.5 to 3.5 percent in 2004), Libya
(from 5.3 to 0.9 percent in 2004), Mauritania (6.6
to 5.2 percent), and Algeria (6.8 to 5.8 percent
in 2004). The high weight of Algeria’'s economy
in the sub-region (with 11 percent of African
GDP alone), accounts for the marginal fall in
overall sub-regional growth. In 2004, Sudan was
the top performing economy in the region, with
growth rate accelerating to 7.3 percent, up from
6.0 percent in 2003.

Tunisia continued to maintain a healthy
growth rate, above 5 percent, as the country
witnessed bumper harvests for the second year
running in the agricultural sector. The Egyptian
economy has somewhat recovered from effects
of the war in Irag and lower receipts in the
tourism sector. Growth at 4.3 percent is up from
3.2 percent in 2003, but well below the average
of 5.2 percent for 1995-2000.

Box 1.4. Sub-Regional Highlights —
Southern Africa

More than a third of African GDP and 30.4
percent of African exports were generated in
Southern Africa, with by far the largest
contributor being South Africa (with a weight
alone of over a quarter of African GDP). Output
growth in Southern Africa rose from 2.6 percent
in 2003 to 4.0 percent in 2004, also exceeding
the 2000-03 average of 3.1 percent. Southern
Africa, with ten countries, is relatively under-
populated, with a share of Africa’s population of
14 percent. The sub-region has been ravaged
by HIV/AIDS in the last decade, experiencing
the most serious incidence rates in all Africa.

High performers achieving growth rates in
excess of 5 percent in 2004 included Angola at
10.9 percent, benefiting from high oil prices,
and Mozambigue, maintaining the exceptionally
high growth it has recorded over an eight-year
period, with output increasing by 7.8 percent in
2004. Zambia recorded the third highest growth
rate in the region, at 5.1 percent due to the
strengthening of copper and metal prices.
Botswana and Namibia each grew at 4.4
percent in 2004. Botswana’s growth, however,
continues to be highly affected by the HIV/AIDS
pandemic; its growth rate has been on a
declining trend since 2002. South Africa grew at
3.8 percent, up from 2.8 percent in 2003,
matching its performance in 2002 and
exceeding its average growth in 1995-2001 of
2.85 percent.

Lesotho experienced a major drought in
2004, which decelerated its growth to 2.3
percent in 2004, down from 5.2 percent in 2003.
Swaziland’'s growth has fallen since 2002 and
registered 2.1 percent in 2004. The food
security situation throughout Swaziland is
serious, following a drought that reduced the
2004 cereal harvest by a third. Zimbabwe
registered negative growth for the sixth year in
a row, at —4.8 percent.
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Box 1.5. Sub-Regional Highlights — West Africa

West Africa’s sub-regional average growth of 3.4
percent fell below the 7.0 percent rate achieved in
2003, and also just below the 2000-2003 average
of 4.2 percent. The sub-region produces just over
a fifth of Africa’s exports and has a 16.5 percent
share of African GDP. It is the most populous
region with 28.9 percent of the total African
population, in 15 countries. The largest population
by far is in Nigeria and numbers 127 million. Nigeria
is also the largest economy in the region, and
contributing 8 percent of Africa’s GDP.

Star growth performers in the region were The
Gambia (7.7 percent), Sierra Leone (7.4 percent),
Senegal (6.0 percent), and Ghana (5.8 percent),
and almost all surpassing their good performance
in 2003. Post-war Sierra Leone is reaping the
benefits of reconstruction and restoration of
political stability in the country.

Nigeria’s growth rate fell to 3.7 percent from
10.7 percent in 2003, largely caused by oil
disruptions in the Niger Delta (oil producing area)
and by economy-wide work stoppages to protest
against domestic oil price increases. Given its
weight in Africa’s GDP, this helps explain the
decline in regional growth. Benin, Burkina Faso,

Improved real GDP growth and real per
capita growth in 2004 were accompanied
by strengthened macroeconomic funda-
mentals (see Figures 1.3 and 1.4). The fiscal
outlook improved, with the fiscal deficit to
GDP ratio declining since 2002, from 3.0
percent, through 1.4 percent in 2003, to
zero percent in 2004. This result is to a
degree driven by higher export receipts in
the oil and commodity exporting econo-

Cape Verde, Mali, Niger, and Togo all experienced
a decline in their GDP growth rate. Benin's growth
has fallen to 2.2 percent from 3.9 percent in 2003,
and far below its average growth, well in excess of
4 percent, in the preceding three years. Burkina
Faso’s growth also declined relative to 2003 and its
earlier higher growth rates. Mali’'s growth has been
rather volatile in the last four years — partly
explained by the adverse impact of the crisis in
Coéte d'lvoire, and registered a mere 2.1 percent
growth in 2004. Guinea more than doubled its
growth rate to 2.5 percent.

Cote d’lvoire, experiencing significant civil
disturbance since 2002, continued to register
negative growth. A very modest growth perform-
ance was recorded by Guinea-Bissau at 1 percent,
up from 0.6 percent in 2000-2003. Guinea Bissau
and Niger jointly had the second lowest growth in
the region, after Cote d’lvoire. There are no data for
war-torn Liberia. In general, growth in the
Francophone West African countries was much
lower than that in the Anglophone countries, partly
due to the appreciation of the CFA franc and partly
due to the effects of the conflict in Cote d’lvoire,
their major trading partner in the region.

mies, some of which dominate total African
GDP. The fiscal position continues to be
better than for developing and emerging
countries as a whole.

The average inflation rate for Africa fell
to halve of its 2000 rate, and from 10.0 to
7.7 percent relative to 2003, starting to close
the gap with other developing and emerg-
ing countries. The African Economic Out-
look, produced jointly by the ADB and
OECD, projects a further fall in inflation to
7.1 percent in the coming year. While
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Figure 1.3: Developing and Other Emerging Market Countries* vis-a-vis Africa’s Major

Performance Indicators, 2003-2004
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Figure 1.4: Africa: Major Economic Indicators, 2000—-2004
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macroeconomic stability has generally
improved, there are inflationary pressures
apparent in several countries such as
Angola, Chad, Egypt, Gambia, Guinea,
Kenya, Nigeria, Rwanda, Sao Tome &
Principe, Zambia, and Zimbabwe. The
fiscal and monetary policy issues are
discussed below.

In North, Central and East Africa, all
countries recorded inflation below 10 per-
cent. In the West African sub-region, there
was double-digit inflation in The Gambia,
Ghana (improving), Guinea, Liberia and
Nigeria. In Southern Africa, South Africa’s
inflation, at 2.6 percent, has been reduced
to below the 3-6 percent inflation-targeting
band, and all other countries in the sub-
region recorded inflation below 10 percent,
except Angola (improving to 43.5 percent),
Zambia (worsening to 17.8 percent) and
Zimbabwe (worsening to 350 percent).
Unsurprisingly, given political instability
and severe economic problems, Zimbabwe
is the worst inflation performer in Africa,
with triple digit inflation twice its average
2000-03 inflation rate. This is causing
serious hardships to millions of its citizens,
along with food shortages from sharply
contracted output.

Investment and Savings

The African gross national investment to
GDP ratio has been fairly static, at around
20 percent throughout the last three years,
though this clearly masks considerable
country variations. In North Africa,
investment ratio has averaged around 23
percent of GDP since 2000. Egypt and
Libya are the only countries with an
investment ratio below 20 percent in 2004

(16.7 and 12.6 percent, respectively). High
gross national savings ratios to GDP are
also common in this region, with an
average of 27.6 percent. The two largest oil-
producing countries in the region, Algeria
and Libya, registered the highest savings
ratios of 40.7 percent and 33.8 percent,
respectively, in 2004. In contrast, Sudan
had the lowest savings ratio of 13.5
percent, up from the 5.9 percent recorded
in 2003.

Southern Africa, which was the worst
performing region in terms of national
investment ratio during 2000-03 (17.5
percent), witnessed a significant improve-
ment in 2004; average investment to GDP
ratio rose to 20 percent. High investment
ratios were posted by Mozambique (44.3
percent), Angola (33.4 percent), and
Lesotho (31.4 percent). The sub-region’s
savings ratio was 15.1 percent, marginally
better than that of the weakest performer,
East Africa. Botswana was the strongest
performer with a savings ratio of 36.9
percent, followed by Namibia, with 28.3
percent. Zimbabwe, with a negative
savings ratio of 4 percent (evidence of
dissaving in the economy) was the weakest
link, followed by Malawi with a meager
savings ratio of 1.0 percent (up from a
negative rate of 0.4 percent in 2003). The
other countries had savings ratio ranging
from 11.8 percent (Zambia) to 25.1 percent
(Lesotho).

The remaining three sub-regions had
average investment ratios in the region of
18 to 20 percent. Saving ratios averaged
18.5 percent in Central Africa, driven by the
extremely high rate of savings in Gabon (37
percent). In West Africa, the savings ratio
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averaged 18 percent, with only two
countries, Ghana and Nigeria, achieving
over 20 percent. The worst performing
African sub-region in terms of savings was
East Africa, with a savings-to-GDP ratio for
2004 of only 14.7 percent. Rates were
uniformly low, except for Mauritius (26.1
percent) and Uganda (18.7 percent).

Terms of Trade

Probably the most striking statistic for 2004
is the significant improvement in the terms
of trade for Africa as a whole, which grew
at 6.7 percent in 2004 relative to about 4
percent average growth during 2000-2003,
and 3.8 percent growth in 2003. In 2001,
the terms of trade had actually deteriorated
(negative growth in the terms of trade),
while terms of trade growth was very low
at 1 percent in 2002. In 2004, high oil and
commodities prices favored oil and metals
exporters, but penalized oil importers.
More detail is provided on the net gainers
and losers amongst African countries, in the
latter part of this chapter.

Regionally, North Africa sustained a
terms of trade growth improvement, from
5.4 percent in 2000-2003 to 6.5 percent in
2004, with big gains for the oil exporters.
However, the improvement was positive
though small for Egypt, while Mauritania,
Morocco and Tunisia witnessed deteriora-
tion. Central Africa experienced a growth in
the terms of trade of 12.5 percent in 2004
with particularly large growth for Chad
(32.9 percent), Equatorial Guinea (59.6
percent), Gabon (12.4) and Republic of
Congo (10.8 percent). The terms of trade
deteriorated for most of the other countries.
For East Africa, the terms of trade worsened

on average, though the Seychelles and
Djibouti gained to a degree. Southern
Africa’s terms of trade grew at 7.4 percent
in 2004 relative to 2 percent during 2000-
2003. The biggest drivers in sub-regional
performance were the oil producer Angola
(31.6 percent), metals exporter South Africa
(2.9 percent) and the copper exporter
Zambia (10.3 percent). Most of the other
countries in the sub-region saw worsening
terms of trade. Finally, in West Africa, the
terms of trade growth, at 12 percent in 2004
relative to 6.8 percent in 2000-2003, was
largely due to the oil producer, Nigeria
(19.7 percent), and also Benin (12.6
percent), Mali (7.1 percent) and Togo (13.9
percent). All the other West African
countries experienced worsening terms of
trade in 2004.

Following an increasing trend since
2000, the volume of imports grew strongly
in 2004, at 7.2 percent (5.8 percent in 2003).
Export volume growth, however, fell from
7.2 percent in 2003 to 4.6 percent in 2004.
However, the trade balance recorded a
sizeable surplus of $8.7 billion though
much lower than the $15.6 billion in 2003.
The current account as a percentage of
GDP also showed a small improvement
from 0.2 percent to 0.7 percent relative to
2003, largely due to the terms of trade
improvement. Debt service continued its
decline from a high of 17.2 percent of
exports in 2002 to 11.8 percent in 2004.

The performance of key sectors of the
African economy is shown in Table 1.7. All
sectors grew in 2004 relative to 2003, with
overall real GDP growth of 5.1 percent.
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Agriculture contributes about 20 percent of
African GDP, industry (including mining,
quarrying and energy) about 32 percent
and services the remainder. Industry had
the largest growth rate, with a rebound in
manufacturing growth from 2003. The
sectors are discussed in turn.

Agriculture

In 2004, agricultural growth increased to
5.0 percent relative to 3.8 percent in 2003
and 2.7 percent in 2002. This was almost
wholly because of higher prices for
agricultural commodities, with cereal
production static in Central Africa and
falling in all other regions in 2004. Total
cereal production fell to 127.8 million
tonnes from 129.5 million between 2003
and 2004 (see Table 1.8). This was in part
due to continued political instability in
several countries, including in Zimbabwe
and Cote d’'Tvoire, severe drought in other
cases, locust damage and shortages of key
agricultural inputs.

Table 1.7: Sector Growth Rates,
2001-2004 (Percentage changes from
preceding year)

2001 2002 2003 2004/

Agriculture 52 27 38 50
Industry 3.7 28 43 6.0

Manufacturing 34 27 12 33
Services 3.7 42 46 44
GDP at Constant

Market Prices 3.9 35 44 5.1

Note: @ Preliminary estimates
Source: ADB Statistics Division

Table 1.8: Africa's Cereal Production,
2001-2004 (In million tonnes)

2001 2002 2003 2004

North Africa 329 312 411  40.9
Eastern Africa 225 217 212 208
Southern Africa  17.6 18.8 19.2 183
Western Africa 36.9 39.0 428 425
Central Africa 5.1 5.0 5.2 5.2
Africa 115.0 115.7 129.5 127.8

Source: Adapted from FAOSTAT, December 2004.

Food Security by Sub-Region

Twenty-three African countries face
exceptional food emergencies as of
December 2004. The FAO’s report on the
food supply situation and crop prospects in
SSA highlighted the predominant, and
catastrophic, role of civil conflict in causing
food crises, through the direct effects of
conflict, the effects on neighboring
countries of the flood of refugees (Chad,
DRC, Guinea and Tanzania), and through
the absorption of returnees at the cessation
of conflict (Angola, Burundi, Eritrea and
Sierra Leone). A number of these 23
countries, especially in Southern and
Eastern Africa, have experienced drought
or partial drought, while Mauritania suf-
fered a locust plague. Zimbabwe continues
to experience economic disruption with
serious consequences for food production.

In Southern Africa, cereal production
in 2004 was estimated at 22 million tonnes,
slightly lower than the previous year. The
cereal import requirement for 2004/05 of
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about 7 million tonnes, can largely be met
by cereal surpluses in South Africa and
Zambia, and by trade, but substantial food
aid is still required to assist food insecure
and HIV/AIDS-affected populations in the
sub-region. Angola has absorbed large
numbers of internally displaced persons
and refugees. Even with above-average
cereal output, it could meet only half of the
country’s total cereal requirement. Almost
three-quarters of a million people are
highly wvulnerable to food insecurity.
Lesotho experienced a major drought in
2004, and the food supply situation remains
precarious. The cereal imports required can
mostly be covered through trade, but
poverty for a large section of the pop-
ulation has created a major problem of
food insecurity. In Madagascar, rice and
maize production exceeded the previous
year’s harvests. However, high rice prices,
due to high world prices and devaluation
of the local currency, have impacted
accessibility to food. Further, poor weather,
expensive oil imports and the depressed
prices of its main exports such as vanilla
and shrimp have created some food
security problems. In Malawi, cereal output
declined by about 14 percent from the
near-average production of 2003. Over one
million  vulnerable people require
emergency food assistance due to crop
failures and the HIV/AIDS pandemic.
Rising maize prices are expected to
increase this number.

Mozambique has shown continued
steady recovery in agricultural production
over several years. Food aid is still required
to compensate for the lasting impact of past
floods and droughts, and the HIV/AIDS

problem. The food security situation
throughout Swaziland is serious, following
a drought that reduced the 2004 harvest of
main season cereals by a third. Swaziland is
self-sufficient only in one third of its cereal
requirement, and heavily dependent on
food imports. The incidence of HIV/AIDS is
one of the highest in Africa, and food aid is
required primarily to ameliorate its impact.

Zambia, by contrast, has experienced
two consecutive good cereal harvests, and
an export surplus of about 150,000 tonnes
is expected during the 2004/2005 market-
ing year. The situation in Zimbabwe is
difficult. Farmers have suffered seed,
fertilizer, fuel, spare parts and draught
power shortages. Prices of the food staple
maize have soared due to shortages and
hyper-inflation (an annual rate of 350
percent in 2004). High unemployment has
created considerable food insecurity.
According to the FAO, about 2.3 million
people in rural areas will not cover their
food needs, and possibly just as many will
not do so in urban areas.

In East Africa, the aggregate sub-
regional output is expected to be lower
than 2003 because of drought, erratic
rainfall and conflict. Severe drought
conditions in parts of Somalia, Eritrea,
Kenya and south-eastern Ethiopia are a
cause for serious concern. In Eritrea, the
food supply situation remains tight as a
result of consecutive poor harvests and the
lingering effects of its past war with
neighboring Ethiopia. High cereal prices
continue to affect purchasing power and
the food security of large numbers of
people, and food assistance is supplied to
about 600,000 people affected by crop
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failure. Emergency food needs have also
risen in Ethiopia, with 7.8 million people
now requiring aid. Kenya’s maize crop is
well below the average of the previous five
years, and is expected to result in an acute
maize shortfall. Food assistance will be
provided to about 2.3 million people
affected by drought. Somalia’s protracted
insecurity and extreme poverty has led to a
humanitarian emergency. Recent nutrition
surveys in parts of the country indicate
serious malnutrition rates. Uganda’s food
supply situation remains stable but prices
(especially maize prices) are relatively
high. Civil unrest in the north, seriously
constrains the food situation, and food
distribution occurs for over 1.4 million
vulnerable people. Tanzania’s 2004 cereal
crop, mainly maize, is over 20 percent
above the previous five years’ average.
However, sharp price increases were
observed due partly to the increased cereal
demand from neighboring countries like
DRC and Malawi, which suffer major
deficits.

West African agricultural production in
the Sahel is expected to be close to the five-
year average, but drought and locusts
caused severe localized damage to crops.
In Burkina Faso, cereal output in 2004 was
estimated to be above the average for the
previous five years, though the output of
sorghum, the most important cereal crop,
fell. Poor rains and locust infestation
caused severe damage to crops and
pastures in the northern areas. Cape Verde
saw a big fall in the maize, beans and
potato crops. Most food is imported, but
rural areas may face food vulnerability.
Chad’s cereal production is estimated to be

30 percent lower than 2003 following
inadequate rains.

In Cote d’Ivoire, escalating violence
drove refugees into Liberia. Persistent
insecurity, population displacement and
the prolonged partition of the country have
all served to constrain agricultural
production. Cotton production is about half
of the previous year’s level, and marketing
has been seriously disrupted. The sugar
industry is about to collapse, since three of
the four sugar growing areas and proces-
sing plants are in the crisis area. Despite the
repatriation of Sierra Leonean refugees,
Guinea still hosts over 80,000 refugees,
mostly from Liberia (but also Cote d’Ivoire
and Sierra Leone), in addition to 80,000
internally displaced persons and 100,000
returnees from Cote d’Ivoire. In Guinea-
Bissau, cereal production was 72 percent
above last year’s level; and rice, the main
crop, is expected to increase by over 90
percent. In Liberia, the crisis in Cote
d’Ivoire led to an influx of over 19,000
refugees. The end of the civil war and the
return of displaced farmers should promote
agricultural production in 2004 from its low
level in 2003 (although seed and tool
shortages are reportedly impeding cultiva-
tion). Repatriation of over 300,000 Liberian
refugees, scattered across West Africa, and
demobilization of ex-combatants has
begun. In Mali, crop loss due to locusts was
significant in affected areas, but good crop
production in the most important southern
producing areas ameliorated the impact.

In Niger, due to a fall in grain output,
some 3.6 million people are estimated to be
at risk of food shortage. Senegal suffered
similarly due to inadequate rainfall
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combined with severe desert locust
infestations in several areas. With scarce
pasture and water, the southern movement
of livestock herds has started far earlier
than usual, which may lead to con-
frontations. In Sierra Leone, rice production
is expected to further increase this year,
reflecting an improved security situation,
increased plantings following the return of
refugees and farmers previously displaced,
as well as improved availability of agri-
cultural inputs. An estimated 1 million
internally displaced people have been
resettled. In The Gambia, there were good
harvests.

In Central Africa, civil strife and
insecurity continue to undermine food
security in several countries. In Burundi,
while cereal production for 2004 is about 3
percent higher than last year, total food
production remains below the average of
pre-civil war period (1988-93). Insecurity
continues to be reported in some areas of
the country causing disruptions in the
repatriation and resettlement of the
refugees (over 200,000 Burundian refugees
have returned since 2002). In spite of good
weather and seed distributions, a strong
agricultural recovery is not expected in
CAR this year due to persistent insecurity.
Most of the 230,000 internally displaced
persons have returned home, but Chad still
hosts an estimated 41,000 refugees.

In the Congo, following the peace
agreement between the Government and
the rebels in March 2003, disarmament and
demobilization has been set in motion,
while displaced persons have returned
home. However, the security situation
remains volatile and hampers humanitarian

aid. In the Democratic Republic of Congo,
the relative improvement in the security
situation in the country and the assisted
absorption of internally displaced persons
and returning refugees may have a positive
impact. However, insecurity is still a major
constraint to food production and food
security. In Rwanda, the production of
cereals in 2004 is estimated to match the
five-year average, but up to 400,000
chronically food insecure people in
vulnerable areas require food aid.

In North Africa, there were bumper
harvests for the second year running, in
some cases at record levels of output.
Favorable weather conditions, larger areas
sown and adequate availability of
agricultural inputs helped drive these
results. Algeria was aided by the imple-
mentation of the Agricultural Development
Plan set up by the Government in 2000. In
both Algeria and Morocco, intensive and
large scale control operations during the
2003/04 agricultural season brought the
widespread desert locust infestation under
control, limiting damage to agriculture.
Cereal output in Algeria is provisionally
estimated at 3.95 million tonnes, similar to
the bumper crop harvested last year and 75
percent above average. Egypt’s output of
the wheat crop (largely irrigated) is
estimated at 7.18 million tonnes, up 5
percent from the above average production
of 2003. Barley output is estimated to have
almost doubled to a record 264,000 tonnes,
driven by an expansion in the area sown.
However, the prospect of future conflict
with neighboring countries due to serious
projected water shortages for irrigation in
the Nile Basin has recently been brought to
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world attention. In Morocco, with a second
consecutive year of bumper harvests,
cereal production is estimated at a record
8.47 million tonnes, in 2004.

In Tunisia, cereal output is estimated at
2.5 million tonnes. This was the second
successive year of good production,
somewhat below the previous harvest, but
far above the average for the last five years.
In Mauritania, food shortages are serious.
Following drought and widespread desert
locust infestations, cereal output is
estimated at about 44 percent below last
year’s output and 36 percent below the
previous five years’ average. Pastures have
also been severely affected. This follows
several years of drought and poor harvests.
In Sudan, a humanitarian crisis on an
enormous scale prevails in Greater Darfur,
where conflict has forced more than 1.2
million people from their homes and farms,
with large numbers fleeing to neighboring
Chad. Agricultural production and
humanitarian assistance are exceedingly
difficult under these conditions. Southern
Sudan will likely face a decline in the
current season’s cereal harvest; and
similarly in central and northern Sudan,
due to erratic rainfall and civil unrest. Food
assistance is currently provided to more
than 2 million people affected by war and
drought.

Industry

Structural transformation — specifically the
growth of manufacturing and of services —
is a pre-requisite for rapid and sustainable
poverty reduction in SSA. The region has
shown industry growth rates of 2.8 percent,
4.3 percent and 6.0 percent in 2002, 2003

and 2004 respectively. These rates reflect
the growth in energy (oi) and mining
activities over the last two years, aided by
buoyant oil and commodity prices. For
manufacturing alone, growth fell to 1.2
percent in 2003 from 2.7 percent in 2002,
but increased again to 3.3 percent in 2004,
helped by the recovery in world demand.

A comparison of the levels and growth
of industrialization between Africa and
other regions can be made using the levels
of the dollar value added of manufacturing
(MVA) per capita and recent growth rates in
MVA and MVA per capita. These are shown
in Table 1.9.

SSA  seriously lags behind other
developing regions in terms of industrial-
ization. The average per capita value of
MVA (shown in the last column) for South
East Asia is $363, while that for Latin
America is $663. Yet per capita MVA only
averages $68 for Africa as a whole
(excluding South Africa), $195 for North
Africa, $29 for Central Africa, $29 for West
Africa and $34 for East and Southern Africa
(excluding South Africa).

Apart from South Africa and Mauritius,
MVA per head in the 15 most industrialized
SSA countries is extremely low (see Table
1.10). Such low levels of MVA per head
starkly illustrate the underdevelopment of
African manufacturing.

UNIDO (2004) report emphasizes the
highly skewed distribution of manufactur-
ing activity. Only ten out of 45 countries in
SSA have an MVA of $1 billion or more,
while just one country, South Africa,
accounts for just over one quarter of the
sub-continent’s total MVA. The top ten
producers of manufactures account for 45



Table 1.9: Annual Growth of MVA, 1993-2003 and Per Capita MVA, 20032/

Country Group or Total MVA Per capita MVA
Country /Area
Growth Rate Index Growth Rate Index
(percentage) (1995=100) (percentage) (1995=100)
1993- 1998- 2000 2001 20022003  1993- 1998- 2000 2001 2002 2003 2003
1998 2003 1998 2003
Africa 4.2 3.9 1256 128 132 139 16 15 111 111 112 116 68
North Africa 4.1 4.5 129 132 137 143 22 25 117 118 121 124 195
UMA 1.8 2.6 113 115 118 121 01 1 104 104 106 106 224
Central Africa 1.0 5.1 117 124 136 141 -14 24 103 107 114 115 29
West Africa 4.7 2.0 115 117 117 125 1.8 -06 100 100 98 101 29
East and
Southern Africa 5.1 2.8 121 124 126 137 24 0.6 107 107 107 113 34
Latin America 2.7 0.7 113 111 111 114 1.0 -0.8 104 101 99 101 663
South and East Asia 7.5 7.8 139 144 155 168 59 64 129 132 141 151 363
West Asia and Europe 5.7 3.3 124 122 129 141 34 1.1 111 107 110 119 611
World 3.4 2.7 118 117 120 125 20 14 111 108 110 113 1181

Notes: @ At constant 1995 prices.

b/ Provisional.
°/ Estimates.

Source: ADB Statistics Division
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percent of total MVA and the top 15 are
responsible for almost half (49 percent) of
the total.

Shares of MVA in GDP for the top 15
MVA per capita countries in 2001 are also
shown in Table 1.10. Swaziland’s strong
performance is partly the result of the
expansion of its manufacturing sector a
decade earlier, when companies ‘dis-
invested’ from South Africa to Swaziland,
under trade sanctions in the apartheid era.
It has also benefited from programs to
promote manufacturing exports. The share
of manufacturing in GDP is also high in
Mauritius due to the strength of its
successful  export processing zone,
specializing in clothing exports. Other
countries with high MVA shares in GDP in
2001 are South Africa, Cote d’Ivoire, and
Zimbabwe — attributed by the UNIDO
report to European settler communities that
led to an expansion of industry, often
supplemented by government protection,
to satisfy settler needs. In SSA as a whole,
33 countries have manufacturing shares in
GDP of less than 12.5 percent.

Growth of total African MVA in the last
decade exceeded the world average but
was far below the growth rate achieved in
South and East Asia. However, in per capita
terms, growth in the last decade fell below
the world average. North and Central Africa
performed better than the African average
in MVA growth (and also in per capita MVA
growth) in the five years to 2003, with
Central Africa improving dramatically on
the growth of the previous five years. West,
East and Southern Africa regions, the latter
excluding South Africa, performed worse
between 1993-98 and 1998-2003. In per

capita terms, MVA growth was actually
negative in West Africa, and in all three
regions, below the African average.

The UNIDO report suggests that the top
eight SSA performers in MVA growth tend
also to be the best performers in terms of
MVA per capita growth, though high
population growth excluded Rwanda from
the per capita MVA top ten in the decade to
2001 (see Table 1.11).

However, two countries with relatively
large populations by SSA standards, Ethiopia
and Uganda, made the top ten in the last
decade. By about 2000, the share of the top
ten fastest growers in MVA was 17 percent of
the total MVA in SSA (excluding South
Africa). It is notable that there are several
small economies in the top ten. UNIDO
emphasizes that policy to prioritize
industrial exports in countries like Mauritius,
and more recently Lesotho, has un-
doubtedly played a larger role in the success
of several of the smaller economies.

Services: Tourism

Services contribute a substantial proportion
to African GDP. The services sector grew at
an estimated 4.4 percent in 2004 compared
with 4.6 percent in 2003. However, the
services sector stands to gain in the medium-
term from increased FDI flows, particularly
to retail and wholesale industries.

A big contributor to services growth in
2004 was international tourism. Globally
this was a very strong year for tourism, with
positive results for all regions. The strong
rebound of growth has followed three
years where accumulated tourism growth
measured less than 1 percent. In 2003, the
Iraq war affected tourism demand in North
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Table 1.10: Top 15 Countries in Sub-Saharan Africa by MVA, MVA Per Capita and Share of
MVA in GDP, 2001

MVA
Rank Country MVA ($ million) Per capita MVA ($)
1 South Africa 26418 597
2 Sudan 3606 112
3 Cote d’'lvoire 2930 185
4 Cameroon 2248 146
® Nigeria 2120 18
6 Zimbabwe 1779 139
7 Senegal 1133 118
8 Kenya 1057 34
9 Ethiopia 1009 15
10 Mauritius 1004 842
11 Burkina Faso 898 72
12 Ghana 880 44
13 Uganda 692 26
14 Zambia 625 59
15 Angola 525 41

MVA Per Capita and Share of MVA in GDP

Rank Country Per capita MVA ($) Country Share of MVA
in GDP (percent)

1 Mauritius 842 Swaziland 28.8
2 Seychelles 669 Mauritius 21.7
3 South Africa 597 Cote d'lvoire 21.6
4 Swaziland 362 South Africa 19.3
5 Gabon 307 Zimbabwe 19.1
6 Namibia 216 Burkina Faso 18.2
7 Botswana 192 Chad 16.1
8 Cote d'lvoire 185 Rwanda 15.7
9 Cameroon 146 Zambia 15.0
10 Zimbabwe 139 Cameroon 14.9
11 Senegal 118 Senegal 13.6
12 Sudan 112 Lesotho 12.4
13 Cape Verde 109 Seychelles 12.4
14 DRC 78 Madagascar 10.8
15 Burkina Faso 72 Kenya 10.4

Source: UNIDO (2004)



The African Economy in 2004 27

Table 1.11: Top Performers in Sub-Saharan Africa by MVA Growth and MVA Per Capita
Growth, 2001

Average growth rates of MVA (percent)

Rank Country 1981-1991 Country 1991-2001
1 Swaziland 17.9 Uganda 185
2 Lesotho 13.1 Ethiopia 9.1
3 Mauritius 11.0 Equat. Guinea 8.3
4 Cape Verde 9.6 Burkina Faso 7.7
® Seychelles 8.9 Cape Verde 6.2
6 Botswana 8.7 Mauritius 5.9
7 Gambia 7.2 Lesotho 8.5
8 Mali 71 Seychelles 5.4
9 Ghana 6.2 Rwanda 5.4
10 Burundi 5.6 Benin 6.3
Average growth rates of MVA Per Capita (percent)

Rank Country 1981-1991 Country 1991-2001
1 Swaziland 141 Uganda 101
2 Lesotho 10.8 Ethiopia 7.1
3 Mauritius 10.1 Equat. Guinea 5.4
4 Seychelles 7.8 Burkina Faso 5.2
S Cape Verde 7.6 Mauritius 4.9
6 Botswana 54 Seychelles 4.9
7 Mali 4.4 Cape Verde 3.7
8 Gambia 3.1 Lesotho 3.5
9 Guinea 2.7 Botswana 2.6
10 Somalia 2.6 Benin 2.3

Source: UNIDO (2004)

Africa, and in particular Morocco, Tunisia
and Egypt. The constraints posed by
political considerations later began to fade
as consumer and business confidence
improved. For Africa as a whole, inter-
national tourism arrivals grew at 7.0 percent
in the first eight months of 2004, surpassing
growth in Europe (see Table 1.12).

For North Africa, growth was 17
percent, while that of SSA was a mere 1.0
percent. Morocco and Tunisia had growth
rates of 17 and 19 percent respectively.
Strong performers in SSA were Uganda (41
percent), Madagascar (48 percent) and
Kenya (18 percent).

Under the auspices of the NEPAD,
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tourism ministers met in the Seychelles Energy
in May 2004 to approve a detailed plan

Estimated total world crude oil supply in
on tourism, endorsed by the AU in July

2004 was 72.5 million barrels per day
2004. (mb/d), increasing from 69.3 mb/d in 2003

Table 1.12: International Tourism Arrivals by Sub-region

Market Average
International Tourism Arrivals Share annual
(million) (%) growth (%)

2000 2002 2003 2004 2003 2004 02/01 03/02 042//03 90-00

Africa 20.0 30.0 31.0 33.0 4.5 4.3 2.2 3.1 7.0 6.3
North Africa 7.3 10.0 11.0 13.0 1.6 1.7 2.6 46 17.0 1.8
Subsaharan

Africa 12.7 19.0 20.0 20.0 2.9 2.7 5.0 2.4 1.0 10.2
Americas 128.0 117.0 113.0 124.0 16.4 16.3 -45 -3.1 10.0 3.2
North America 91.0 83.0 77.0 85.0 1.2 111 -36 -7.0 9.0 2.4
Caribean 17.0 16.0 17.0 18.0 2.5 2.4 -4.8 6.2 6.0 4.2
Central America 4.0 5.0 5.0 6.0 0.7 0.8 6.5 42 17.0 8.4
South America 15.0 13.0 14.0 16.0 2.0 2.1 -12.8 79 15.0 6.8
Asia and the Pacific 115.0 131.0 119.0 153.0 17.3 20.2 88 -9.0 290 7.2
North-East Asia 63.0 74.0 68.0 88.0 9.8 115 126 -88 30.0 8.4
South— East Asia 37.0 42.0 36.0 48.0 5.3 6.3 56 -13.7 33.0 5.6
Oceania 9.0 9.0 9.0 10.0 1.3 1.3 08 -1.0 13.0 6.5
South Asia 6.0 6.0 6.0 8.0 0.9 1.0 0.4 9.0 20.0 6.8
Europe 390.0 397.0 399.0 414.0 57.7 54.6 2.5 0.4 4.0 34
Northen Europe 47.0 46.0 470 510 6.9 6.7 3.5 2.1 7.0 3.8
Western Europe 140.0 138.0 136.0 139.0 19.7 18.3 16 -14 2.0 2.3
Central and 62.0 66.0 68.0 73.0 9.8 9.6 3.2 3.4 8.0 4.8

Eastern Europe
Southern/ 141.0 148.0 148.0 152.0 214 20.0 2.7 0.1 3.0 4.0

Mediterranean

Europe
Middle East 24.0 28.0 29.0 350 4.2 4.6 16.1 3.4 20.0 9.5
World 686.0 703.0 691.0 760.0 100.0 100.0 28 -1.7 10.0 4.2

Notes: @ Provisional data
Source: World Tourism Organization, January 2005.
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Table 1.13 Crude Oil Production?, 1995-2004 (Thousand Barrels per Day)

Country 1995 1997 1998 1999 2000 2001 2002 2003  2004*
Algeria 1,202 1277 1246 1202 1,254 1,310 1,306 1,611 1,672
Angola 646 714 735 745 746 742 896 903 1,047
Cameroon 111 124 121 100 116 110 104 98 94
Congo 188 253 265 270 280 255 249 229 242
Congo (Democratic

Republic) 30 28 26 22 26 24 23 25 28
Cote d'lvoire 8 19 20 15 11 11 15 21 24
Egypt 920 856 834 852 748 698 631 618 597
Equatorial Guinea 5 52 83 102 118 195 231 265 350
Gabon 365 370 352 331 &% 270 251 241 239
Libya 1,390 1446 1,390 1,319 1410 1,367 1,319 1,421 1,507
Nigeria 1993 2132 2153 2130 2,165 2,256 2,118 2,241 2,521
Sudan n.a. 5 10 69 186 209 245 280 324
Tunisia 89 84 80 83 79 70 76 66 69
Other Countries 8 6 24 32 52 12 230 314 329
Africa 6,954 7,368 7,340 7,272 7,507 7,529 7,693 8,337 9,044
OPEC 26,004 27,710 28,774 27,579 29,262 28,344 26,370 28,006 30,101
World Total 62,335 65,690 66,921 65,848 68,342 67,942 66,842 69,252 72,537

na: Not available
* Estimates
& Crude Qil (Including Lease Condensate)

Sources: International Energy Agency, Energy Intelligency Administration, Economist Intelligence Unit, Etudes et

Statistiques BEAC and ADB Statistics Division estimates

(see Table 1.13). African non-OPEC
countries supplied 3.3 mb/d and African
OPEC producers (Algeria, Libya and
Nigeria) supplied 5.7 mb/d. Africa’s
contribution to global supplies in 2004 was
9.0 mb/d or 12 percent. Production rose
significantly in Angola and Sudan. Among
the small-to-medium producers, including
Cameroon, Congo, Equatorial Guinea,
Gabon, Sudan and Tunisia, production was
fairly static, falling somewhat in Cameroon
and Gabon.

In general, African countries are vulnerable
to external shocks in the global demand for
their exports, to changing terms of trade for
their exports (largely agricultural, mining
and oil commodities) and their imports
(predominantly manufactured goods and
oil for non-oil producers), and to net
capital inflows (both private flows and
official development assistance). The
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resilience of different countries to external
shocks through these channels depends on
a range of factors, including their macro-
economic stance, their level of dependence
on external flows, the linkage of
production with higher technology
imports, and the extent of their export
diversification.

In 2004, there was a strong global
expansion and higher demand for
commodities at increased prices. As noted
earlier, global growth rebounded to 5.1
percent in 2004 from 3.9 percent in the
preceding year, following an upward trend
since 2001 (see Table 1.14). The improved
growth was widespread, both in the
advanced economies (at 3.4 percent up
from 2.0 percent) and in emerging markets.
Asian growth reached 8.1 percent, resulting
in a big rise in demand for African
commodities from China and other parts of
Asia. China’s share of world trade has
trebled since the early 1990s. Increased
demand for African exports, coupled with
higher commodity prices, fostered Africa’s
growth performance.

High Oil and Commodity Prices

Improved trade performance, particularly
amongst the oil and metals exporters, was
a major factor in improved African growth
in 2004. For Africa as a whole, the terms of
trade growth increased significantly to 6.7
from 3.8 in the preceding year. In 2004, oil
prices and many commodity prices rose
strongly as a result of increased global
demand, especially in China and Asia. Oil
prices in 2004 averaged US$38.3 per barrel
(Brent crude), a rise of nearly 60 percent
from the 2001 level of US$24.4 per barrel.

The oil price rise is due more to rising
global demand than to supply-side factors,
but supply constraints in several major oil
producers (including Iraq, Russia and
Venezuela) also contributed. Big increases
in oil production were seen in Angola,
Chad and Equatorial Guinea, and OPEC
quotas were raised four times in 2004 for
the three African members. Higher prices of
oil and commodities, coupled with a
growth in export volume in many oil and
commodities exporters, drove up export
value.

Most other commodity prices also rose
strongly in 2004 relative to 2003, with the
marked exception of cocoa prices, falling
nearly 12 percent from 175.1 to 155 cents
per kg, and impacting negatively on Cote
d’Tvoire’s performance. Arabica coffee saw
a 25 percent rise in price, tea an 11 percent
rise, rice and soybeans around 168 percent
and wheat over 7 percent. Prices for
robusta coffee fell slightly, while those for
sugar and cotton were almost static (a small
fall, after strong rises in 2003 for cotton).
Metals and minerals achieved huge rises in
2004: of over 70 per cent for lead and tin,
over 60 percent for copper and over 40
percent for nickel, of 36 percent for silver,
nearly 27 percent for zinc, 20 percent for
aluminium, and finally, almost 13 percent
for gold (see Table 1.15).

Africa’s growth is largely dependent on
changes in prices of primary commodities.
For instance, the IMF has estimated for SSA,
the net impact of commodity price changes
on trade balances relative to GDP, assum-
ing unchanged trade volumes. Large net
gains of more than 3 percent are expected
for Angola, Chad, Congo, Gabon, Nigeria
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Table 1.14: Selected International Economic Indicators, 2000-2004 (Percentage changes
from preceding year, except otherwise specified)

2000 2001 2002 2003 2004/

Changes in output

World 4.7 2.4 3.0 3.9 5.1
Advanced economies 3.8 1.2 1.6 2.0 3.4
Other emerging market and developing countries 5.9 4.0 4.8 6.3 7.1
— Central and eastern Europe 4.9 0.2 4.4 4.6 6.0
— Commonwealth of Independent States 9.1 6.4 5.4 7.9 7.8
— Asia 6.8 5.6 6.6 7.9 8.1
— Western hemisphere 3.9 0.5 -0.1 2.1 59
— Africa® 3.4 3.9 3.5 4.4 5.1
Changes in Consumer Price Index
Advanced economies 2.2 2.1 1.5 1.8 2.0
Developing countries 7.1 6.6 5.9 6.0 5.8
— Central and eastern Europe 22.9 19.5 14.8 9.2 6.8
— Commonwealth of Independent States 24.6 18.7 13.8 12.0 10.3
— Asia 1.9 2.7 2.1 2.6 4.3
— Western hemisphere 6.7 6.1 8.9 10.6 6.6
— Africa® 135 10.5 9.1 10.0 7.7
Changes in Merchandise Trade (volume)
World Trade 13.2 -0.4 3.5 0.5 10.5
Advanced economies
— Exports 12.6 -1.5 2.0 2.9 8.6
— Imports 12.4 -1.6 2.7 4.4 9.0
Developing countries
— Exports 15.4 3.1 7.0 10.5 13.8
— Imports 15.7 3.4 6.5 10.5 16.5
Africa®’
— Exports 9.8 0.8 1.0 7.2 4.6
— Imports 2.5 4.2 4.5 5.8 7.2
Changes in terms of trade
Advanced economies -3.1 0.4 1.1 1.4 0.1
Developing countries 7.3 -3.2 1.0 0.9 3.9
— Asia -4.5 -0.8 0.8 -0.6 -0.9
— Africa® 14.8 -3.5 1.0 3.8 6.7
Changes in FDI
World 27.7 —41.1 -17.0 -17.6
Developed countries 33.8 -48.4 -14.3 -25.2
Developing countries 8.9 -13.0 -28.3 9.1
— Asia 29.7 -23.4 -15.6 1188
— Western hemisphere -9.2 -9.6 -41.7 -3.2
— Africa® -24.7 124.8 -39.9 27.6

cont. overleaf
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Table 1.14: Cont.

2000 2001 2002 2003 2004/
FDI (as percent of global FDI flows)
Developed countries 79.8 69.9 72.2 65.5
Developing countries 18.2 26.9 23.2 30.7
-Asia 10.5 13.7 13.9 19.1
—Latin American and Caribbean countries 7.0 10.8 7.6 8.9
—Africa®’ 0.6 2.4 1.7 2.7

Notes: @ Preliminary estimates
o ADB Regional Member Countries.
Sources: IMF, World Economic Outlook, September 2004 and ADB Statistics Division.

Table 1.15: Selected Commodity Prices

Commodity Unit 2002 2003 2004
Crude Oil, Brent $/bbl 25.0 28.9 38.3
Agricultural Commodities

Wheat, US, HRW $/mt 148.1 146.1 156.9
Rice, Thai, 5 percent $/mt 191.9 197.6 237.7
Soybeans $/mt 212.7 264.0 306.4
Sugar, world Cents/kg 15.2 15.6 15.8
Coffee, Arabica Cents/kg 135.7 141.5 177.3
Coffee, robusta Cents/kg 66.2 81.5 79.3
Cocoa Cents/kg 177.8 175.1 155.0
Tea, average (3) auctions Cents/kg 150.6 151.7 168.5
Cotton A Index Cents/kg 101.9 139.9 136.6
Metals and Minerals
Aluminum $/mt 1,349.9 1,431.3 1,715.5
Copper $/mt 1,5659.5 1,779.1 2,865.9
Gold $/toz 310.0 363.5 409.2
Iron ore cents/dmtu 29.3 32.0 37.9
Lead cents/dmtu 45.3 51.5 88.7
Nickel $/mt 6,771.8 9,629.5 13,823.2
Silver cents/toz 462.5 491.1 669.1
Tin cents/kg 406.1 489.5 851.3
Zinc cents/kg 77.9 82.8 104.8

Source: Adapted from World Bank, Commodity Price Data (Pink Sheets), January 2005.
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and Zambia. The greatest gains are
expected to accrue to the oil producers and
to a lesser extent to metals exporters.
Moderate net gains of 1-3 percent are
expected for DRC, Mali, Mauritania and
Sudan. Countries with net losses (-1
percent or less) include Coéte d’Ivoire,
Guinea Bissau, Kenya and Swaziland,
largely because of higher oil import bills
and, in Cote d’Ivoire, a sharp decline in
cocoa prices. The remaining countries are
roughly balanced. The oil market remains
vulnerable to shocks, and higher and more
volatile oil prices will impinge on growth in
poor countries.

If rapid growth in China, and in due
course in India, is sustained for two
decades or more, as the IMF suggests it
might, a ‘commodity supercycle’ may be
entered, with persistently high commodity
prices. The larger inflows due to metals
exporters, like South Africa, may then
induce a ‘permanent’ real appreciation in
the floating exchange rate, which will have
to be accommodated, as it will not be a
temporary phenomenon. Already in 2004,
the prolonged strength of the South African
rand impacted on the cost effectiveness of
some mining operations.

Financial Flows and Doing Business

Africa’s economic performance is also
linked to the volumes of net capital inflows
comprising both Official Development
Assistance (ODA) and private capital flows.
After declining through most of the 1990s,
total net ODA to Africa has begun to
recover, rising from a total $15.8 billion in
2001 to $24.7 billion in 2003. SSA
accounted for about two-thirds of the

increase in ODA. In principle, these inflows
can provide essential resources to augment
domestic investment.

Foreign direct investment (FDI) in
Africa increased from $19.9 billion in 2002
to $24.3 billion in 2003 — an increase of
over 22 percent. As a result, Africa’s share
of developing country FDI increased from
12.6 percent in 2002 to 14.1 percent in
2003, but still below the 2001 peak of 15.4
percent. A number of factors have
contributed to the recovery in FDI inflows
to Africa, but the key ones include the
continued liberalization of FDI policies,
improved macroeconomic management by
many countries and increased investments
in oil production and other natural
resources. These factors explain why the
increased FDI in the continent was more
“broad-based than in any year since 1999,
with 22 countries receiving more than $100
million compared to 16 in 2001” (UNCTAD,
2004).

The largest recipients of FDI in 2003, in
order of size of receipts, were South Africa,
Egypt, Morocco, Nigeria and Algeria. The
survey of investment promotion agencies
places the following countries next in order
of attractiveness for FDI in 2004-2005:
Kenya, Libya, Tunisia, Angola, Equatorial
Guinea, Namibia, Ghana and Mozambique.
FDI inflows to Africa have been heavily
concentrated  in  natural = resources
exploitation. Flows are directed to Angola,
Algeria, Gabon, Nigeria and Sudan for oil
and gas projects, and in South Africa and
Tanzania in mining. The primary sector was
the largest recipient of accumulated FDI to
Africa, with a 55 percent share for the
period 1996-2000.



34 African Development Report 2005

The main investors in Africa are South
Africa and China, and their investment is
more widespread and less focused on
specific countries, than that of traditional
investor countries, the UK and France. The
resources that can be made available to
support investment are also constrained by
the volume of outstanding external debt
and the resources needed to service it.
Debt burdens for several countries eased
under the HIPC initiative in 2004. In
general, debt servicing as a percentage of
exports, has continued a downward
trend.

In much of Africa, cumbersome regula-
tion stifles productive activity by removing
the flexibility of companies to respond to
market conditions. Regulation is more
cumbersome in all aspects of business
activity, than for other regions. Yet growth
stagnates or is inadequate in many African
countries, there are few new jobs and
poverty has risen. African countries reform-
ed the least of all countries in 2003. Yet if
greater ease of doing business can help
growth, which the report claims to
demonstrate, this suggests African coun-
tries should give a high priority in the
coming years to simplifying business
regulation and adopting the best practices,
following other successful reformers (like
Botswana).

Fiscal Policy

The positive outcome for the fiscal deficit
in 2004 for Africa, and especially for the
ATLE countries, was discussed above. For

the first time in over two decades, the ATLE
fiscal balance in 2004 registered a modest
surplus, and these gains were behind the
fiscal strengthening for Africa as a whole.
This historic fiscal performance was made
possible by the progress that most African
countries made in implementing sound
macroeconomic policies and strengthening
the management of their economies.
Although much remains to be done, many
countries pursued, with vigor, their pro-
grams of reforms, including privatization of
state owned enterprises, public sector
reforms, as well as the strengthening of
regulatory frameworks. It is important that
African countries continue to sustain the
prudent macroeconomic policies they have
begun to implement and deepen their
reform programs, as these are critical to
improve the region’s growth and develop-
ment prospects.

Monetary Policy

For the ATLE countries, growth in money
supply has slowed since 2001, and more
sharply in 2004. For Africa as a whole the
pattern is similar and yet the fall in the
growth in money supply from 2003 to 2004
is not really informative on the monetary
stance in Africa. This is because it is an
aggregate figure, conflating outcomes for
countries like South Africa, and other
countries where money supply growth can
be a proxy for fiscal policy. Given South
Africa’s high weight in African GDP, the
African money supply figure needs to be
disaggregated by groups of countries
following different monetary policy rules to
help shed light on fiscal behavior in
different countries.
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In South Africa, given extensive
domestic financial liberalization in the
1980s, money targets ceased to be of much
use in controlling inflation, and were
supplemented in the early 1990s by a range
of other indicators. Liberalization of the
capital market in 1995, and a huge increase
in net inflows, further weakened reliance
on money targets. In 2000, South Africa
formally adopted inflation targeting as a
monetary policy rule. Short-term changes
in the broad money aggregate in South
Africa today reflect a host of factors,
including asset price effects, interest rate
effects, and changing precautionary
behavior by investors and consumers.

On the other hand, for countries with
thin financial markets, money supply growth
is likely to be a good indicator of fiscal
imbalances and aid disbursement, and hence
pressures of excess demand, ultimately
feeding into inflation. In many African
countries, monetary policy largely amounts
to fiscal management and operates through
a monetary targeting regime. Price stability is
indirectly pursued by ensuring that the
growth in money supply is equilibrated with
demand. However, as seen in South Africa,
with greater sophistication of financial
systems and increasingly more open
economies, the monetarist view of a simple
connection between money supply and
inflation is rendered increasingly dubious.
Box 1.6 discusses monetary policy operation
in Uganda, the drawbacks with monetary
targeting  given  extensive  financial
liberalization, and suggests possibilities for
future monetary policy.

Several African countries are looking to
inflation targeting (or a hybrid monetary

rule, e.g. weighting growth, employment or
income, as well as inflation), to overcome
the problems associated with setting
monetary targets.

As stated earlier, inflationary risks vary
across countries and regions, and mostly
appear moderate, except for North Africa
and Nigeria. In North Africa, worrying
inflationary pressures were evident in all
the countries (save for Morocco and
Sudan), with 2004 inflation significantly
higher than 2000-03 inflation in many
cases. In West Africa, mild inflationary
pressures are present in Cape Verde and
Sierra Leone. Serious inflation was evident
in Nigeria. All other countries posted low
inflation and modest inflation falls relative
to 2000-03. In Central Africa, inflationary
pressures are evident only in Congo,
Equatorial Guinea, Gabon and Rwanda,
relative to 2000-2003, with a good record
of macroeconomic stability for the other
countries in the region. In East Africa,
inflationary pressures were evident in
Ethiopia, the Seychelles and Uganda.
Elsewhere, macroeconomic stability was
sustained, and inflation was halved in
Eritrea. In Southern Africa, there were mild
inflationary pressures in South Africa
and Zimbabwe has been experiencing
hyperinflation.

Africa’s regional policy is increasingly
affected by the New Partnership for Africa’s
Development (NEPAD). Since its launching
in October 2001, NEPAD has focused on:
advocacy and outreach; preparation
and implementation of NEPAD priority
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Box 1.6: The Conduct of Monetary Policy in Uganda

The Bank of Uganda (BOU), despite its legal
independence, like many other central banks in
Africa, does not de facto have full independence.
There is a degree of fiscal dominance in that the
fiscal authority chooses a deficit, which the central
bank has to finance. Further, the embryonic state of
financial markets, which weakens the effectiveness
of monetary policy, requires not only that fiscal
policy be coordinated with monetary policy, but
also that some degree of accommodation of fiscal
policy is inevitable to ensure that price stability is
maintained. Although government securities were
surrendered to the BOU to be used solely for
monetary policy purposes, the government pays for
the interest cost on these instruments, so that the
BOU cannot claim full instrument independence.

The BOU is entrusted with the role of
maintaining price stability and a sound financial
system, but it perceives the former as the primary
objective of monetary policy. To conduct monetary
policy, the BOU adopted the Reserve Money
Program (RMP) under the auspices of an IMF-
supported financial program, in the early 1990s.
Under this monetary targeting framework, price
stability is indirectly pursued by ensuring that the
growth in money supply is equilibrated with the
demand. The RMP is a flow of consolidated assets
and liabilities of the central bank, which provides a
framework for assessing liquidity conditions so that
changes in the monetary authorities’ balance sheet
do not result in undesirable changes in broader
aggregates. Intermediate targets include the broad
money aggregate, M3 (including both the liabilities
in domestic currency and those in foreign
currency), and targets on net international
reserves, net domestic assets and net domestic
credit, to ensure that the private sector is not
crowded out. The operational target, base money,
was adopted as a performance benchmark in 2002
under the IMF-supported financial program.

The RMP assumes underlying economic
relationships between base money, broader

monetary aggregates, economic growth, and
inflation, the final target for monetary policy.
However, following domestic financial liberalization
in the latter part of the 1990s, and a more open
economy after full capital market liberalization in
1997, this partly monetarist view of a simple
connection between money supply and inflation
has been challenged. The effects of external
shocks, and more sophisticated markets has led to
increased interaction between domestic money
markets and the foreign exchange market.
Dollarization has also become an important
phenomenon. These factors have implications for
the volatility of the demand for money and the
predictability of money growth consistent with the
inflation targets.

Consequently, some flexibility has been
introduced in the RMP. Rather than solely using
deviations of actual base money from the desired
level, developments in other macroeconomic
indicators such as exchange rates, interest rates
and inflation have increasingly become important in
guiding the monetary policy actions.

Operational Issues

There are three major steps in the implementation
of monetary policy at the BOU. The first is the
derivation of monetary targets that are consistent
with the overall macro-economic objectives. The
second step involves determining the instruments
mix to manage liquidity in such a manner that the
monetary targets are not breached. This is carried
out by the Monetary and Credit Policy Committee
(MCPC). The third step is in implementing the
MCPC decisions and interacting with the markets.
This is executed by the Financial Markets
Operations Committee (FMOC), comprised of the
Domestic Financial Markets Department, the
External Operations Department, the Supervision
Department and the Research Department.

The MCPC agrees upon the mix of the
sterilization instruments (Treasury bills, Treasury
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Box 1.6: cont.

bonds and daily sales of foreign exchange), which
is not expected to change through the quarter
unless there has been a shock to the system that
requires otherwise. While the FMOC uses the
flexible repurchase instrument (repo) to address
the short-term movements in liquidity and intra-
auction liquidity surges, it would have to seek
permission from MCPC in order to adjust the
sterilization instruments mix.

Challenges for the BOU

The four decades of central banking experience for
BOU have contributed to building a strong
foundation for monetary management, but several
challenges persist, while others have emerged. For
instance, there are high intermediation costs; and
excess reserves in the banking sector have been
created because of reluctance by banks to expose
themselves beyond the prime borrowers. A
high cash ratio and segmentation of the banking
system also constrain the transmission of policy
signals and the forecasting ability for monetary
aggregates.

The size of aid inflows, the disbursement pattern
and expenditure composition of the current poverty
reduction program all heavily constrain monetary
policy. Some types of aid create excess domestic
demand, while others help expand supply in the
medium-run, with greater long-run benefits. The
optimal choice and mix of instruments should strive
to minimize the adverse effects of real appreciation

Source: Sebudde and Mutambi, 2004

programs; implementation of the African
Peer Review Mechanism (APRM); promot-
ing the integration of NEPAD principles and
programs in national and regional
development plans, including Poverty
Reduction Strategy Papers (PRSPs); and

on the private sector, as well as to minimize
instrument volatility that is potentially damaging to
macroeconomic stabilization. Nonetheless, this is a
balance that has proved difficult to achieve.

While primary issues of Treasury bills,
surrendered by government to the BOU in 1992,
have been used to manage liquidity, the need for
development of secondary market based
instruments cannot be over-emphasized. Under the
primary market-based system of instruments (both
Treasury bills and Treasury bonds), the fiscal
authorities directly meet the interest cost of
monetary policy. This limits the flexibility and
independence of monetary policy. Furthermore,
primary market-based instruments are not as
flexible in liquidity management as they have to be
planned, issued within specific schedule, and
announced in advance. Yet, the repo market,
introduced in 2000 to improve the flexibility of
monetary policy, is still thin, implying that any short-
run changes in the instruments and liquidity
conditions result in volatile interest rates.

The instability of money demand supports the
notion that monetary policy should focus explicitly
on inflation movements rather than on base money
growth. However, a shift to an inflation targeting
framework requires building technical capacity in
economic modeling, forecasting and analysis, as
well as ensuring availability of high frequency real
sector data.

engaging the industrialized countries and
multilateral institutions on development
issues (NEPAD Annual Report 2003/04).
African heads of state and government
have continued to champion NEPAD both
in Africa and internationally. Several
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African countries have established national
NEPAD  Steering  Committees  with
representation from civil society and
business.

NEPAD has focused on strengthening
co-operation with development partners,
including FAO, WFP, World Bank, USAID
and the ADB. National governments are
giving increased priority to agriculture and
to the preparation of integrated agricultural
and rural development plans. The FAO is
supporting the preparation of medium-
term development plans, which include the
identification of bankable projects in more
than 49 African countries. The World Bank
has also earmarked $500 million for
boosting  agricultural  research  and
technology development through the
implementation of a Multi-Country Agri-
cultural Productivity Program.

Since 2002, the ADB has financed
twelve NEPAD projects amounting to $520
million. Most of these projects were in
transport and water supply and sanitation
sectors. Among the transport projects were:
the transport sector adjustment program in
Morocco, road project in Tunisia, and road
project in Zanzibar Island of Tanzania.
Examples of the water and sanitation
projects include water and sanitation
project in Morocco, small towns water
supply and sanitation project in Uganda,
and the Rift Valley water supply and
sanitation in Kenya. The World Bank has
also financed a number of scientific
technical advisory panel (STAP) projects.
One of the most important projects under
the STAP scheme was the interconnection
of power pools in West and Southern
Africa.

The African challenge of maintaining
‘effective governments that provide policy
certainty, effective law enforcement and
delivery of public goods and services’ has
been underlined by the African Peer
Review Mechanism (APRM). The overall
objective of the APRM is to ensure that the
policies and practices of participating states
conform to agreed political, economic, and
corporate governance values, codes, and
standards. The APRM is defined as ‘a
system of voluntary self-assessment and
constructive peer dialogue and persuasion’.
The APRM Panel, consisting of six Eminent
Persons appointed to take charge of
implementing the mechanism, was
inaugurated in July 2003 in Cape Town,
South Africa. Partner institutions are the
ADB, the AU, ECA and UNDP.

The 23 member states of the AU that
have signed the APRM memorandum of
understanding are: Algeria, Angola, Benin,
Burkina Faso, Cameroon, Republic of
Congo, Egypt, Ethiopia, Gabon, Ghana,
Kenya, Lesotho, Malawi, Mali, Mauritius,
Mozambique, Nigeria, Rwanda, Senegal,
Sierra Leone, South Africa, Tanzania and
Uganda. Several other countries have
indicated an interest. Although the APRM
experienced delays in the preparatory
phase, reviews were set in motion in four
countries: Ghana, Kenya, Mauritius and
Rwanda. The aim is to produce two
reviews per quarter. Detailed technical
assessments on political, economic and
corporate  governance, as well as
development policies and practices, will be
undertaken by independent experts. The
results will be published and used for
mutual learning and cooperation on
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governance and development issues
amongst countries. The transparency of the
process will hopefully encourage com-
pliance with good governance standards,
especially from the stakeholders in the
country.

The African economy is influenced, to a
large extent, by developments in the world
economy. It is therefore necessary to
highlight the global economic prospects
first before discussing the economic
outlook for the continent. Global economic
growth in 2004 was impressive and
unusually widespread and well balanced.
The US continues to be one of the main
drivers of global economic growth. The US
trade deficit has been a major symptom of
the US’s role in sustaining world demand in
the past few years. It is to be hoped that
domestic demand growth in rapidly-
growing Asian countries, and elsewhere,
will compensate for a somewhat weaker
growth impetus from the US in the coming
few years.

A number of projections, including the
IMF’s World Economic Outlook (IMF, 2004)
and the UN’s World Economic Situation
and Prospects (UN, 2005), have forecasted
a slower global economic growth for 2005
— largely based on the current trends in
world oil prices and expected slow down
in economic activities in the industrial
countries. A forecast growth rate of 3.5
percent is anticipated for the world
economy in 2005. In the United States,
growth is expected to decelerate to 3
percent in 2005 given the hesitant recovery
in employment, gradual upward trend in

interest rates, and waning of fiscal stimuli.
In Japan, resurgence in economic activity is
expected in 2005 as the financial sector
continues to strengthen and deflation is
reversed. Current macroeconomic policies
in the EU zone remain largely supportive of
growth, but structural fiscal deficits are
large, and restrictive fiscal policy stance is
expected in 2005. Thus, real GDP growth in
2005 in the EU zone is likely to remain at
their current levels. Commodity-driven
growth in the Commonwealth of
Independent States (CIS) will moderate in
2005 slowing down below the 7 percent
recorded in 2004.

Given the high degree of globalization
of Asia, particularly East Asia, the outlook
for 2005 would be slower growth. The
interplay  between  several factors,
especially higher oil prices and mixed
effects of the phasing out of the multi-fiber
arrangement on textiles and clothing on
individual countries in the region, would
play a decisive role in growth prospects in
the region. Growth in China is expected to
slightly decelerate to 8.7 percent (9 percent
in 2004), slightly reducing Asia’s regional
growth to 6.5 percent in 2005. Growth in
Latin America in 2005 will continue to
remain heavily dependent on the external
environment, although the adverse effects
may be offset by stronger domestic
demand in the larger economies in the
region. On average, growth in Latin
America is expected to be 4 percent in
2005.

Growth rate in Africa for 2005 was
forecast at 4.7 percent, compared with the
5.1 percent recorded in 2004. The lower
economic outlook for 2005 was based on
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the assumptions of slower global growth
forecast and lower oil prices. Both of these
factors will have moderating effects on
demand and economic growth in Africa,
despite the expected gains from macro-
economic management, improved political
stability and governance, easing of regional
conflicts, and increased agricultural
production.

A projected path of raised prices for
most metals, minerals and oil commodities,
especially if China’s high rates of growth
are sustained for a decade or more, and if
Indian growth burgeons, would have a
substantial impact on Africa’s economies.
Real currency appreciation might take the
edge off the bonanza, but there would be
large gains to certain African countries, in
line with the analysis earlier in this chapter.
An important challenge, influencing
medium- and long-term outcomes, will be
to establish and enforce prudent fiscal rules
to smooth surplus export receipts over
time, invest them for future growth and
avoid the wastage that has characterized
past oil and commodities booms.

Another challenge for these countries
and other primary-commodity dependent
exporters, is the greater diversification of
exports, which would help reduce the large
growth variability to which most African
countries are prey. Any global strategy
aimed at reducing poverty in Africa has to
take seriously the trade barriers these
countries face in marketing their products.
Greater access to European and world
markets would give a significant impetus to
primary and value-added African exports.

Manufacturing is a key diversification
sector. Thus the widening productivity gap

between agriculture and manufacturing
and between manufacture and economy-
wide productivity indicates that SSA has
moved backwards in the past three
decades. While manufacturing output
shares grew between 1960 and 1970 in
Africa, they declined steadily thereafter.
Manufacturing employment shares rose
between 1960 and 1980 and have declined
since then. Further, average manufacturing
labor productivity relative to aggregate
labor productivity is lower now than it was
in 1970. The implication is that SSA has
‘deindustrialized’ since 1970.

The significant turnaround required in
SSA’s economies, to reach the MDGs, is
dependent in part upon a resuscitation of
the manufacturing industry, continent-
wide. On current trends, only a few
countries are likely to reach these goals.
Governments should continue to deregu-
late for a friendly business environment to
foster both domestic and foreign invest-
ment, while government itself redirects
investment largely into infrastructure and
skills development.

Substantial financial and technical
assistance has been promised, with a focus
on Africa through the UK’s Africa Commis-
sion, the UK’s current leadership of the G8
countries, and ongoing international
commitments to meeting the MDGs. Better
coordinated aid, more debt relief, eliminat-
ing barriers to exports, especially of
agricultural goods, will all be to the good of
African countries.

Apart from the impact of exceptional
external conditions, Africa’s growth gains
have also been attributed to its good
macroeconomic  stability,  improved
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governance and the coordinated regional
efforts to address Africa’s problems (e.g.
through NEPAD).

Sustaining macroeconomic stability
performance, with the credibility that
accompanies it, is of key importance.
African countries should aim for more
transparent fiscal and monetary polices,
following the lead of South Africa. It is
argued that future monetary policy in many
African countries, which have liberalized
domestic financial markets and the capital
account, may well have to look beyond
money targeting. A move to a rule such as
inflation targeting will require greater
monetary and fiscal transparency, an
improved understanding of the monetary
transmission process in these countries,
and a modeling effort to forecast inflation
and growth.

Moreover, the challenges posed for
monetary policy in the presence of thin

financial markets, by positive and negative
commodity price shocks, and especially by
huge aid inflows, deserve far more
attention. The blockage of financial
intermediation, through the difficulties of
absorbing excess liquidity generated by
these inflows, is damaging monetary policy
transmission in these countries, and
investment and growth.

In general, as this chapter has
emphasized, savings rates and investment
ratios to GDP in the continent, with the
possible exception of North Africa, still fall
far short of what is needed to foster
domestic investment and growth. This
leads to far more dependence of
compensatory ‘foreign savings’ in the form
of FDI or shorter-term inflows, which can
introduce further external volatility into
these economies. This is an area that
deserves much closer policy attention.



CHAPTER 2

In addition to providing an overview of the
performance of each sub-region, this
chapter discusses individual country
performances in some detail, highlighting
the major changes that occurred during the
year. The analysis focuses on recent trends
in the domestic economy (growth and
inflation), public finance and structural
reforms, and recent trends in the external
sector (current account developments and
external debt), as well as giving a brief
economic outlook for 2005.

Of Africa’s five sub-regions, Central and
East Africa were the strongest economic
performers in 2004, with real GDP growth
rates of 14.4 percent and 6.8 percent
respectively. Growth in Central Africa was
largely explained by post-conflict dividends
and rapidly rising oil production in some
countries. East Africa’s growth recovery in
2004 reflected bumper harvests, as
agriculture — the backbone of the sub-
region’s economy — recovered from two
consecutive years of drought.

Southern Africa also performed better
in 2004 than it did during the period
2000-03 because of improved economic
activity in South Africa, the lead country in
the sub-region. Growth in North Africa, the
largest sub-regional wealth contributor,
was relatively robust, at 4.6 percent. West
Africa, after being the best performer in the
continent in 2003 as a result of exceptional

cereal harvests, saw its growth decelerate
to 3.4 percent in 2004 because of the
difficulties faced by the two largest
economies of the sub-region, Nigeria and
Cote d’Ivoire, following a series of
disruptions to oil production in Nigeria and
lingering conflict in Coéte d’Ivoire. These
trends highlight the many disparities that
exist across Africa’s sub-regional group-
ings. The five sub-regions’ real GDP growth
rates, as well as their shares in Africa’s GDP,
trade and population are summarized in
Table 2.1.

Central Africa encompasses ten countries:
Burundi, Cameroon, Central African
Republic (CAR), Chad, the Democratic
Republic of Congo (DRC), Congo,
Equatorial Guinea, Gabon, Rwanda and
Sao Tomé & Principe. Five are oil
producing/exporting countries (Cameroon,
Congo, Gabon, Equatorial Guinea and
Chad) while the rest are endowed with
agricultural and mineral resources. Central
Africa has not fully exploited its resources
mainly because of a long history of conflict
and political instability, especially in the
Great Lakes Region. However, the winding
down of conflict over recent vyears
contributed to accelerated growth in 2004.
Even so, the sub-region remains a small
contributor to Africa’s GDP, at 5.9 percent.
Cameroon is by far the largest economy in
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Table 2.1: A Sub-Regional Overview of African Economies

20042/
Average Real GDP  Share in Share in Share
Real GDP Growth Growth Africa's Africa's in Total
2000-2003 GDP Exports®  Population
Central Africa 4.8 14.4 5.9 7.4 12.2
Eastern Africa 3.4 6.8 6.8 5.2 22.6
Northen Africa 4.1 4.6 36.5 36.4 221
Southern Africa 3.1 4.0 34.3 30.4 14.1
Western Africa 4.2 3.4 16.5 20.7 28.9
Franc Zone 4.6 9.9 10.2 12.0 13.5
Net Qil Exporters 4.5 6.1 43.1 55.6 33.2
Net Qil Importers 33 4.4 56.9 44.4 66.8
ALL RMCs 3.8 5.1 - - -

Notes: @ Preliminary estimates
o Exports of goods and non-factor services
Source: ADB Statistics Division, 2004

the sub-region and contributed about 34.5
percent of its GDP in 2004.

The total population of Central Africa
was 104.9 million in 2004, equivalent to
12.2 percent of the continental total.
Economic growth in the sub-region failed to
match that of the population through most
of the 1990s, but since 2002 the resumption
of growth in post-conflict countries has led
to an encouraging increase in per capita
GDP. The sub-region’s GDP per capita
averaged $442 in 2004, against a continental
average of $848. This hides wide disparities,
however, with GDP per capita in Gabon
and Equatorial Guinea reaching $5,062 and
$8,740 respectively, compared with $95 in
Burundi, $121 in DRC and $207 in Rwanda
in 2004.

There were some significant political
developments in the sub-region during the
year 2004. A coup attempt took place in the
DRC in June 2004 and instability persisted
in the east of the country, resulting in the
take-over of Bukavu by former rebel troops
in the same month. Despite this, the
transitional government in DRC remained
on track and elections are scheduled to
take place in 2005. Efforts to improve
relations between Rwanda and DRC
intensified although tension resurfaced
between the two countries in December
2004. General elections in Burundi, initially
scheduled for November 2004, were
delayed to April 2005. In Cameroon,
elections were held in October 2004 and
President Paul Biya was re-elected. A coup
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attempt involving South African mercen-
aries was foiled in Equatorial Guinea in
March 2004.

Economic Growth

Growth in Central Africa, at 14.4 percent,
outpaced continental growth by 5.1
percentage point in 2004, reflecting good
performances in Chad and Equatorial
Guinea (see Table 2.2). Other countries in
the sub-region, including DRC and Sao
Tomé & Principe performed relatively well,

while others showed slow economic growth
(Figure 2.1). Peace consolidation and
increased stability in Burundi resulted in
improved real GDP growth of 5.5 percent in
2004. Despite adverse weather conditions
causing limited agricultural growth, the end
of the fighting in most of the country
allowed growth in manufacturing while
donor-funded  projects  boosted  the
construction sector. In addition, in January
2004, the IMF approved a three-year $104
million arrangement under the PRGF.
Growth in Cameroon accelerated in
2004 to 4.1 percent, but still lower than the

Table 2.2: Central Africa: GDP and Export Performances

Country Real GDP GDP Per Real Exports</ Exports®’
Growth Rate Capita Growth Per Capita
(%) (US$) (%) (US$)
Average Average Average Average
2000-2003 20042 2000-2003 20042 2000-2003 20042 2000-2003 2004

BURUNDI 1.1 5.5 100 95 5.3 -17.0 8 9
CAMEROON 4.5 4.1 697 982 0.2 4.8 199 221
CENTRAL AFRICAN REP. -1.4 0.9 274 353 -4.6 45.3 34 47
CHAD 7.7 31.3 233 481 14.2 218.1 63 251
CONGO 4.5 4.0 877 1,148 6.6 10.3 744 937
CONGO, DEM. REP. OF 0.1 6.8 102 121 -3.2 8.3 27 30
EQUATORIAL GUINEA 23.4 59.8 4,241 8,740 29.9 13,1 6,076 8,540
GABON 0.7 1.6 3,988 5,062 3.7 12.8 2,603 3,266
RWANDA 5.8 4.0 213 207 6.9 5.8 15 16
SAO TOME & PRINCIPE 4.4 6.1 333 424 17.3 12.8 142 150
CENTRAL AFRICA 4.8 14.4 323 442 3.1 18.7 144 193

Notes: & Preliminary estimates
" Exports of goods and non-factor services
°/ Real exports of goods growth

Source: ADB Statistics Division, 2004
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Figure 2.1 : Central Africa: Selected Economic Indicators, 2000-2004
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yearly average of 4.5 percent during
2000-03. Economic performance benefited
from strong agricultural output and high
international prices for several exports,
including oil. The manufacturing sector
also performed well. Government expendi-
ture rose in the run-up to the elections and
household consumption also increased
considerably.

After a contraction of 7.0 percent in
2003, CAR’s economic activity slightly
recovered in 2004, with a real GDP growth
rate of 0.7 percent. Increased stability and
improved security in the country resulted in
higher food crops as resident that fled
fighting in the country in 2003 returned.
Mining production also resumed slightly.
However, cotton production fell from
14,000 tonnes in 2003 to only 1,500 tonnes
in 2004 as a result of the destruction of
infrastructure, notably cotton factories.

Growth performance in Chad was
boosted by the rise in oil production, as oil
fields in Doba came on stream by mid-2003
(2004 was the first full year of oil
production), and international oil prices
continued to rise. Activity in the construc-
tion sector remained strong, especially in
the case of road construction. Agriculture
and livestock performance was stable. As a
result, real GDP growth reached 31.3
percent in 2004.

In DRC, the implementation of policy
reforms by the transitional government
allowed a stabilization and recovery of the
economy, including the rehabilitation of
transport infrastructure, fiscal consolidation
and increased political stability and security
conditions (which facilitate internal trade).
Economic performance improved, with real

GDP growth rising to 6.8 percent in 2004,
resulting largely from a recovery in mining
production, particularly of diamonds, and
sustained growth in the services sector.

In Congo, economic performance
improved in 2004 with real GDP growth
rising to 4 percent. High oil prices helped
to offset for the decline in oil production,
while the non-oil sector (notably
manufacturing and services) recovered,
supported by international funding and
improved access to rural areas.

Equatorial Guinea posted strong real
GDP growth of 59.8 percent in 2004. Strong
activity in the oil and gas sector, with oil
production rising to an average 300,000
barrels per day in 2004, boosted the
construction and services sectors. There
was new investment by a US oil company,
Marathon. Agriculture, however, which still
provides a livelihood for the majority of the
population continued to stagnate.

Gabon, which is the second most
important economy in the region, relies
heavily on oil, although domestic oil
production has fallen since 1997 because of
depleting reserves. Oil production in 2003
totaled 266,900 barrels per day, against a
peak of 371,000 barrels per day in 1997.
Growth in 2004 slowed to 1.6 percent,
despite the high international oil prices.
The performance of the non-oil sector
remained lackluster.

After a poor economic performance in
2003, real GDP growth in Rwanda rose to
4.0 percent in 2004, reflecting an increase
in agricultural production. However,
activity in construction slowed, while the
manufacturing sector performed poorly as
a result of an electricity shortage.
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Growth in Sio Tomé & Principe
accelerated to 6.1 percent in 2004 as a
result of a recovery in cocoa production,
increased government consumption, and
foreign investment in the oil and tourism
sectors.

Prices and Exchange Rates

Inflation in Central Africa averaged 3.1
percent in 2004, against a continental
average of 7.7 percent. This reflected tight
monetary and fiscal policies in the CFA
zone — which comprises Cameroon, CAR,
Chad, Congo, Equatorial Guinea and
Gabon — and macroeconomic stabilization
in DRC. The strengthening of the CFA franc
against the US dollar since 2003 has also
helped to dampen inflationary pressure in
the sub-region, and kept the lid on fuel
prices.

Monetary policy in the Central African
CFA zone is dictated by the regional central
bank, Banque des Etats d’Afrique Centrale
(BEAC) and aims at controlling inflation
and maintaining the peg of the CFA franc
with the euro. However, the BEAC’s inter-
bank and money market has lacked
effectiveness, because of the region’s
excess liquidity and poor regional financial
integration. Statutory reserve requirements
for commercial banks were introduced in
September 2001 and tightened in March
2003. Interest rate adjustments remain rare
and limited, although the BEAC cut its
rediscount rate from 6.30 percent to 6
percent in December 2003, in the context
of falling regional inflation and lower world
interest rates.

Foreign reserves are pooled together in
an operation account held at the French

Public Treasury, which in turn guarantees
the stability and convertibility of the
regional currency. In line with the euro, the
CFA franc appreciated against the US dollar
for the second consecutive year, from an
average of CFA581:US$1 in 2003 to
CFA535:US$1 in 2004.

Inflation in Cameroon declined to 0.2
percent in 2004, from 2.7 percent in 2003.
In CAR, consumer prices fell by 2.1 percent
in 2004, as a result of improved security
and food crops, as well as tight regional
monetary policy. Inflation pressures
resulting from increased oil revenue in
Chad were more than compensated by a
fall in food prices due to rising agricultural
production, with inflation standing at 8.7
percent in 2004. Inflation in Congo rose to
a low 3.3 percent in 2004. Oil activity in
Equatorial Guinea allowed a rise in
government expenditure resulting in an
increase of inflation to 7.9 percent. Tight
regional monetary policy and low demand
pressure resulted in an average inflation of
2 percent in Gabon in 2004.

In Burundi, inflation in 2004 rose to 7.0
percent vis-a-vis 2003 as a result of rising
international prices, poor food crops and
an increase in government spending.
Nonetheless, this figure is lower than the
10.7 percent recorded during the period
2000-2003. Monetary policy in Burundi is
based on inflation targeting. The country’s
central bank has been gradually switching
to indirect monetary instruments by
adopting weekly liquidity auctions and
reducing banks refinancing ceilings. There
was a further relaxation in exchange
control, and the differential between the
official and parallel exchange rate market
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narrowed. The depreciation of the Burundi
franc against the US dollar slowed down in
2004, as a result of a weak US dollar and
tighter monetary policy.

Inflation in DRC decelerated to 7.9
percent in 2004, against a massive yearly
average of 176.3 percent during 2000-03.
The Banque Centrale du Congo (BCC) aims
to achieve price stability within the
framework of a floating exchange rate
system that was introduced in May 2001.
The bank continued to pursue a relatively
prudent monetary policy in 2004. Despite
lower inflation, the bank kept its
refinancing rate unchanged in 2004, after
cutting it to 8 percent in November 2003.
The BCC made substantial progress in
facilitating monetary transactions in
Congolese francs by gradually introducing
higher value banknotes. The growth of
credit to the private sector remained robust.
The Congolese franc depreciated by 19.4
percent against the US dollar in 2004 (end-
September) against a small appreciation of
1 percent in 2003 (end-September).

In Rwanda, inflation accelerated to 8.2
percent in 2004, as a result of deteriorating
food supply conditions after poor harvests
in 2003. This also reflected a tightening in
the central bank’s monetary stance. The
Rwanda franc continued to depreciate
against the US dollar, albeit at a slower rate
of 3.9 percent in 2004 (end-September) as
opposed to the 14.2 percent observed in
2003 (end-September).

Inflation in Sao Tomé & Principe
accelerated to 14.0 percent in 2004, against
an average 7.4 percent during 2000-03.
There has been a marked improvement in
money aggregates since 1998, as a result of

a tightening in reserve requirements, and a
substantial fall in net bank credit to the
government. The discount rate, which fell
from 43 percent in 1997 to 15 percent in
2002, has remained largely unchanged in
the past two years, averaging 14.5 percent
in 2004. The dobra continued to depreciate
slightly against the US dollar in 2004.

Fiscal Developments

Central Africa’s fiscal position principally
reflects  fluctuations in  government
earnings from the oil sector. Overall, the
sub-region achieved a fiscal surplus
equivalent to 3.9 percent of GDP in 2004,
thanks to firm oil prices, increased donor
support in post-conflict recovering countries
and improved fiscal performances, notably
in Gabon and Congo (see Table 2.3).

In Burundi, the government’s fiscal
balance showed a surplus of 18.3 percent
of GDP in 2004, despite election-related
expenditure, an increase in social
spending, stemming from the resettlement
of refugees, and the cost of military
demobilization, which began in 2003.
However, progress in fiscal consolidation
was made, and in April 2004, the
transaction tax was extended to all
domestic transactions, in preparation for
the introduction of VAT in 2005.

Cameroon’s  overall  government
balance has remained in surplus since
2000, reflecting rising government earnings
from the oil sector (mostly as a result of
rising world prices) and efforts to widen
the tax base. Although expenditure,
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Table 2.3: Central Africa: Macroeconomic Management Indicators

Country Inflation Fiscal Balance Gross Domestic Gross National
(%) as % of GDP Investment Savings
as % of GDP
Average Average Average Average
2000-2003 20042  2000-2003 20042 2000-2003 2004 2000-2003 20042

BURUNDI 10.7 7.0 -3.7 18.3 8.7 12.4 2.1 -2.6
CAMEROON 2.7 0.2 2.4 0.8 15.9 (5% 13.5 15.4
CENTRAL AFRICAN REP. 3.1 2.1 2.1 -1.2 8.2 6.8 4.8 3.8
CHAD 4.9 -8.7 -5.6 4.1 39.5 22.9 10.9 8.9
CONGO 0.8 3.8 -1.8 5.0 235 22.9 24.5 24.2
CONGO, DEM. REP. OF 176.3 7.9 -3.4 -4.8 12.3 12.3 4.6 15.7
EQUATORIAL GUINEA 6.7 4.0 14.7 28.5 41.1 13.6 21.2 18.6
GABON 0.8 -0.7 6.5 8.8 28.6 29.5 35.4 37.0
RWANDA 3.5 8.2 -0.9 -0.1 17.8 20.3 11.3 23,3
SAO TOME & PRINCIPE 7.4 14.0 -15.4 -17.2 33.8 48.0 11.5 0.0
CENTRAL AFRICA 12.2 3.1 1.1 3.9 20.3 18.4 16.5 18.5
Note: @ Preliminary estimates

Source: ADB Statistics Division, 2004

including social spending, were higher = GDP in 2004, but the government

than projected in the run-up to the October
elections (this delayed IMF payments under
the PRGF), rising oil receipts and an
increased share of non-oil revenue resulted
in a surplus of 0.8 percent of GDP in 2004,
against 2.4 percent of GDP during 2000—03.

The government’s fiscal position in
CAR remained precarious in 2004, despite
some commitment to strengthen public
finance management. Although increased
security allowed for some recovery in
economic activity, this was not enough to
have a significant impact on tax collection.
The fiscal deficit stood at 1.2 percent of

continued to face difficulties in paying civil
servants wages, despite some donor
support notably from France and China.

The government of Chad has shown
strong commitment to sound oil revenue
management, since measures agreed with
the World Bank were passed into law in
2003. As a result, a total of CFAfr5 billion
was credited to a stabilization account and
the fiscal deficit declined to 4.1 percent of
GDP in 2004.

The fiscal deficit in DRC declined to 4.7
percent of GDP in 2004, vis-a-vis 2003, but
still higher than the 3.8 percent recorded
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during 2000-03. The government is
committed to reducing extra-budgetary
spending and enhancing revenue
collection. It also pursued its main object-
ive of reorienting public spending from
military costs towards priority sectors, par-
ticularly health and education. A sup-
plementary budget was adopted in June
2004 to cover the cost of preparing presi-
dential and legislative elections scheduled
in June 2005. Revenues from trade and the
oil sector increased, while corporate taxes
were revised and the government also
made progress in preparing for the
introduction of VAT in 2005.

The government in Congo remained
committed to pursuing a prudent fiscal
policy in 2004, as part of its negotiations
with the IMF to obtain a PRGF. The
government took measures to strengthen
fiscal discipline, hiring an independent
auditing company in the oil sector to
enhance transparency in oil revenue
management. Rising oil prices and
revenues, coupled with a slight increase in
public revenues in the non-oil sector,
helped to keep the fiscal surplus at 5.0
percent of GDP in 2004.

Equatorial Guinea retained a strong
fiscal surplus of 28.5 percent of GDP in
2004, up from a yearly average 14.7 percent
of GDP in 2000-03, encouraging little
discipline from the government. Revenue
benefited from rising oil production and
prices — foreign oil firms in the country
operate under production  sharing
agreements. Recurrent expenditure and
capital spending increased sharply.
Transparency in the management of oil
revenues was still lacking.

Gabon continued its efforts to
strengthen non-oil revenue and curtail
recurrent expenditure to compensate for
shrinking oil revenue. The value added tax
(VAT) was raised from 18 percent to 25
percent while, in April 2004, measures
were introduced to contain the wage bill.
The fiscal surplus increased to 8.8 percent
of GDP in 2004, up from an average 6.5
percent of GDP during 2000-03.

Income tax reforms introduced in 2003
helped to increase revenue in Rwanda in
2004. The share of recurrent expenditure in
the budget remained high, although
external financial assistance supported an
increase in recurrent and capital spending
in priority sectors. A supplementary budget
was passed in August 2004 to allow for an
increase in expenditure resulting from
higher energy cost and the impact of the
strengthening of the euro on the external
debt burden. The fiscal deficit in 2004 fell
from 0.9 percent of GDP during 2000-03 to
0.1 percent of GDP in 2004.

In Sao Tomé & Principe, the government
increased civil servants’ wages by 33 percent
in May 2004, against a recommended 23
percent by the IMF. As a result, the fiscal
deficit widened in 2004 to 17.2 percent of
GDP. Preparations were made for the
management of future oil revenues and, in
August 2004, the National Assembly adopted
an oil revenue management law in line with
a World Bank recommendation.

Structural Reforms

The pace of structural reforms in 2004
remained slow for most oil-producing
countries in Central Africa, despite
government pledges to increase trans-
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parency in the oil sector. The extent and
nature of reform efforts in the non-oil
producing countries in the region have
varied.

In Burundi the government announced
an ambitious program of structural reforms
in 2004. This involved the privatization of

Onatel (telecommunications), Cotebu
(textiles), Sosumo (sugar), Sodeco and
Ocibu (coffee), Brarudi (breweries),

Socabu (insurance) and the dissolution of
the Burundi Tea Board. Some progress was
made in the liberalization of the
telecommunications sector, with a Chinese
firm awarded a mobile phone license in
April 2004. The government also remained
committed to reforms in the judiciary,
although progress was slow.

Despite nominal commitment by
Cameroon’s government to push through
structural reforms, no progress was made
in the privatisation of SNEC (water), Camtel
(telecommunications) and Cameroon
Development Corporation (banana, rubber
and palm oil). The government also failed
to meet IMF recommendations to put into
liquidation the national air company,
Camair, and restructure the post office
savings bank, CEP. Both have been in
financial difficulties for many years.

Structural reforms in CAR remained
stalled, although some efforts were made to
improve the financial position of the
telecommunications company, Socatel.
Public utilities mooted for privatisation
include Socatel, Enerca (energy) and SNE
(water). Even so, the difficult business
environment has kept strategic investors
away from the country.

In Chad, the privatization program

made little progress in 2004. The
privatization of the cotton company,
Cotontchad, has yet to start. Other enter-
prises targeted for sale include Air Chad
and Sotel Chad (telecommunications).

The government in DRC made some
progress in structural reforms in 2004. It
was notably committed to finalize audits for
the main utilities (water, electricity,
communications and transport) and in
January 2005 launched a call for an
expression of interest in the audit of the
diamond mining company, Miba. Plans for
restructuring the banking sector were
finalized in March 2004 — seven com-
mercial banks were to undergo restructur-
ing, before being open to private capital,
while two banks were to be liquidated.
Meanwhile, the restructuring of the oil
parastatal, Cohydro, remained stalled.

In 2004, the government of Congo
made some progress in revenue trans-
parency in the oil sector, but experienced
some new setbacks in its program of
privatization. Annual audits in the national
oil company, SNPC, continued with oil
accounts now consolidated and reviewed
on a quarterly basis. The sale of the railway
company, CFCO, collapsed in August 2004,
after talks with two pre-selected bidders fell
through. The electricity utility, SNE, whose
privatization was abandoned in 2001 for
lack of interest from strategic investors, has
yet to be restructured.

In the case of Equatorial Guinea,
although the government has made a
nominal commitment to privatization, no
program was drawn up in 2004.

In Gabon the government renewed its
commitment to structural reforms in 2004.
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The country’s privatization program has
been stalled for many years. This has
hindered private sector activity and
postponed a much-needed diversification
away from the oil sector. In June 2004, the
government launched a restrictive bid,
involving the three companies that had
qualified in a previous bid in 2003, for a 50
percent stake in Gabon Télécom. The
restructuring of the airline company, Air
Gabon, gathered momentum in prep-
aration for its divestiture. Other companies
slated for sale include Hevegab (rubber)
and Agrogabon (palm oil and soap).

Rwanda undertook reforms in 2004. The
state-owned tea estate, Pfunda, was sold to a
UK company in July 2004. Two commercial
banks, the Banque Commerciale du Rwanda
and Banque Continentale Africaine, were
also privatized, as part of reforms to
strengthen the banking sector. Negotiations
with potential buyers for a 98 percent share
in the telecommunications utility, Rwanda-
tel, began in April, with the sale scheduled
for completion in 2005.

Sao Tomé and Principe has made
preparations for the sale of EMAE (water
and electricity).

Current Account Developments

Central Africa’s external position improved
markedly in 2004, with the current account
balance turning into a small surplus of 0.2
percent of GDP, compared with a deficit of
3.6 percent of GDP during 2000-03 (see
Table 2.4). The main development in the
region in 2004 was in Chad, where oil

exports replaced cotton and livestock as
the main source of foreign exchange
earnings for the first time. Sao Tomé &
Principe should also start producing oil in
the years to come. Only Cameroon
currently has a relatively wide export base,
although this mostly entails crude oil and
low value-added agricultural products. The
terms of trade for oil-exporting countries in
Central Africa improved in 2004, with
world oil prices rising from an already high
$28.9 per barrel in 2003 to $38.3 per barrel
in 2004. The continued strengthening of the
CFA franc against the dollar contributed to
sluggish export performance in some of the
non-oil CFA zone countries in 2004.

In Burundi, the current account deficit
widened to 15.1 percent of GDP in 2004,
mostly reflecting movements in the trade
balance. Coffee export earnings declined,
while the demand for imports increased
with economic growth. Buoyant official
transfers — coupled with concessional
lending — continued to pay for the
country’s balance of payments deficit.

Cameroon’s trade surplus rose to 2.4
percent of GDP in 2004 — higher oil
international prices more than compen-
sated falling production — while earnings
from non-oil exports (notably coffee,
cocoa, and timber) remained significant.
There was a decline in the current account
deficit to 2.1 percent of GDP in 2004,
against a yearly average of 3.8 percent of
GDP during 2000-03.

Net trade in goods and services has
usually recorded a deficit in CAR, because
of heavy freight costs. Export earnings,
mostly from diamond, timber, and to a
lesser extent, cotton, are nonetheless high
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Table 2.4: Central Africa: The External Sector

Country Trade balance Current Account Terms of Trade Total External Debt Service
as % of GDP as % of GDP (%) Debt as % as % of
of GDP Exports
Average Average Average Average Average
2000- 20042 2000- 20042 2000- 20042 2000- 2004 2000- 2004
2003 2003 2003 2003 2003
BURUNDI -11.5 -20.8 -7.4 -15.1 -11.8 -0.3 1849 1848 59.2 408.5
CAMEROON 3.8 2.4 -3.8 2.1 10.2 2.4 67.6 40.6 10.3 104
CENTRAL AFRICAN REP. 2.5 2.0 -3.4 2.8 09 -78 89.7 90.7 29 131
CHAD -18.1 284 -359 -183 154 329 40.5 20.9 9.2 1.0
CONGO, DEM. REP. OF 1.0 —6.4 2.9 -3.0 -05 52 2327 160.6 1459 4.1
CONGO, REPUBLIC OF 51.6 51.0 1.1 1.6 188 10.8 188.5 50.6 7.8 136
EQUATORIAL GUINEA 37.6 76.7 7.7 18.3 8.8 59.6 11.8 5.0 4.0 1.1
GABON 39.0 42.3 11.4 11.6 27 124 61.4 51.3 26.4 125
RWANDA 93 -125 —-6.5 -6.8 4.2 -10.0 79.2 86.3 273 294
sao ToME & PRINCIPE —39.6 465 —46.0 -59.9 3.2 -34 5149 405.9 40.2 109.0
CENTRAL AFRICA 14.0 20.5 -3.6 0.2 64 125 105.6 62.0 25.7 9.4

Note: & Preliminary estimates
Source: ADB Statistics Division, 2004

enough for the country to occasionally post
a small trade surplus in FOB terms. In 2004,
the current account deficit narrowed to 2.8
percent of GDP in 2004 because of
depressed imports and a slight recovery in
timber and diamond exports.

Increased oil production in Chad meant
that exports of goods in volume terms
increased by an estimated 218 percent in
2004. High oil prices boosted export
earnings. At the same time, the completion
of the pipeline since 2003 and a slowdown
in oil-related investment caused imports of
capital and intermediate goods to fall. As a
result, Chad’s trade deficit turned into a

surplus of 28.4 percent of GDP in 2004. The
current account deficit shrank from 35.9
percent of GDP during 2000-2003 to 18.3
percent in 2004.

DRC has abundant natural resources
and a well-diversified export base,
comprising diamonds, crude oil, copper,
cobalt and coffee. The trade balance
deteriorated in 2004 as import growth
outpaced export growth. Exports benefited
from increased diamond earnings and
higher international metal prices, while
imports rose substantially as ongoing
externally-financed projects increased
capital goods imports. Despite rising net
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official transfers, the current account
balance turned from a small surplus in 2003
to a deficit of 3 percent of GDP in 2004.

Congo’s external position improved for
the third consecutive year in 2004, in the
context of rising international oil prices. Up
to 90 percent of the country’s export
earnings come from oil, while the demand
for imports remains relatively small, with
occasional rises in capital spending mostly
reflecting foreign investment in the
country. The trade surplus increased to 51
percent of GDP in 2004 and the deficit in
the invisible balance (notably profit
remittances from oil companies and
external debt payment services) remained
roughly unchanged. The current account
surplus increased from 1.1 percent of GDP
during 2000-03 to 1.6 percent in 2004.

The current account balance in
Equatorial Guinea turned from a deficit of
17.7 percent of GDP during 2000-03 to a
surplus of 18.3 percent of GDP in 2004. Oil
exports surged with fast-rising production
and high international oil prices, while the
demand for imports slowed with
investment. Freight costs were lower,
although profit remittances remained
significant, with the invisible deficit
reaching 58.4 percent of GDP in 2004, as
against a trade surplus of 76.7 percent of
GDP.

Gabon’s external position strengthened
for the second consecutive year in 2004,
with the current account balance recording
a surplus equivalent to 11.6 percent of
GDP. The increase in the trade surplus to
42.3 percent of GDP mostly reflected the
impact of rising world prices, but oil
production continued to decline. The

domestic demand for imports remained
modest by comparison with the level of
Gabon’s oil-based GDP.

Rwanda’s export base is relatively
narrow but increased production and rising
world prices for coffee and tea — the
country’s main export commodities —
boosted exports, while strong tin prices
also boosted cassiterite exports. Import
growth in 2004 reflected higher oil prices
and the demand for imports fuelled by
donor activity. Substantial official transfers
helped to contain the current account
deficit at 6.8 percent of GDP in 2004.

Sao Tomé & Principe’s export base is
also very narrow (mostly cocoa beans),
while imports comprise food, oil and
capital equipment. Exports rose in 2004 as
a result of higher cocoa production and
high cocoa prices. Capital investment in the
oil sector increased imports. Transport and
freight insurance also rose significantly,
bringing the invisible deficit to 13.4 percent
of GDP. The -current account deficit
increased to nearly 60 percent of GDP in
2004, up from anannual average of 46
percent of GDP during 2000-03.

External Debt

Central Africa’s external debt burden is the
highest in Africa. Debt amounted to 62
percent of the sub-region’s GDP in 2004,
down from an average 105.6 percent of
GDP during 2000-03. Only five out of the
eight low-income countries in the region
have qualified for debt relief under the
HIPC initiative. Not all governments in the
region have regularized relations with
external creditors and/or concluded an
IMF-sponsored PRGF.
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Foreign direct investment has increased
significantly but is largely confined to the
oil sector — political instability being the
main hindrance to FDI elsewhere.
According to UNCTAD’s World Investment
Report, 2004, FDI inflows to the sub-region
totaled $3.1 billion in 2003, of which $1.4
billion and $837 million went respectively
to Equatorial Guinea and Chad. The CFA
zone countries created a regional stock
market in Libreville, Gabon, in July 2003,
although it is not yet operational.

The external debt burden in Burundi
remains unsustainable. The debt service
ratio rose to 408.5 percent in 2004. In 2004,
the debt-to-GDP ratio fell to 184.8 percent
in 2004, following the approval of a PRGF
with the IMF in January 2004. Debt relief
was granted in March, with the Paris Club
approving a $4.4 million cancellation and
$81 million rescheduling. The country is
expected to reach decision point under the
HIPC initiative by mid-2005.

A decline in Cameroon’s external debt
burden has resulted from an improved
fiscal position and a prudent borrowing
policy, combined with successive debt
relief deals with the Paris Club and interim
debt relief under the enhanced HIPC
initiative. The country is now expected to
reach its HIPC completion point in 2005,
assuming a new PRGF is approved by the
IMF. In 2004, the external debt-to-GDP
ratio decreased to 40.6 percent, while the
debt service ratio declined to 10.4 percent.

CAR'’s external debt is mostly made up
of highly concessional, multilateral, long-
term loans. The country has yet to qualify
for debt relief under the enhanced HIPC
initiative,  reflecting the  continued

accumulation of multilateral and bilateral
debt payment arrears and delays in
securing an IMF financial deal. The debt-to-
GDP ratio fell to 90.7 percent in 2004,
reflecting improved growth, while the debt
service ratio totaled 13.1 percent.

External debt in Chad continued to
decline rapidly to 20.9 percent of GDP in
2004, reflecting a double digit economic
growth, debt relief, and access to non-debt
capital inflows. Chad qualified for the HIPC
initiative in May 2001, which could pave
the way for debt relief of $260 million when
completion point is met. As oil reached full
production, the debt service ratio declined
dramatically to 1 percent in 2004.

DRC reached decision point under the
enhanced HIPC initiative in July 2003. Debt
relief from bilateral and multilateral
creditors will amount to approximately $10
billion in nominal terms, after the country
reaches completion point. The debt-to-
GDP ratio was estimated at 160.6 percent in
2004, while the debt service ratio repre-
sented 4.1 percent.

Congo has inherited a heavy debt
burden because of excess borrowing
against future oil earnings in the past.
However, external debt in 2004 declined to
50.6 percent of GDP while the debt service
ratio doubled to 13.6 percent. This reflected
the government’s resumption of its current
external debt obligations and clearance in
non-rescheduling debt payment arrears.
Multilateral lenders subsequently resumed
their assistance to the country, and
following the IMF approval of a new three-
year PRGF to the country in December
2004, the Paris Club agreed to debt relief of
$3 billion and a rescheduling deal.
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Equatorial Guinea is not eligible for
concessional assistance, being a middle-
income economy. As a result, most of the
country’s external public debt has been
contracted on a bilateral basis. The debt
burden remained low in 2004, with total
debt falling further to 5 percent of GDP due
to remarkable growth performances, while
the debt service ratio declined to 1.1 per-
cent, because of rising oil export earnings.

Following a standby agreement signed
with the IMF in May 2004, the Gabon
government negotiated a $711 million debt
arrears rescheduling deal with the Paris
Club, and negotiations were under way
with the London Club of commercial
banks. This, coupled with previous debt
rescheduling deals and relatively prudent
borrowing policy in recent years, led to a
further decline in the country’s external
debt to 51.3 percent of GDP in 2004.
Meanwhile, the debt service ratio fell
considerably from 26.4 percent during
2000-03 to 12.5 percent in 2004. Gabon
does not qualify for HIPC debt relief, being
classified as a middle-income economy.

Rwanda’s external debt amounted to
$1.49 billion, an equivalent 86.3 percent of
GDP, at end-2004, while the debt service
ratio increased slightly to 29.4 percent. The
country qualified for debt relief under HIPC
in May 2001, but failures to meet
benchmarks under the 2002—-05 PRGF since
late 2003 have delayed completion point.
The government continued to depend on
interim debt relief from its creditors to meet
its debt payment obligations.

While falling to 405.9 percent in 2004,
Siao Tomé & Principe’s external debt-to-
GDP ratio remained the highest in Africa.

The country qualified for the HIPC initiative
in December 2000, paving the way for a
nominal debt relief of $200 million at
completion point. About 65 percent of the
country’s debt is owed to multilateral
lenders. The government is expected to
negotiate a new PRGF and interim debt
relief with the IMF in 2005. The debt service
ratio increased to 109 percent in 2004, up
from 40.2 percent during 2000-03.

Central Africa’s sub-regional GDP is
forecast to grow by 4.1 percent in 2005,
compared with 14.4 percent in 2004,
assuming deceleration in growth in Chad to
10.8 percent in 2005 (from 31.3 percent in
2004), as oil production reaches its full
capacity of 250,000 barrels per day. Lower
oil prices and a slower growth in average
annual oil production will nonetheless
cause real GDP growth to slow down in
2005. Growth in Burundi is expected to
remain strong in 2005, assuming satis-
factory weather conditions. Rising donor
assistance will support the country’s
reconstruction efforts while the approval of
a new PRGF in January 2004 will allow the
country to benefit from interim debt relief
under the HIPC initiative. In Cameroon, the
approval of a new PRGF with the IMF,
expected for 2005, and strengthened
macroeconomic policy, will support annual
growth rates of 4-5 percent. Economic
recovery in CAR will hinge on success in
fostering security and political stability,
leading to the gradual resumption in donor
support.

Presidential and legislative elections in
DRC are to be held in 2005, although delays
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may occur. Growth is expected to remain
robust, driven by increased foreign-
financed investment and the implementa-
tion of structural reforms. Instability in the
east of the country may rise in the run-up
to the elections, however, hindering post-
war reconstruction efforts. Real GDP
growth in Congo is expected to accelerate
to 9-10 percent in 2005, following the
approval by the IMF of a PRGF (2004—-07)
in December 2004. This will support rising
investment and activity in the non-oil
sector, as the pace of structural reforms
accelerates. Growth performance will
remain exceptionally strong in Equatorial
Guinea, as oil production continues to
expand, notably in offshore fields, Zafiro,
Ceiba and Alba, situated to the north of
Bioko island. Economic growth in Gabon
will continue to be modest as a result of
falling oil production although new
development programs — and reforms to
diversify the economy — will support
recovery in the non-oil sector next year.
The government is expected to complete
its PRSP in early 2005. In Rwanda, annual
growth rate of around 6 percent is expected
to be achieved in 2005, on the back of
donors’ continued support and progress in
structural  reforms, and  assuming
satisfactory weather conditions. Increased
investment in petroleum exploration and
infrastructure development will continue to
drive economic performance in Sao Tomé
& Principe. However, the start of oil
production, initially forecast in 2000, is not
expected before 2008.

The East African sub-region is made up of
11 countries: Comoros, Djibouti, Eritrea,
Ethiopia, Kenya, Madagascar, Mauritius,
Seychelles, Somalia, Tanzania and Uganda.
East Africa’s GDP accounted for 6.8 percent
of the continent’s output in 2004. Most
countries in the sub-region thrive on
tourism and exports of  primary
commodities, notably tea and coffee. Other
countries, like Mauritius, have been more
successful in diversifying their export base
away from traditional products. East Africa
is a net importer of oil. Kenya is the largest
economy of the zone, followed by
Tanzania, Ethiopia, and Uganda. Taken
together, these four countries generated
72.1 percent of sub-regional GDP in 2004.

The population of East Africa was
estimated at 204.5 million in 2004,
representing about 22.6 percent of the
continent’s population. Seychelles and
Mauritius are middle-income countries,
their GDP per capita being estimated at
$8,375 and $5,158 respectively in 2004. By
contrast, Eritrea and Ethiopia are among
the poorest countries in Africa, with a per
capita income below $220. The region’s
GDP per capita remains the lowest in
Africa, averaging $276 in 2004.

In Somalia, the peace process has made
good progress. A 275-member Somali
transitional parliament was set up in Kenya
in August 2004 and Colonel Abdullahi
Yusuf Ahmed was elected as Somali
president in October for a five-year
mandate. Although in September 2004 the
UN extended the mandate of the UN
Mission in Ethiopia and Eritrea for another
six months, there was rising concern over
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the stalled border dispute between the two
countries. In Comoros, the slow transition
to a new federal system was completed,
with elections of the national and island
assemblies taking place in March—April
2004, and the installation of a federal
government in July. In the Seychelles,
Albert René stepped down as president
after spending 27 years in power.

Economic Growth

After two years of subdued economic
activity, mostly resulting from the severe
drought that hit the Horn of Africa in 2002
and 2003, the worst in many years, East
Africa recovered in 2004, with growth
accelerating to 6.8 percent, against an
average 3.4 percent during 2000-03 (see
Table 2.5 and Figure 2.2).

Table 2.5: East Africa: GDP and Export Performances

Country Real GDP GDP Per Real Exports©/ Exports®’
Growth Rate Capita Growth Per Capita
(%) (US$) (%) (US$)
Average Average Average Average
2000- 2004 2000- 20042 2000- 2004~ 2000- 2004
2003 2003 2003 2003
COMOROS 2.3 1.9 324 454 -6.5 14.5 54 75
DJIBOUTI 2.2 3.0 854 932 8.4 4.0 395 461
ERITREA -0.1 1.8 172 215 9.9 -3.5 28 19
ETHIOPIA 2.7 11.5 94 112 10.5 12.0 15 19
KENYA 1.0 3.1 385 445 7.2 11.2 101 128
MADAGASCAR 2.0 5.3 273 239 9.5 -5.8 66 67
MAURITIUS 5.0 4.1 4,045 5,158 6.4 7.4 2,321 2,732
SEYCHELLES -0.7 -2.0 8,014 8,375 15.6 4.3 6,429 7,112
SOMALIA 6.1 6.1
TANZANIA 6.4 7.4 268 288 15.7 8.8 41 50
UGANDA 5.5 5.9 235 274 5.4 5.2 29 83
EAST AFRICA 3.4 6.8 247 276 7.2 7.9 61 72

Notes: @ Preliminary estimates
o Exports of goods and non-factor services
¢ Real exports of goods growth

Source: ADB Statistics Division, 2004
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Figure 2.2: East Africa: Selected Economic Indicators, 2000—-2004
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Unsettled disputes over competencies
and resources between the islands and
central administration have continued to
undermine growth prospects in Comotros.
Low world prices for vanilla, one of
Comoros’ main export crops, have also
depressed income in the agricultural sector,
which (together with fisheries and forestry)
accounts for 42 percent of GDP. As a result,
growth decelerated to a subdued 1.9
percent, against an average 2.3 percent
during 2000-03, with the country’s real per
capita income declining for the seventh
consecutive year.

Economic growth in Djibouti increased
from an annual average of 2.2 percent
during 2000-03 to 3.0 percent in 2004; the
increased presence of foreign troops
boosted consumption. The decline in
transshipment activity, as port facilities
reached full capacity, could have impacted
negatively on growth. But increased
private investment in projects, such
the Doraleh oil facility, has more than offset
the adverse effects, leading to the overall
improved economic performance in
2004.

Delays in the post-war reconstruction
and demobilization program, coupled with
inadequate rainfalls in the 2003/04 growing
season, slashed growth in Eritrea to 1.8
percent in 2004. The FAO estimated
agricultural production to be 60 percent
below normal in 2004.

Ethiopia experienced a  strong
economic recovery in fiscal year 2004, on
the back of a rebound in agricultural
production. Growth had turned negative in
2003, at 3.9 percent, as a result of the 2002
drought. Real GDP growth was estimated at

11.5 percent in 2004, with agricultural
output growing by 18.9 percent.

Economic growth in Kenya rose to 3.1
percent in 2004, reflecting rising activity in
the export sector, including textiles and
tourism, and in the telecommunications
sector. The growth recovery has been
slower than expected, however, owing to
delays in essential reforms, low investor
confidence and poor weather conditions.
Agriculture performed poorly in 2004
because of drought, and donors have been
reluctant to frontload aid, because of the
government’s relatively  disappointing
record of budgetary and structural reforms.

Growth in Madagascar decelerated
from 9.8 percent in 2003 to 5.3 percent in
2004 but still higher than the 2 percent
achieved during 2000-03. In spite of three
major cyclones, which caused considerable
crop and property damage, national rice
production was put at 3 million tonnes for
2004, an increase of 8 percent over the
2003 figures. Sustained world demand and
the depreciation of the local currency
boosted activity in the exports processing
zone, notably in textiles/clothing.
Increased construction activity, especially
road works in rural areas, also explained
growth performance.

In Mauritius growth for 2004 was put at
4.1 percent, lower than the 5.0 percent
average  growth  recorded  during
2000-2003. The slowdown in economic
growth occurred in spite of 7 percent
growth in the sugar sector. Tourism, the
financial intermediation sector and
construction grew by an estimated 1.1, 2.6,
and 3.8 percent respectively. By contrast,
the Exports Processing Zone (EPZ) sector
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registered negative growth for the second
consecutive year.

Real GDP in Seychelles declined by 2
percent in 2004, slightly less than the 5.1
percent fall registered in 2003. Extensive
government intervention and rigidities in
the foreign exchange market have created
bottlenecks in the economy, while high
prices  have  depressed  domestic
consumption and tourism.

Economic performance in Tanzania
remained strong in 2004 (2003/04 in
national statistics). Growth in mining,
construction, tourism, transport and
telecommunications and manufacturing
largely explained the overall growth rate of
7.4 percent. Despite progress towards
economic diversification, the country is still
highly vulnerable to external shocks. The
agricultural sector is responsible for 40-50
percent of GDP but food security remains a
concern. Cereal crop production (mainly
maize) was estimated at about 4.9 million
tonnes, more than 20 percent above the
previous year’s output.

Real GDP growth in Uganda increased
from 5.5 percent in 2003 to 5.9 percent in
2004 (2003/04 in national statistics).
Improved weather conditions contributed
to a recovery in the agricultural sector,
while the construction and telecom-
munications sectors continued to register
high rates of growth.

Prices and Exchange Rates

After accelerating to 5.4 percent during
2000-03, as a result of severe food
shortages, average consumer price inflation
in East Africa slowed down slightly to 5.0
percent in 2004. Improved food supply

conditions and also a marked improvement
in some of the countries’ monetary and
fiscal policy helped to compensate for the
impact of a more than 30 percent rise in
world oil prices. Inflation differentials with
the rest of the world remain significant,
although the depreciation of the main
currencies in the sub-region decelerated in
2004, as a result of the weak US dollar. All
countries — except Comoros and
Seychelles — operate a floating exchange
rate system.

Strong price stability was the objective
of monetary policy in Comoros, with the
Comoros franc being firmly pegged to the
euro. Consumer prices rose by an average
5.0 percent in 2004, against an average 2.2
percent during 2000-03.

Djibouti’s relatively sound monetary
and exchange rate policy has helped to
keep inflation under control. The local
currency remains in effect pegged to the US
dollar. Inflation in 2004 averaged 2 percent,
against an average 1.9 percent during
2000-03, mostly reflecting price move-
ments in oil and food import.

Tight food supply conditions in Eritrea
have continued to push up cereal prices.
Lax monetary policy also contributed to
inflationary pressures. Inflation averaged 9
percent in 2004. The FAO and WFP jointly
approved an emergency operation in July
2004 to bring food assistance to about
600,000 people.

Improved food supply conditions
dampened inflation in Ethiopia in 2004.
Inflation fell from 14.6 percent in 2003 to
7.5 percent in 2004. Although food prices
declined in most regions, domestic prices
for petroleum products and construction
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materials increased, reflecting rising world
oil prices and activities under donor-
funded reconstruction programs (including
housing and road building). The National
Bank of Ethiopia (central bank) maintained
a relatively sound monetary policy,
centered around restricted government
borrowing, sterilization of excess liquidity
(mostly stemming from aid inflows and
remittances), and a market-determined
exchange rate system, with the birr
depreciating slightly against the US dollar
in 2004.

Tight food supply conditions, high oil
and transport prices, and higher-than-
targeted money supply contributed to
inflation in Kenya in 2004. The average rate
accelerated to 11.6 percent in 2004, from an
average 0.9 percent during 2000-2003,
despite the government efforts at tighter
fiscal control. A decline in interest rates
helped to stimulate private sector lending,
whilst a relatively healthy foreign exchange
reserve position enabled the Central Bank
of Kenya to intervene in the market to keep
in check the depreciation of the Kenya
shilling against most international cur-
rencies.

Inflation in Madagascar accelerated to
5.0 percent in 2004 (up from a negative 1.4
per cent the previous year), as a result of
high world prices for oil and rice (an
estimated 100,000 tons of rice still need to
be imported every year) and the sharp
depreciation of the local currency. The
Central Bank of Madagascar used balance
of payments support and raised interest
rates and reserve requirements to stop the
currency’s fall by mid-2004. A continuous
‘Reuters Dealing’ methodology was

adopted to replace the auction-based
foreign exchange trading system, while the
euro quotation of the Malagasy franc was
extended to the US dollar. The euro value
of the local currency — which is gradually
to be changed to the ariary — depreciated
by 40 percent in the first half of the year,
before remaining broadly unchanged in the
second half.

The Bank of Mauritius continued to
pursue a relatively sound monetary policy
in 2003/04, with inflation decelerating
slightly to 3.4 percent, from an average 5.0
percent during 2000-03. An automatic
adjustment mechanism for the prices of
petroleum products was introduced in
April 2004. The BoM increased its Lombard
Rate by 25 basis points in October 2004,
from 9.5 percent to 9.75 percent, to stem
inflationary pressure and keep its domestic
financial instruments attractive. The rupee,
on average, appreciated slightly against the
US dollar, but depreciated against the euro.

The introduction of a goods and
services tax in 2003 has fuelled inflationary
pressures in Seychelles. Consumer prices
increased by 7 percent in 2003 and 4.2
percent in 2004. In December, the
Seychelles parliament enacted a bill
assuring the autonomy of the central bank.

Average  inflation in  Tanzania
accelerated to 5.7 percent by mid-2004,
fuelled by rising prices for food and
petroleum products, but slowed down in
the second part of the year, to average a
yearly 3.8 percent. The Tanzania shilling
depreciated slightly against the US dollar in
nominal terms but remained roughly
unchanged in real effective terms in
2003/04.
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Inflation in Uganda decelerated to 1.9
percent in 2004 as a result of improved
food supply conditions. The relative
stability of the Uganda shilling in real
effective terms contributed to price
stability. Stronger than projected currency
demand prompted the Bank of Uganda to
loosen its monetary stance by increasing
sales of foreign exchange at the beginning
of the year. In addition, long-term treasury
bonds were introduced in January 2004.

Fiscal Developments

East Africa’s fiscal deficit declined in 2004
to 3.0 percent of GDP, reflecting continued
efforts by governments in the region to
enhance revenue and tighten expenditure
control. However, the region’s fiscal deficit
continues to be high by continental
standards, reflecting the poor state of
public finances in Eritrea as well as Kenya’s
expansionary fiscal stance in recent years
(see Table 2.0).

Table 2.6: East Africa: Macroeconomic Management Indicators

Country Inflation Fiscal Balance Gross Domestic Gross National
(%) as % of GDP Investment Savings
as % of GDP
Average Average Average Average
2000- 20042 2000- 20042 2000- 2004 2000- 2004¥
2003 2003 2003 2003
COMOROS 2.2 5.0 -3.6 -0.3 11.6 10.4 10.9 9.0
DJIBOUTI 1.9 2.0 2.2 1.0 1.7 20.6 5.4 10.0
ERITREA 18.8 9.0 -31.8 221 28.1 32.2 17.6 12.3
ETHIOPIA 1.9 7.5 -8.6 -5.0 18.6 19.5 13.9 16.6
KENYA 6.9 11.6 -0.7 -1.7 14.1 13.7 12.2 8.8
MADAGASCAR 8.3 5.0 4.2 -3.3 15.9 22.4 19.6 15.1
MAURITIUS 5.0 3.4 5.7 -5.3 23.0 25.0 26.4 26.1
SEYCHELLES 3.9 4.2 -8.8 7.9 27.7 18.5 13.7 16.2
SOMALIA 5.8 . " . " . . .
TANZANIA 4.9 5.7 -1.2 2.9 18.1 21.4 13.7 13.8
UGANDA 2.0 1.9 -4.4 -1.7 19.7 21.7 12.3 18.7
EAST AFRICA 5.4 5.0 -3.9 -3.0 17.8 19.5 14.9 14.7

Note: @ Preliminary estimates
Source: ADB Statistics Division, 2004
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The implementation of coherent budget
policies in Comoros remains difficult. The
holding of elections, coupled with low
donor support and a high public sector
wage bill (strikes prompted a significant
increase in salaries in 2003), led to a
continued accumulation in domestic and
external payment arrears in 2004, although
reduced government spending and larger
aid flows helped to keep the fiscal deficit
(on a commitment basis) at 0.3 percent of
GDP.

Djibouti’s fiscal balance turned into a
slight surplus of 1 percent of GDP in 2004.
Tax administration and revenue collection
improved, except for petroleum products
receipts. Efforts to settle domestic payment
arrears continued (the government used
revenue from new military arrangements
with the US and France to accelerate
settlement in 2003), but non-priority
spending remained higher than budgeted.
New provisions on budget preparation and
monitoring came into force in April 2004.

The lack of budget support and rising
defense expenditures have forced the
government in Eritrea to rely on domestic
credit financing and payment arrears to
finance its budget deficit, which was
estimated at 22.1 percent of GDP in 2004.

Fiscal policy in Ethiopia has continued
to focus on enhancing revenue collection
(notably with regard to the functioning of a
large taxpayer unit, and computerization of
VAT), strengthening public expenditure
management, and restricting recurrent
outlays (including wages and defense
outlays). Fiscal decentralization and the
reorientation of spending programs
towards poverty-related activities were also

major planks of the government’s budget-
ary program. Resumed economic growth
pushed up tax revenues in 2004. Increased
donor budget support also contributed to a
decline in the overall government deficit to
5.0 percent of GDP in 2004.

There was a marked improvement in
the state of Kenya’s public finances in
2003/04, reflecting tighter control over
expenditures in the post-electoral period
and resumed donor assistance. Concerns
about lack of transparency were, however,
raised by some donors. Public domestic
borrowing has remained high and the
government has yet to pursue reforms to
reduce the public sector wage bill. The
Kenyan government was committed to
adopting a common external tariff with
Tanzania and Uganda by January 2005. The
budget deficit rose to 1.7 percent of GDP in
2004, compared with 0.7 percent of GDP
during 2000-03.

The authorities in Madagascar have
initiated a series of budgetary measures to
strengthen  revenue  collection and
expenditure management. VAT was levied
on non-capital goods and the remaining tax
exemptions granted in September 2003
were not renewed. There was an increase
in cyclone-related capital expenditures and
capital spending in priority sectors, mostly
education, transport and rural infra-
structure. Increased aid inflows largely filled
the financing gap, with the budget deficit
estimated at 3.3 percent of GDP in 2004.

The overall fiscal deficit in Mauritius
declined slightly to 5.3 percent of GDP in
2003/04, down from 5.7 percent during
2000-03. While tax and non-tax revenue
increased, expenditures (mainly govern-
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ment subsidies and transfers) and capital
outlays in education and infrastructure
remained unsustainably high. The deficit
was largely financed from domestic
borrowing, with the IMF projecting public
debt to reach 73 percent of GDP by mid-
year. The financial situation of a number of
state-owned  utilities  continued  to
deteriorate in the first half of 2004.

The fiscal balance in Seychelles
remained in surplus for the second
consecutive year, to reach an estimated 7.9
percent of GDP in 2004 as a result of rising
tax receipts and the reduction in govern-
ment outlays. The government successfully
negotiated a new fishing agreement with
the EU, with new proceeds expected for
the period 2005-08. Measures to reduce
custom duties and eliminate import permits
were included in the 2005 budget.

The government of Tanzania exceeded
its 2003/04 revenue performance target, with
total revenue (excluding grants) rising to
12.9 percent of GDP by mid-year, against a
targeted 12.4 percent. There were improve-
ments in tax administration, tightened
control over tax evasion in the petroleum
sector and buoyancy of revenue in fast-
growing sectors. Although parliament
approved a supplementary budget in
February 2004 and drought-related expendi-
tures were accounted for, the fiscal deficit
was contained at 2.9 percent of GDP, against
a targeted deficit of 3.8 percent of GDP. This
reflected high inflows of grants, but also
improvements in expenditure planning and
implementation. Spending allocation and the
13 percent rise in public sector wages in
2003/04 were in line with the government’s
poverty reduction strategy.

The Uganda government broadly met
its 2003/04 budgetary targets, despite
strong pressure for greater spending on
defense and public administration. The
fiscal deficit, including grants, declined to
an estimated 1.7 percent of GDP. Strong
performance in income tax collection more
than offset a VAT shortfall, the latter indi-
cating scope for improvement in the opera-
tions of the Uganda Revenue Authority.
The composition of expenditure was
meanwhile shifted away from the Poverty
Eradication Action Plan priorities because
of additional spending to meet security
needs, provide support to the presidency
and cover salary shortfalls. Meanwhile,
there was an accumulation of new
payments arrears.

Structural Reforms

The pace of structural reforms in East Africa
as a whole was slow, although most
governments remain committed to pushing
through measures to improve public
finances and create an environment
conducive to private sector development.
Progress was most apparent in Djibouti,
Ethiopia, and Madagascar.

The Comoros government is nominally
committed to pursuing a program of
structural reforms, mostly involving the
restructuring and privatization of major
utilities (telecommunications, petroleum
distribution and the port). The difficult
process of political reconciliation since
2001 has, however, switched the focus
away from reforms.

The government in Djibouti has agreed
to an ambitious structural reform program
under the 2004 IMF Staff Monitored
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Program. A new free trade law was
adopted in June 2004 and the labour and
investment codes were due to be revised
by end-year, after some delays. The latter
involved the unification and simplification
of the tax exemption regime. A strategy for
small and medium enterprise development
was put forward, with a new regulatory
framework for micro-finance adopted
ahead of schedule. Other reforms mooted
for 2004 included a revised banking law
and central bank charter and a new
restructuring plan for the water and energy
sector.

Eritrea’s program of structural reforms
made little progress in 2004. Trade and
business regulations remained burdensome
and plans to launch mobile phone services
have been delayed. Structural transformation
largely hinges on post-reconstruction
projects, including in 2004 the launch of a
World Bank-funded electrification program
and an African Development Bank-
sponsored education program.

The program of structural reforms in
Ethiopia has made good progress and
received positive feedback from the IMF
and World Bank in 2004. Progress was
notably made in streamlining regulatory
procedures (following revision of the
investment code in 2003), pressing ahead
with fiscal decentralization, and restructur-
ing the financial sector. The government
has plans to revive the program of pri-
vatization (including the liberalization of
the telecommunications sector) and
accelerate the country’s application for
WTO membership.

The IMF delayed completion of its first
review of Kenya’s program under the

Poverty Reduction and Growth Facility,
which it approved in November 2003,
because of delays in essential reforms with
regard to the fight against corruption and
privatization. The government has none-
theless taken preliminary steps to liberalize
the telecommunication sector, privatize the
national railway and announced in its
2004/05 budget extensive restructuring of
the financial sector, including the sale of
two banks. Nonetheless, much more needs
to be done to accelerate the country’s eco-
nomic revival. The government succes-
sfully completed its final PRSP in May 2004,
providing an articulated strategy to reach
the Millennium Development Goals
(MDGsS).

The government in Madagascar has
shown strong commitment to policy
measures aimed at liberalizing the
economy and improving the business
climate. After much delay, the sale of Telma
(telecommunications) to Chinese Distacom
was finalized in mid-2004. Preparations for
the divestiture of Jirama (power), Sirama
(sugar), Hasyma (cotton) are underway.
Other essential reforms taken since 2003
include the establishment of an anti-
corruption commission, trade liberalization,
and amendments in the property act and
land registry system.

Reforms in Mauritius are essential to
restore the economy’s external
competitiveness. The sugar and textile
sectors are soon to suffer from increased
competition, as the Multi-Fiber Agreement
(MFA) comes to an end and the EU sugar
protocol is dismantled. A number of EPZ
firms were forced to close down in 2004
and more than 6,000 workers were laid off
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in the first seven months of the year. The
Mauritius government has plans to improve
the enabling environment for the private
sector, by streamlining business and
investment regulations and establishing a
secondary stock exchange market for small
and medium enterprises.

The new government of Seychelles
plans to accelerate the macroeconomic
reform program. Measures to liberalize
trade, reduce custom duties and eliminate
import permits were announced in the
2005 budget; reforms in public admini-
stration (including privatization) and the
Seychelles Marketing Board (SMB) are also
expected. Foreign exchange controls could
ease, but a devaluation of the currency
remains unlikely.

A second wave of structural reforms
focusing on fiscal consolidation and the
business climate has begun in Tanzania,
although the fight against corruption, the
privatization of the National Microfinance
Bank, and the restructuring and rehab-
ilitation of Tanesco (electricity) remains
high on the government’s agenda. A new
income tax bill became effective in July
2004 and the coverage of the Large
Taxpayer Department has increased
significantly. Business licensing reform and
labor law reform were initiated in 2004,
under the Business Environment Strength-
ening in Tanzania (BEST) program. The
revised Land Act was signed into law in
April 2004.

The pace of structural reforms in
Uganda has remained slow. After much
delay, the government decided in March
2004 on the divesture option for the
Ugandan Development Bank (UDB), which

is now to be merged with the Development
Finance Department of the Bank of
Uganda, and up to 30 percent of its shares
will be sold. The government plans to
divest the National Insurance Corporation,
Kinyara Sugar Works, and to sell a 20
percent stake of New Vision Printing and
Publishing in 2005. Meanwhile, the gov-
ernment has approved a preliminary
agenda of reform for the public pension
scheme.

Current Account Developments

All countries in East Africa, except
Comoros, Djibouti,  Mauritius  and
Seychelles, recorded deteriorations in their
terms of trade in 2004, as world oil prices
increased by more than 30 percent
throughout the year. Coffee (arabica) and
tea exporting countries benefited from
higher international prices for their
commodities, but other countries, like
Comoros and, to a lesser extent,
Madagascar registered a steep export
revenue loss, as a result of declining
international prices for their export
products. There was, however, a slight
recovery in tourism, although potentials in
this sector remain largely unexplored. As a
result, the current account deficit increased
to 3.9 percent of the regional GDP in 2004,
against an average 1.5 percent of GDP
during 2000-03 (see Table 2.7).
Meanwhile, there were signs of good
progress on sub-regional integration. All
East African countries, except Somalia and
Tanzania, are members of COMESA. Kenya,
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Table 2.7: East Africa: The External Sector

Country Trade Balance Current Account Terms of Trade Total External Debt Service
as % of GDP  as % of GDP (%) Debt as % of GDP as % of Exports
Average Average Average Average Average
2000- 20042 2000- 2004> 2000- 2004* 2000- 2004% 2000- 2004
2003 2003 2003 2003 2003

COMOROS -10.6  -6.9 1.7 22 54.0 0.0 103.4  83.3 7.2 6.0
DJIBOUTI -354 -44.7 -6.3 -10.7 -1.6 5.1 66.9 67.5 6.6 5.4
ERITREA -62.2 -66.4 -6.7 99 4.4  -0.1 71.8 971 17.2  29.7
ETHIOPIA -19.1 -23.0 -48 -3.8 -14.4 7.0 859 74.0 48.1 16.0
KENYA -10.0 114 23 1.7 -22 7.6 434 379 17.7 109
MADAGASCAR -24 93 -47 -86 1.7 -80 99.5 112.8 17.6 8.0
MAURITIUS -6.7 5.3 25 26 0.0 1.1 223 178 8.5 6.3
SEYCHELLES -209 -101 -125 1.0 7.5 8.3 741 819 126 133
SOMALIA -87 57 -32 -19 -0.1  -0.1 87.4 558 100.7 88.2
TANZANIA 14 87 -42 52 0.9 -10.1 67.0 586 22.7  10.7
UGANDA -83 95 56 -12 2.7 36 56.4  58.8 222 174
EAST AFRICA -10.4 -11.8 -3.5 -43 -1.5 -39 62.9 55.9 19.8 11.9

Note: @ Preliminary estimates
Source: ADB Statistics Division, 2004

Uganda and Tanzania signed a trade
protocol in June 2004, establishing a
customs union with a three-band common
external tariff within the East African
Community (EAC) and providing for the
elimination of international trade barriers
within five years. The protocol came into
force in January 2005.

Comoros’ external position failed to
improve in 2004, as a result of a higher oil
import bill (despite a weak US dollar),
sluggish  export  performance  and
depressed world prices for the country’s
main export crops, vanilla and cloves.

Tourism earnings (despite great potentials)
and aid inflows (under the multi-donor
trust fund) have remained low, but workers

remittances have helped partly to
compensate for the trade deficit.
Djibouti’s external current deficit

increased to 10.7 percent of GDP, in large
part reflecting movements in the trade
balance. There was however a marked
increase in net services and income, as a
result of rising public and private transfers
and receipts from freight and travel.
Eritrea’s current account deficit
increased to 9.9 percent of GDP in 2004 as
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a result of post-reconstruction activities and
large-scale food imports. The country’s
export base, consisting of salt, hides and
skins, and livestock, remains relatively
narrow and external assistance has
remained well below anticipated levels,
owing to continued political uncertainty
and the absence of an IMF program.

Ethiopia’s external current account
deficit fell to 3.8 percent of GDP in 2004,
down from 4.8 per cent during 2000-03,
due to strong growth in exports following
higher world coffee prices and improved
harvests. The growth in real exports, at 12
percent in 2004, helped to offset most of
the import bills associated with the fleet
expansion program of the Ethiopian
Airlines and strong demand for imported
capital goods. Private transfers and grants,
project loan disbursements and balance of
payments support were more than
sufficient to bridge the financing gap, with
external reserves estimated at $618 million
in 2004.

Kenya’s external current account deficit
rose to 7.7 percent of GDP in 2004, up from
2.3 percent of GDP during 2000-03, due to
high growth in oil and non-oil imports,
which offset strong performance in major
export categories, such as horticulture, tea,
coffee, and textiles. The services and
income account surplus increased slightly,
however, because of increased tourism
receipts and current transfers.

Madagascar’s external current account
deficit increased to 8.6 percent of GDP in
2004. The import bill surged in local
currency terms, owing to the currency
depreciation and high world oil prices.
Import volumes nonetheless increased

quite significantly, fuelled by increased
purchases of capital goods. The rise in
exports was largely explained by a
rebound in EPZ activity, despite an
anticipated decrease in the export volume
of vanilla. The government is committed to
diversifying the country’s export base,
taking advantage of preferential trading
arrangements for which the country
qualifies.

Mauritius’ exports grew by 7.4 percent
in 2004. High world oil prices and the
depreciation of the rupee inflated the
import bill, while the demand for imported
raw materials and capital goods also
increased. Nonetheless, the trade deficit
declined from 6.7 percent of GDP during
2000-03 to 5.3 percent in 2004. A 26
percent rise in tourism receipts helped
Mauritius to retain a small current account
surplus of 2.6 percent of GDP.

Seychelles’ current account balance
turned into a surplus of 1 percent of GDP
in 2004, reflecting declining demand for
imports (subject to licensing), rising
exports of canned tuna, and oil re-exports.
In addition, despite a drop in the number
of visitors, tourism receipts increased for
the second consecutive year in 2004, owing
to the recent upgrading of its five-star hotel
industry. Seychelles pulled out of SADC in
2004.

Tanzania’s trade deficit widened
slightly to 8.7 percent of GDP in 2003/04,
largely due to strong growth in imports,
driven by an increase in the volume and
price of petroleum products and food
imports. Imports of capital goods and
industrial raw materials were also on the
increase, reflecting strong economic



70 African Development Report 2005

activity. Export performance was mixed,
with substantial growth recorded in non-
traditional exports (gold and manufactured
products), while traditional exports
continued to stagnate, despite signs of
recovery in the world prices of coffee,
cotton, tea and cashew nuts. Tourism
receipts rose to $515 million, which,
coupled with lower debt service payments
and rising current transfers (equivalent to
4.6 percent of GDP), helped to contain the
country’s current account deficit at 5.2
percent of GDP in 2003/04.

Export earnings in Uganda increased by
an estimated 10.7 percent in US dollar
terms in 2003/04, led by strong growth in
non-coffee export volumes and improved
terms of trade, notably for tea and cotton.
There was no significant increase in the oil
import bill. High flows of private and
official transfers also largely contributed to
a decrease in the external current account
deficit to 1.2 percent of GDP in 2003/04,
down from 5.6 percent during 2000-03.

External Debt

The external debt burden in East Africa
continued to decline in 2004. Ethiopia and
Madagascar reached completion point
under the enhanced HIPC initiative in 2004.
At the same time, the stock of external debt
continued to increase rapidly in some
countries, including Eritrea and Seychelles.
Total external debt averaged 55.9 percent
of the regional GDP in 2004, with the debt
service ratio declining to 11.9 percent.

The stock of external debt in Comoros
totaled $230 million by end-2004, an
equivalent debt-GDP ratio of 83.3 percent,
making it unsustainable. External payment

arrears (the debt service (paid) ratio stood
at 6.0 percent in 2004) and the absence of
a program with the IMF prevented
Comoros to qualify for debt relief under the
HIPC Initiative.

Djibouti’s debt-to-GDP ratio rose to
67.5 percent in 2004. The government
cleared all its external payment arrears
owed to multilateral organizations in 2004
and a bilateral donor roundtable has been
scheduled for 2005.

Initially, Eritrea had no external debt.
But since the end of the war with Ethiopia,
it began to borrow to finance development.
Given the low level of its GDP, the debt
burden rose to 97.1 percent of GDP in
2004, up from 71.8 percent during 2000-03.
The debt service also rose from 17.2
percent (2000-03) to 29.7 percent (2004).
The authorities are committed to borrowing
on mainly long-term, concessional terms.

Ethiopia reached completion point
under the enhanced HIPC initiative in April
2004, with multilateral and bilateral
creditors committing to a total debt service
relief of $3.3 billion. Despite significant
debt relief and the government’s prudent
borrowing policy, debt sustainability may
not be achieved because of the country’s
high vulnerability to external shocks. The
IMF and World Bank consequently called
for a substantial increase in external
assistance to the country in the form of
grants. External debt was estimated at $5.67
billion in 2004, equivalent to 74 percent of
GDP.

Kenya is not eligible for debt relief
under the enhanced HIPC initiative. The
IMF and World Bank conducted a debt
sustainability analysis in 2003 and in
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January 2004, the Paris Club of official
bilateral creditors agreed to a rescheduling
of $350 million of arrears and maturities
falling due between 2004 and 2006. The
country’s external debt stock — of which
58 percent is multilateral and 38 percent
bilateral — was put at 37.9 percent of GDP
in 2004. By comparison, domestic public
debt rose to 26 percent of GDP by mid-
2004.

Madagascar reached completion point
under the enhanced HIPC initiative in
October 2004, paving the way for a total
nominal debt relief of US$1.9 billion from
all creditors. The full delivery of HIPC
assistance will reduce the debt-to-exports
ratio to 137 percent in net present value
terms. The country’s total stock of external
debt was estimated at $3.57 billion in 2004,
an equivalent 112.8 percent of GDP. The
government has actively wooed foreign
investors from Europe and Asia, with non-
debt foreign capital flows expected to rise
as a result.

Mauritius’ external debt is low. The
debt-to-GDP ratio fell to 17.8 percent in
2004, down from 22.3 percent during
2000-03. Foreign direct and portfolio
investments continued to flow into the
country, with net foreign exchange
reserves representing up to ten months of
imports by end-September 2004.

Seychelles’ public external debt
(including that of state parastatals) rose to
$580 million in 2004, equivalent to 81.9
percent of GDP. Half of the country’s
external debt is owed to commercial
lenders and/or on foreign currency terms.
Seychelles attracts a small, albeit regular,
stream of foreign investment every year,

mostly reflecting offshore investment
opportunities.

Tanzania has continued to benefit from
high inflows of official program loans and
grants, as well as continued debt relief
under the enhanced HIPC initiative since
reaching completion point in 2001. FDI was
estimated at 2.4 percent of GDP in 2003/04.
The debt-to-GDP ratio declined to 58.6
percent of GDP in 2004, as a result of
further implementation of Paris Club
bilateral agreements. The debt service ratio
in 2004 was estimated at 10.7 percent,
down from an average 22.2 percent during
2000-03.

Uganda’s stock of public external debt
fell to an equivalent 58.8 percent of GDP.
About 90 percent of the external debt is
owed to multilateral donors, 9 percent to
non-Paris club creditors, and 1 percent to
Paris Club creditors. Uganda was the first
country in Africa to reach completion point
under the enhanced HIPC initiative in May
2000. Net inflows of private capital and
donor support remained sufficient to cover
the country’s financing gap in 2003/04,
with gross international reserves estimated
at 6% months of imports as of end-June
2004. The debt service ratio was reduced to
17.4 percent in 2004, indicating robust
export growth.

East Africa’s growth prospects for 2005 are
mixed. Abundant rains since mid-2004
have improved prospects for the 2004/05
cereal crops in the Horn of Africa. Growth
is projected to accelerate in Kenya
assuming a stronger commitment to
reforms. Mauritius will face a more
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challenging environment, as a result of
eroding preferential access to the EU and
US markets. The impact of the Tsunami
tidal wave has yet to be fully estimated in
the region. Much infrastructure, including
roads, bridges, and buildings, was
destroyed in Somalia, Kenya, Tanzania, and
the region’s island economies: Comoros,
Seychelles and Madagascar. Hardship has
been reported particularly in the already
impoverished populations of Comoros and
Somalia. Seychelles, which relies heavily
on beach tourism, also faced costly
damage, and in January 2005, the Paris
Club of official bilateral creditors
announced its decision to freeze debt
payments for the country. Overall though
real GDP in East Africa is expected to grow
by 5.2 percent in 2005 — a 1.6 percentage
point below the 2004 growth rate.

North Africa, which comprises seven
countries — Algeria, Egypt, Libya,
Mauritania, Morocco, Sudan and Tunisia —
is the largest sub-regional contributor to the
continent’s wealth, accounting for 36.5
percent of its GDP in 2004. Whereas
merchandise exports from Algeria, Libya
and Sudan are dominated by oil and gas,
export composition tends to be wider in
other countries. Egypt, Morocco and
Tunisia export both traditional products
and manufactured goods, notably textiles,
electronic and equipment goods. Tourism
is also a major source of foreign exchange
earnings in the region. Algeria is the largest
economy of the region, generating an
equivalent 28.6 percent of its GDP in 2004.

The region is home to 189.7 million
people, representing 22.1 percent of the
continent’s population. Per capita GDP
averaged $1,521 in 2004, which is roughly
twice as high as the continental’s average.
All countries are classified as middle-
income countries, except for Mauritania
and Sudan. Sparsely populated Libya is the
wealthiest country, with an income per
head of $5,364.

The outbreak of fighting between rebel
and government forces in the region of
Darfur, Sudan, drew much of the
international attention on Africa from
January 2004. The UN Security Council
voted a resolution in July 2004 calling on
the government to disarm pro-government
militias and allow the free flow of
humanitarian aid, as killings of civilians
continued unabated. In the meantime, a
peace deal between the government and
the southern-based Sudan People’s
Liberation Movement was signed in May
2004. Concerns over security remained a
key issue elsewhere in the region. The UN
envoy to Western Sahara, James Baker,
resigned in June 2004 after seven years in
office, while another alleged coup attempt
was foiled in Mauritania in September 2004,
the third in 15 months. The re-election of
President Abdelaziz Bouteflika in Algeria
passed off peacefully in April 2004, which
contrasted with the violence that marred
the 2002 legislative elections. In Tunisia,
President Zine al-Abedine Ben Ali and his
party were re-elected by a landslide in
October 2004. In the meantime, Libya
continued to thaw its relations with the
West, with a number of European heads of
state paying visits to the country and the US
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and EU lifting remaining trade sanctions in
September 2004.

Economic Growth

North  Africa’s growth performance
remained strong in 2004, at 4.6 percent,
largely reflecting strong performance in oil
producing countries. Real GDP growth
already accelerated markedly as a result of
higher oil output and prices. Economic
performance has strengthened in Egypt
and Morocco in recent years (see Table 2.8
and Figure 2.3).

Growth in Algeria decelerated slightly
from 6.9 percent in 2003 to 5.4 percent in

2004, but still higher than the yearly average
of 3.9 percent during 2000-03. The Algerian
economy is not highly diversified, with the
oil and gas sector contributing more than 30
percent of its annual GDP. An increase in oil
production to near capacity, 1.3 million b/d,
and continued private investment in the gas
sector were largely responsible for growth
in 2004. Construction also performed
relatively well, despite supply bottlenecks
in the publicly-owned cement industry,
while growth in agriculture decelerated
slightly from its 2003 peak. Despite stronger
growth performance since 2002, the social
situation in Algeria remains tense, with the
rate of unemployment estimated at 24
percent in 2003.

Table 2.8: North Africa: GDP and Export Performances

Country Real GDP GDP Per Real Exports®/ Exports®’
Growth Rate Capita Growth Per Capita
(%) (Us$) (%) (Us$)
Average Average Average Average
2000-2003 20042/ 2000-2003 20042/ 2000-2003 2004 2000-2003 20042/
ALGERIA 3.9 5.4 1,866 2,548 3.8 5.5 714 1,041
EGYPT 3.8 4.3 1,310 1,029 7.6 -14 239 282
LIBYA 3.6 0.9 4,931 5,364 2.3 14.9 1967 3,148
MAURITANIA 5.1 5.2 367 422 -6.9 11.6 135 138
MOROCCO 4.0 3.5 1,230 1,615 2.5 7.9 399 514
SUDAN 6.3 7.3 452 598 31.3 6.3 63 102
TUNISIA 4.2 5.5 2,206 2,836 8.0 0.9 988 1,235
NORTH AFRICA 41 4.6 1,379 1,521 5.0 5.5 405 550

Notes: & Preliminary estimates
o Exports of goods and non-factor services
¢/ Real exports of goods growth

Source: ADB Statistics Division, 2004
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Figure 2.3: North Africa: Selected Economic Indicators, 2000-2004
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Economic performance in Egypt has
improved since mid-2003, reflecting the
short-lived impact of the war in Iraq, the
steep depreciation of the pound and the
country’s consequent gains in external
competitiveness. Real GDP  growth
accelerated from 3.8 percent in 2002/03 to
4.3 percent in 2003/04. Growth was driven
by a recovery in tourism and rising
manufactured exports. The government
aims to speed up reforms to strengthen
economic growth and create employment.
Private sector growth has remained
subdued, however, despite the improved
availability of foreign currency.

Economic growth in Libya rapidly
decelerated to 0.9 percent in 2004, from 5.3
percent the previous year, despite rising oil
production and receipts. Also, OPEC raised
Libya’s production quota from 1.26 million
b/d in April 2004 to 1.45 million b/d in
November 2004.

Mauritania’s economy suffered from a
severe desert locust invasion in 2004, after
experiencing three consecutive years of
drought. Cereal production in 2004 was 44
percent lower than in the previous year.
Services, which account for roughly half of
GDP, performed relatively well, however,
and so did manufacturing and mining.
Activity was notably buoyant in
construction and public works (led by the
ongoing expansion of the state mining
company’s production capacity) and oil
exploration. The real GDP grew by 5.2
percent in 2004, in line with the yearly
average of 5.1 percent during 2000-03.

After accelerating to 5.5 percent in 2003,
mainly because of exceptionally good
cereal harvests, real GDP growth in

Morocco slowed down to 3.5 percent in
2004. Weather conditions remained good
during the growing season 2003/04, with
the primary sector recording a small
increase as a result. There was a surge in
activity in tourism and a rise in mining and
energy production, which helped to com-
pensate for lower activity in construction
and manufacturing. The rate of GDP
growth, however, remains insufficient to
significantly reduce unemployment and
poverty.

The humanitarian crisis in Darfur has
had a limited impact on overall growth
performance in Sudan. Rising oil pro-
duction, improved peace prospects in the
south, continued flows of FDI and
reasonably good performance in livestock
and agriculture supported a 7.3 percent
GDP growth in 2004, up from 6 percent in
2003. Sudan’s estimated oil reserves have
doubled since 2001, with crude production
reaching an estimated 345,000 b/d by mid-
2004.

Growth in Tunisia was strong for the
second consecutive year in 2004, averaging
5.5 percent. All sectors except textile and
clothing performed well, with a marked
recovery in tourism, strong agricultural
output, a revival in industrial activity
(fuelled by agro-processing and electricity
and machinery production), and a dynamic
telecommunications sector.  Although
Tunisian economy is well diversified and
relatively resilient to external shocks,
private domestic investment is still
insufficient in the modern sector, where
tax-privileged foreign investment
dominates.
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Prices and Exchange Rates

Monetary policy in the region strongly
focused on maintaining competitive
exchange rates and liberalizing foreign
exchange markets. Inflation in North Africa
has remained roughly stable in recent
years; inflation in 2004 remained at the
yearly average of 2.7 percent during
2000-03.

Rapid growth in money and credit
continued to fuel liquidity in the banking
sector in Algeria, with inflation rising to 4.0
percent in 2004. Although the Central Bank
of Algeria mopped up some excess
liquidity through the use of auctions and
reserve requirements, the persistence of
unsterilized foreign currency deposits
generated by robust oil and gas sales
reflected a largely accommodating mone-
tary policy and the need for stronger credit
regulation and financial supervision. There
was a slight depreciation of the Algerian
dinar against the euro in 2004.

Inflationary  pressures in Egypt
mounted in 2003/04, largely as a result of
the steep depreciation of the Egyptian
pound. Consumer prices increased by an
average 9.7 percent in 2003/04. Although
efforts were made to strengthen monetary
policy, after a new banking law was
introduced in 2003, central bank credit to
the government continued to increase. A
free float exchange rate system was
introduced in January 2003, two years after
the peg to the US dollar was formally
abandoned, but policies to support the
float and reduce exchange controls have
not been fully effective, leading to the
persistence of a dual foreign exchange
market. The Egyptian pound depreciated

by a yearly average of 16 percent against
the US dollar in 2002/03 and 2003/04.

The Libyan government has initiated
steps to liberalize the economy since 2003.
In June 2003, the Central Bank of Libya
proceeded with the elimination of the
Great Man-Made River exchange tax, as
previously levied on private foreign
exchange transactions, and finalized the
unification of the dual exchange rate
system by devaluing the official exchange
rate by 15 percent. Cheaper imports, as a
result of slashed import tariffs and the
lifting of import licensing requirements,
kept the average inflation rate at a subdued
2.2 percent in 2004.

Mauritania’s central bank pursued a
relatively prudent monetary policy in 2004,
with inflation decelerating to 6.7 percent.
The real effective exchange rate of the
ouguiya depreciated by an estimated 11.8
percent in 2004. There was still a differential
between market and parallel rates, as a result
of the central bank’s heavy intervention on
the market, which maintained the ouguiya at
an artificially high value.

Morocco’s pegged exchange rate
system has helped to maintain price
stability, with inflation averaging 1.5
percent in 2004. The authorities adjusted
the fixed exchange rate for the first time in
11 years in April 2001, when the currency
basket, to which the dirham is pegged, was
modified to reflect the growing importance
of the euro area in Morocco’s trade. There
was hardly any inflation in 2004. The inter-
bank money rate fell to 2.3 percent by
September 2004. There was a slight
depreciation in the effective nominal
exchange rate in 2004, which helped to
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maintain Morocco’s external competitive-
ness. Abundant liquidity continued to
characterize the country’s banking system
in 2004, as a result of the positive balance
of payments and proceeds from privat-
ization. Credit to the economy increased
only modestly and frequent money market
interventions by the Bank Al-Maghrib
helped to mop up excess liquidity.

The Central Bank of Sudan managed to
sterilize the larger than expected foreign
exchange earnings stemming from private
capital flows and oil sales. The Bank also
maintained a tightly managed floating
exchange rate system. Inflationary
pressures were kept under control, as a
result, notwithstanding rising demand for
consumer goods and capital equipment,
and a food shortage in Darfur. Inflation
averaged 5.0 percent in 2004, down from
7.1 percent during 2000-03.

A reduction in oil price subsidies and
higher import prices put upward pressure
on domestic prices in Tunisia in 2004.
Exchange rate stability and a relatively
prudent monetary and fiscal policy helped
to keep inflation under control, from an
average 2.6 percent in 2000-03 to 3.6
percent in 2004. The central bank kept its
key interest rate unchanged as a result,
with credit to the economy rising by 4.8
percent in the first nine months of 2004. In
line with the objective of maintaining a
constant real exchange rate, the Tunisian
dinar depreciated slightly against the US
dollar, but roughly kept the same value
against the euro in 2004.

Fiscal Developments

The fiscal position in North Africa is
relatively healthy compared with the rest of
the continent. This has permitted govern-
ments in the region to adopt pro-cyclical
policies and delay unpopular civil service
reforms. The regional fiscal balance
showed a surplus of 0.9 percent of GDP in
2004, as opposed to a fiscal deficit of 0.9
percent during 2000-03 (see Table 2.9).

Fiscal policy in Algeria has taken an
expansionary stance since the Economic
Recovery Program was initiated in 2001.
Higher-than-projected oil revenues in 2004
largely compensated for rising capital and
recurrent expenditures and the gradual
decline in custom tariffs in the context of
trade  liberalization and  Algeria’s
negotiation for its entry to the WTO. There
was a 25 percent rise in the minimum
wage, while capital expenditures covered
the remaining cost of reconstruction
following the May 2003 earthquake and
some of the country’s pressing needs for
social and physical infrastructure. As a
result, the budget surplus rose to 5.6
percent of GDP in 2004. Quasi-fiscal
operations by public banks remained
unrecorded, however, with public sector
borrowing continually crowding out
investment in the private sector.

The budget deficit in Egypt rose to 6.0
percent of GDP in 2004, due to an increase
in interest payments associated with the
tightening of monetary policy and a rise in
price subsidies and budgetary transfers. In
September 2004, the government
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Table 2.9: North Africa: Macroeconomic Management Indicators

Country Inflation Fiscal Balance Gross Domestic Gross National
(%) as % of GDP Investment Savings
as % of GDP
Average Average Average Average
2000-2003 2004 2000-2003 20042 2000-2003 2004> 2000-2003 2004
ALGERIA 2.2 4.0 4.6 5.6 27.6 28.8 40.6 40.7
EGYPT 2.7 9.7 -5.4 -6.0 18.3 16.7 18.8 20.7
LIBYA -1.8 2.2 6.2 16.6 12.5 12.6 23.2 33.8
MAURITANIA 4.6 6.7 1.4 1.0 235 37.7 18.0 14.6
MOROCCO 1.6 1.5 -3.2 -2.5 23.1 22.8 25.7 24.8
SUDAN 7.1 5.0 -0.4 -1.2 18.0 20.4 59 13.5
TUNISIA 2.6 3.6 -2.8 -1.5 26.5 24.7 22.6 21.8
NORTH AFRICA 2.7 2.7 -0.9 0.9 213 21.7 251 27.6

Note: @ Preliminary estimates
Source: ADB Statistics Division, 2004

announced its decision to lower custom
tariffs from 14.9 percent to 9 percent. Other
mooted tax reforms include lowering
income taxes and transforming the general
sales tax into VAT. The measures are
expected to stimulate economic activity,
which, coupled with reforms to phase out
existing tax incentives and strengthen
revenue collection, will help to compensate
for the loss in custom revenues. Further
fiscal consolidation is also needed in the
context of persistent off-budget outlays and
rising net public debt resulting from
domestic borrowing.

Oil resources in Libya account for
approximately 75 percent of government
receipts. The Libyan government continued
to pursue an expansionary fiscal stance in

2004 in the context of rising oil production
and world prices. In accepting IMF Article
VII obligations, the government has
committed to proceed with tax and custom
reforms, which involve gradually phasing
out widespread tax exemptions for state-
owned enterprises and price subsidies on
products of primary necessity, as well as
gradually reducing tariffs and non-tariff
barriers. Despite rising spending, the overall
budget balance registered a substantial
surplus of 16.6 percent of GDP in 2004.
Ongoing reforms in tax and custom
administration, and the strengthening of
public expenditure management have
helped the government in Mauritania to
maintain a relatively prudent fiscal stance
in recent years. The budget surplus as a
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percentage of GDP declined from an
average of 1.4 percent in 2000-03 to an
estimated 1.0 percent in 2004. Final budget
figures for 2004 may point to a deficit,
however, with the introduction of new
taxes in that year only partly compensating
for the 28 percent public sector pay rise,
effective from January 2004. The target for
HIPC-related social expenditures was set at
11.3 percent of GDP for 2003.

Morocco’s fiscal deficit declined to 2.5
percent of GDP in 2004, after increasing
from 4.6 percent of GDP in 2002 to 5.4
percent in 2003. The increase in the fiscal
deficit in 2003 stemmed from salary
increases, security-related spending, and
weaker import tariff revenues. Ongoing tax
reforms in 2004 budgeted a 5.8 percent
decline in custom revenues as a result of
trade liberalization, which a 4.7 percent rise
in VAT receipts and a 9.7 percent rise in
non-fiscal receipts helped to compensate.
The government is committed to fiscal
consolidation, which implies reducing tax
exemptions, reinforcing tax administration
and cutting down the public sector wage
bill. The government had to curtail its
investment spending in 2004 due to higher-
than-projected recurrent expenditures.

Fiscal revenues in Sudan increased with
oil production and world prices in 2004.
Some of the export-related oil revenues
were saved in the government oil savings
account. Non-oil revenues were lower than
expected, indicating an array of tax
exemptions and room for enhanced
revenue collection. Public expenditures
also rose significantly, as a result of
expansionary policies, which included an
increase in civil service salaries. At 0.4

percent of GDP during 2000-03, the budget
deficit turned accelerated to 1.2 percent of
GDP in 2004.

Tunisia’s central government budget
deficit declined from 2.8 percent of GDP
during 2000-03 to 1.5 percent of GDP in
2004. Public debt declined slightly to less
than 60 percent of GDP in 2004, while the
impact of higher-than-projected world oil
prices on price subsidies was partly
reduced by an upward adjustment in retail
prices in the first half of the year. Ongoing
measures to widen the tax base and
strengthen VAT collection helped to
compensate for falling custom revenues,
but receipts from privatization were lower
than envisaged. The government’s fiscal
position remains sound, despite structural
rigidities on the expenditure side, with the
wage bill absorbing roughly two-thirds of
total recurrent expenditures.

Structural Reforms

The pace of structural reforms in North
Africa accelerated somewhat in 2004, as
governments in Egypt, Libya, and Morocco
took important steps to liberalize their
economies and encourage private sector
activities.

Structural reforms in Algeria have
proved difficult, although progress has
been made in trade liberalization and the
liberalization of the telecommunication
sector. This reflects the complexity of the
task (there are more than 1,000 state-
owned enterprises) and strong resistance
from trade unions. The government has
recently sought to adopt a more pragmatic
approach to privatization and in September
2004 announced the partial sale of 11 state-
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owned enterprises on the stock market.
Plans to liberalize the hydrocarbon sector
have been frozen since December 2003.
The financial sector, which is mostly state-
owned following the collapse of the
country’s two largest private banks in 2003,
is in dire need of restructuring; most of the
lending currently goes to loss making
public companies.

In Egypt, the government has revived
plans to liberalize the economy and
improve the business climate. In September
2004, it announced a decision to cut
customs duties and to reduce bureaucratic
impediments. A new program of structural
reforms was unfolded, with priority given
to the restructuring of the financial sector
and the privatization of state-owned banks.
A total of 192 out of 306 state-owned
enterprises had already been sold in the
1990s, but key public services, such as
telecommunications, water and energy
remain under state control.

The government of Libya has moved
away from a state-centred economic policy
since 2003, when President Muammar
Qadhafi announced plans to privatize some
360 public enterprises and banks. The
government controls almost the entire
economy and private sector activities
outside the foreign-owned oil sector are
restricted to small-scale activities in retailing
and agriculture. Two state-owned banks
have now been privatized, and there are
plans to set up a stock market. The trade
regime has also been greatly simplified
following the country’s application for WTO
membership.

The pace of structural reforms in
Mauritania has slowed down since 2002.

The privatization program has almost
reached completion point, with the
electricity company, Somelec, being the
only public utility yet to be privatized Other
reforms include restructuring the National
Social Security Fund and liberalizing the
banking sector, but little progress was
made in 2004.

In Motrocco, the long-awaited sale of a
16 percent share in Maroc Telecom went to
Vivendi of France in November 2004.
Another 15 percent share in Maroc Telecom
was floated (and largely oversubscribed)
on the stock market in December 2004. A
20 percent share in the Banque Centrale
Populaire was floated on the stock
exchange market in June 2004. Trade
liberalization in Morocco (a WTO-member)
also made good progress and custom
duties were further reduced in 2004 under
the European Union Association Agree-
ment. The program of structural reforms
also includes pension reform, the
strengthening of the financial sector, and
support for the private sector. The labour
code was modified in 2003 and there are
plans to reform the judicial system and
streamline administrative procedures.

The government of Sudan has drawn up
a program of privatization, which includes
the sale of key public utilities. Private
participation has increased in the construc-
tion, tourism, telecommunication and
banking sectors and in 2004, negotiations
started with private stakeholders in the
United Arab Emirates for the sale of a
majority share in Sudan Airways. The
government has maintained a relatively
open trade regime, following the abolition
of import and export licensing in the late
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1990s and the simplification of the custom
tariffs structure to an average tariff rate of
22.7 percent. The country formally applied
for WTO membership in October 2004.

In Tunisia, the government showed
further commitment to improving the
business environment for the domestic
private sector, completing the privatization
process and accelerating trade liberaliza-
tion in 2004. Custom tariff rates were
reduced and there was a slight relaxation in
foreign exchange control in November
2004, as a first step towards achieving full
exchange rate convertibility. Tunisia’s trade
regime is relatively restrictive and complex,
with the level of the MFN tariff averaging a
still high 32.7 percent by mid-2004. The
government also issued new tenders for the
sale of a number of state-owned com-
panies, including that of a 34 percent share
in the state-owned Banque du Sud, but
most failed to attract successful bidders.
Tunisie Telecom has yet to be opened to
private participation, and little progress was
made in streamlining administrative
procedures and relaxing business and labor
regulations, although plans for reforming
the Social Security Fund were announced
in early 2004.

Current Account Developments

North  Africa’s external position
strengthened in 2004, on the back of rising
oil prices and improved external
competitiveness. In surplus for the fifth
consecutive vyear, the current account
balance rose to 5.9 percent of GDP, against

a yearly average of 3.7 percent during
2000-03 (see Table 2.10).

North African countries have faced
rising external competition for their
manufactured exports, because of eroding
preferential access to the EU markets and
still tightly managed foreign exchange
systems. Most North African countries,
except Mauritania, Morocco and Tunisia,
are oil exporters. Other primary com-
modities that the region exports include
cotton, iron ore, phosphate rock, and fish.
Tourism is also a major source of foreign
exchange earnings in Egypt, Morocco, and
Tunisia.

All countries in North Africa, except
Algeria and Mauritania, are members of the
Community of Sahel-Saharan States (CEN-
SAD). The Arab Maghreb Union comprising
Algeria, Libya, Mauritania, Morocco and
Tunisia, which has largely remained
moribund, was revived in 2001.

Hydrocarbons earnings account for 98
percent of total export volumes in Algeria.
Exports increased by 12 percent in the first
nine months of 2004, reflecting rising oil
prices and higher crude oil exports under
OPEC, while the import bill in US dollars
increased by more than 30 percent over the
same period, as a result of the strong
demand for imported machinery. The
current account surplus increased slightly
to an estimated 13.1 percent of GDP in
2004, compared with an average of 12.7
percent of GDP during 2000-2003.

Egypt's external position strengthened
significantly in 2004, reflecting the
country’s improved competitiveness as a
result of the sharp depreciation of the
Egyptian pound since January 2003.
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Table 2.10: North Africa: The External Sector

Country Trade Balance Current Account Terms of Trade Total External Debt Service
as % of GDP  as % of GDP (%) Debt as % of GDP as % of Exports
Average Average Average Average Average
2000- 2004> 2000- 2004~ 2000- 20042 2000- 20042/ 2000- 2004
2003 2003 2003 2003 2003

ALGERIA 172 193 12.7 1341 154 119 40.8  26.1 21.3 1438
EGYPT -96 -99 05 32 59 1.5 315 406 11.8 115
LIBYA -05 -02 10.6 21.3 10.5 1338 214 193 0.0 0.0
MAURITANIA -56 -235 -5.5 -23.1 52 -98 193.4 158.7 184  16.8
MOROCCO -9.2 121 26 0.2 -20 -29 452 318 225 139
SUDAN -1.9 02 -121 -68 47 115 151.6 1251 82 107
TUNISIA -10.7 -8.8 -38 2.8 -1.0 -0.3 62.1  56.5 176 193
NORTH AFRICA -2.0 -0.3 3.7 59 5.4 6.5 446 409 154 120

Note: a/ Preliminary estimates
Source: ADB Statistics Division, 2004

Exports increased in both volume and
value terms, reflecting the impact of the
pound’s depreciation, and there was a
gradual opening of the country’s economy
to bilateral and multilateral trade. Despite
higher dollar-denominated foreign debt
service payments, the current account
balance turned into a surplus in 2003 and
increased by 1 percentage point of GDP to
an equivalent to 3.2 percent of GDP in
2004.

Libya heavily relies on oil exports,
which account for over 95 percent of total
export revenues. Despite booming oil
receipts, the trade balance has been in
deficit since 2003, as a result of a surge in
imports following the elimination of import
licensing requirements. The current

account balance, however, recorded a
surplus of 21.3 percent of GDP in 2004, up
from 10.6 per cent during 2000-03.

Mauritania’s external current account
deficit remained high in 2004, rising to the
equivalent of 23.1 percent of GDP, as a
result of large-scale food and commercial
imports (despite humanitarian assistance)
and rising oil-related machinery and
equipment imports. Export performance is
set to improve in 2005, as the iron mining
company expands its export capacity.
Rising FDI inflows in the oil sector have
helped to finance the external gap since
2002.

Morocco’s current account balance has
turned into a surplus since the devaluation
of the Moroccan dirham in 2001. The boost
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in export competitiveness has subsided,
however, with the current account surplus
falling to a low 0.2 percent of GDP by 2004.
This also reflected a rising oil import bill
and the recovery in demand for equipment
and semi-finished manufactured imports.
Export growth in 2004 was driven by an
increase in sales for phosphate rock, olive
oil, and energy. Strong foreign investment
inflows and private sector lending, coupled
with rising tourism receipts and workers
remittances helped to improve the overall
balance of payments.

Sudan’s current-account deficit declined
to 0.8 percent of GDP in 2004, in large part
reflecting higher exports of oil. While the
trade deficit turned into a surplus in 2004,
services and income outflows were high,
because of oil-related payments and
expenses.

Tunisia’s external trade position
continued to strengthen in 2004, on the
back of rising exports in processed
agricultural products, mining, machinery,
and electricity. Tourism receipts made a
strong recovery, increasing by 16.1 percent
in the first nine months of 2004, while
workers’ remittances increased by 13
percent over the same period. As a result,
the external current account deficit
declined from an average 3.8 percent of
GDP during 2000-03 to 2.8 percent in 2004.

External Debt

The region’s external debt burden is low by
African standards. The total debt stock in
2004 stood at 40.9 percent of regional GDP.
Mauritania is the only country eligible for
debt relief under the Enhanced HIPC
initiative.

The structure of North Africa’s capital
account indicates greater access to inter-
national capital markets. Egypt, Morocco,
and Tunisia have secured favorable ratings
from several credit rating agencies,
enabling their governments and com-
mercial banks to borrow externally from
private lenders. Non debt-creating capital
inflows are significant in North Africa. The
bulk of foreign participation is oil-related,
but also reflects stakes in strategic utilities
and in the banking, export and tourism
sectors. Morocco, Egypt and Tunisia have
opened their stock markets to foreign
investors, attracting small amounts of
foreign portfolio investment.

The government of Algeria has taken
advantage of booming oil-driven foreign
reserves to make early repayments on its
external debt. As a result, the country’s
external debt stock declined to 26.1 percent
of GDP in 2004. The government has plans
to seek a sovereign rating to facilitate its
return to international capital markets.
Foreign investment outside Algeria’s
hydrocarbons sector remains minimal,
reflecting slow progress in restructuring the
public sector and enhancing the business
climate for investors. The debt service ratio
declined to 14.8 percent in 2004, reflecting
rising oil receipts.

In Egypt, the government’s prudent
external borrowing policy has kept the
debt-to-GDP ratio at 40.6 percent in 2004,
up an average 31.5 percent in 2000-2003.
The debt service ratio stood at 11.5 percent,
reflecting rising export earnings. Greater
integration into global capital markets was
achieved in June 2001, when Egypt
successfully issued eurobonds. Egypt is the
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largest recipient of FDI in the region. The
country has made considerable progress in
liberalizing and simplifying its investment
regime and steps are being taken to
accelerate the pace of privatization and to
relax foreign exchange regulations in order
to promote greater foreign participation
outside the oil and gas sector.

Libya is poorly integrated in the world
financial markets, having little need for
external financing. External debt totaled an
estimated 19.3 percent of GDP in 2004.

The debt-to-GDP ratio in Mauritania
declined to a still high 158.7 percent in
2004. The country reached completion
point under the enhanced HIPC in June
2002, paving the way for debt service relief
equivalent to $1.1 billion. Despite declining
foreign reserves, the government has
maintained a relatively prudent borrowing
policy, mostly contracting loans on long-
term, concessional terms. The debt service
ratio in 2004 fell to 16.8 percent, down
from an average 18.4 percent in 2000-03.

Motrocco’s stock of external debt
declined to 31.8 percent of GDP in 2004.
The government has attempted to reduce
its external debt burden over the years by
negotiating debt-for-equity swaps and debt
buy-back measures. Total government debt
was officially projected at 67.6 percent of
GDP in 2004, 16.2 percent of which were
owned to external creditors.

Despite the oil export boom, Sudan has
not adequately addressed its debt problem,
as the strong foreign investment inflows in
the oil sector have failed to bridge the
external gap. In addition, official
development has remained low, owing to
Sudan’s external arrears to its main

creditors, which has prevented the
resumption of new disbursements. The
debt-to-GDP ratio declined to a still high
125.1 percent of GDP in 2004, with the debt
service ratio at 10.7 percent.

The stock of external debt in Tunisia
declined to 56.5 percent of GDP in 2004,
reflecting an improvement in the current
account balance and strong foreign direct
investment inflows. Tunisia’s FDI stock as a
percentage of GDP is the highest in the
sub-region, with the bulk of FDI taking
place in the manufacturing sector.

Economic growth in North Africa is forecast
to remain relatively strong in 2005, with
GDP growth rate projected at 4.8 percent.
Export earnings from the oil and gas sector
will continue to support expansionary
policies in Libya and Sudan, while structural
reforms in Egypt, Mauritania and Morocco
start paying off in terms of competitiveness
and private sector activity. The short-term
outlook in Tunisia also remains favorable.
Economic prospects in the region are
affected by developments in the
international oil market and by the situation
in the Middle East. High international oil
prices could boost the economies of
Algeria, Libya and Sudan, and in the
absence of terrorist attacks, Egypt, Morocco
and Tunisia could see a surge in tourism in
2005, as Western travelers seek alternative
holiday destinations to South East Asia. In
Mauritania, oil production is due to
commence in 2006 but the non-oil sector
will suffer from the lingering impact of the
locust attack that devastated cereal
production in 2004.
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Ten countries make up Southern Africa —
Angola, Botswana, Lesotho, Malawi,
Mozambique, Namibia, South Africa,
Swaziland, Zambia and Zimbabwe. The
sub-region is heavily reliant on exports of
non-oil minerals (gold, diamonds, copper,
platinum) and agricultural products
(including tobacco, cotton, horticulture and
fruit). All countries except Angola are net
crude oil importers. The more developed
economies in the sub-region also export
labor-intensive manufactured products. In
2004, Southern Africa contributed 34.3
percent of Africa’s GDP, making it the
second-largest  sub-regional = wealth
contributor on the continent after North
Africa. South Africa accounts for 79.1
percent of the sub-region’s total GDP.

The population in Southern Africa
totaled 121.4 million in 2004, or 14.1
percent of the continent’s total. Per capita
income stood at $2,232 in 2004. But this
average hides considerable disparities
between middle income countries —
Botswana, Namibia, South Africa and
Swaziland — where per capita GDP ranges
from $2,106 to $4,816, and some of the
world’s poorest Mozambique, Malawi, and
Zambia, and more recently, Zimbabwe —
where per capita incomes range from $154
to $446.

The year 2004 was marked by elections
in Southern Africa. In Botswana, the
incumbent President, Festus Magae, was
reelected for a second term in office in
October 2004. In Malawi, the Ruling Party
candidate, Bingu wa Mutharika, succeeded
President Bakili Muluzi following general

elections in May 2004. In Mozambique,
there were delays in vote counting after
general elections took place in early
December 2004. President Joaquim
Chissano, who stepped down after 18 years
in power, was replaced by ruling party
candidate Armando Guebuzo. In Namibia
general elections gave victory to the ruling
party and its candidate, Hifikepunye
Pohamba, succeeding President Sam
Nujoma. In South Africa, the ruling party
won a landslide victory in general elections
in April 2004, with President Thabo Mbeki
sworn in for a second term.

Economic Growth

GDP growth in Southern Africa increased
slightly from an annual average of 3.1
percent during 2000-03 to 4.0 percent in
2004 (see Table 2.11 and Figure 2.4). This
was 1.1 percentage point below the
continental average. The higher rate of
regional growth mostly reflected improved
performance in South Africa, which
benefited from strong domestic and
overseas demand for its products, despite
the continued strength of the South African
rand. Strong growth was also recorded in
Angola and Mozambique. Meanwhile, a
tight food situation and the spread of
HIV/AIDS continued to take its toll on
other countries, and Zimbabwe’s economic
crisis deepened further.

In Angola, real GDP growth accelerated
to 10.9 percent in 2004, on account of rising
oil production. Nonetheless, poverty
remains  widespread. Over 279,000
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Table 2.11: Southern Africa: GDP and Export Performances

Country Real GDP GDP Per Real Exports® Exports®’
Growth Rate Capita Growth Per Capita
(%) (Us$) (%) (Us$)
Average Average Average Average
2000-2003 20042 2000-2003 20042 2000-2003 2004=  2000-2003 2004

ANGOLA 6.0 10.9 818 1,439 4.9 14.4 637 983
BOTSWANA 5.4 4.4 3,496 4,816 3.4 1.5 1693 2056
LESOTHO 3.7 2.3 493 799 28.9 34 221 330
MALAWI 0.7 4.3 149 154 -3.0 7.2 40 42
MOZAMBIQUE 7.3 7.8 205 290 35.2 414 55 84
NAMIBIA 3.0 4.4 1,785 2,703 1.5 9.1 749 846
SOUTH AFRICA 3.3 3.8 2,958 4,737 2.6 1.2 865 1067
SWAZILAND 2.2 2.1 1,330 2,106 8.4 -0.8 1151 1512
ZAMBIA 4.2 5.1 350 490 10.3 4.9 102 147
ZIMBABWE -6.5 -4.8 635 446 -11.5 -11.3 144 100
SOUTHERN AFRICA 3.1 4.0 1,459 2,232 29 33 487 616

Notes: & Preliminary estimates
o Exports of goods and non-factor services
¢ Real exports of goods growth

Source: ADB Statistics Division, 2004

refugees have returned since the end of the
civil war in 2002. Delays in post-war
reconstruction largely explained the
lackluster growth outside the oil sector.
Increased areas under cultivation, favorable
weather, and the return of farmers
contributed to an estimated 9 percent rise
in the 2004 cereal harvest to 713,000 tons
— equivalent to 46 percent of domestic
consumption requirements.

Growth in Botswana decelerated to 4.4
percent in 2004, down from the yearly
average of 5.4 percent during 2000-03. The
drop in export earnings, due to the

depreciation of the dollar, has been a
contributory factor to the slowdown in
GDP. Similarly, the high oil prices and the
scourge of the HIV/AIDS pandemic have
combined to impact adversely on
economic activity.

GDP in Lesotho increased by a low 2.3
percent in 2004, as strong performance in
textile production and exports only partly
compensated for a drought-related fall in
agricultural production and lower activity
in construction.

Growth in Malawi rose substantially to
4.3 percent in 2004, up from an average 0.7
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Figure 2.4: Southern Africa: Selected Economic Indicators, 2000—2004
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percent during 2000-03, in spite of the
drought-related 14 percent fall in cereal
output, according to FAO estimates. A
substantial recovery in tobacco production
largely explained the growth performance
in 2004.

Economic performance in Mozambique
has remained strong and well above
regional and continental average, as a
result of rising foreign investment and
domestic consumption. Growth accelerated
to 7.8 percent in 2004, as two mega-
projects — Mozal II (the expansion of the
aluminium smelter) and SASOL (a gas
pipeline connecting Mozambique with
South Africa) — came on stream, and
cereal and export crop production
increased.

Economic growth in Namibia increased
from an average 3.0 percent during
2000-03 to 4.4 percent in 2004. The strong
demand for diamonds on the worldwide
market supported a robust recovery in
diamond production in 2004. Copper and
zinc production also increased. In contrast,
performance in the agricultural and fishing
industry remained lackluster.

Economic growth in South Africa rose
to 3.8 percent in 2004, resulting in a small
increase in employment. Higher domestic
and overseas demand, alongside an
improvement in business confidence, trans-
lated into a sturdy recovery in manu-
facturing and services and increased
production capacity in the mining, elec-
tricity, transport and telecommunications
sectors. Performance in the mining sector
was mixed, notwithstanding higher volume
of production in the diamond and platinum
industries. The level of agricultural and

livestock production remained broadly
unchanged.

GDP per capita in drought-prone
Swaziland has declined since the late 1990s.
Growth remained at 2.1 percent in 2004.
The FAO estimated 2004 cereal production
of 64,000 tons, 12 percent below the
previous year’s crop production figures.
Sugar cane production increased slightly,
with positive knock-on effects on manu-
facturing output. New publicly financed
irrigations projects to diversify the agri-
cultural sector are in the pipeline, following
completion of the Maguga dam in 2002.

In Zambia growth in 2004 remained at
5.1 percent for two consecutive years, and
higher than the yearly average of 4.2
percent during 2000-03. Zambia’s total
cereal production in 2004 was put at 1.37
million tons, about the same as 2003, but 23
percent above the average for the last five
years. The mining sector expanded
considerably after strong world prices for
copper enabled mining companies to
undertake investment, allowing the
rehabilitation of the Monani copper mines.
While copper output increased by 18.3
percent in the first nine months of the year,
cobalt production dropped by 34.3 percent
over the same period, despite higher world
prices.

Zimbabwe entered its fifth consecutive
year of negative growth in 2004, with GDP
declining by 4.8 percent. Inadequate
economic policies, capital flight and
emigration, adverse weather conditions
and the impact of HIV/AIDS pandemic
largely explain the country’s deepening
economic crisis. The FAO estimated
Zimbabwe’s cereal production at 976,000
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tons in 2004, which is 40 percent below the
previous five-year average, while the
production of export crops (notably
tobacco) was also well below average.

Prices and Exchange Rates

Price and exchange rate developments in
Southern Africa closely follow that in South
Africa, the largest economy of the region.
Three countries, Lesotho, Namibia and
Swaziland, have their currencies pegged to
the South African rand at parity under the
Common Monetary Area. The rand is also a
currency of reference in Botswana. The
external value of the rand strengthened for
the second consecutive year in 2004, which
helped to contain inflation in the five
countries and, in part, compensate for
higher fuel prices. Loose fiscal and
monetary policy in Angola, Zimbabwe and
Malawi caused high inflation in those
countries. Overall, the Southern African
inflation rate increased to a still high 24.6
percent in 2004, compared with a
continental average of 7.7 percent.

Inflation in Angola fell from an average
170.8 percent during 2000-03 to 43.5
percent in 2004, indicating some progress
in improving economic management. The
rate of depreciation of the kwanza also
slowed significantly.

Inflation in Botswana remained within
the target rate of 4-6 per cent in 2004 in
spite of the rising oil prices, the broadening
of VAT, and the devaluation of the domestic
currency, the pula by 7.5 percent in
February 2004. The Bank of Botswana
maintained a relatively tight monetary
policy stance in 2004, although the bank
rate was left unchanged at 14.25 percent. In

November 2004, the central bank intro-
duced a 14-day certificate to allow for
short-term liquidity adjustment. The 91-day
BoB Certificate remains the main
instrument of liquidity control.

Despite serious food shortage, inflation
in Lesotho slowed to 4.7 percent in 2004,
reflecting lower inflation in South Africa.
The Central Bank of Lesotho lowered its
interest rates in line with the South African
Reserve Bank’s monetary policy stance.

Inflation in Malawi fell sharply to 6.0
percent in 2004, from a yearly average of
20.1 percent during 2000-03, due to tighter
monetary policy to mop up the excess
liquidity  arising from  government
borrowing in the previous year.

The Central Bank of Mozambique has
operated a de facto informal peg to the US
dollar since mid-2002. Monetary policy was
tight in 2004, with the growth of broad
money projected to slow down to 15
percent, from an average 19 percent during
2000-03. Inflation targets were met in 2004,
with inflation decreasing to 8.1 percent, as
a result of improved food supplies, and
lower imported inflationary pressures
following the relative stabilization of the
metical against the South African rand.

Consumer prices in Namibia declined
by 0.7 percent in 2004, compared with an
average inflation of 9.2 percent during
200003 — supported by a strong
exchange rate, lower imported inflationary
pressures and improved food supplies.
Interest rates were kept unchanged until
August 2004, when the Bank of Namibia
mirrored monetary developments in South
Africa by reducing the bank rate by 25 basis
points to 7.50 percent.
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South Africa recorded a historically low
level of inflation in 2004, at 2.6 percent,
indicating a successful macroeconomic
stabilization policy and the impact of a
strong South African rand. The South
African Reserve Bank accordingly reduced
its repurchase rate in August 2004 to 7.5
percent. The exchange rate was relatively
stable in nominal effective terms, rising by
3.5 percent, compared with 25.09 percent
in 2003. The continued strength of the rand
largely reflected a weak US dollar and an
increase in commodity prices.

Monetary  policy in  Swaziland
principally consists of supporting the
pegged exchange rate system between the
lilangeni and the South African rand. In line
with the rand, the lilangeni strengthened
against the US dollar in 2004. Inflationary
pressures followed a declining trend for the
second consecutive year, with consumer
prices rising by an average 6.7 percent in
2004.

The Bank of Zambia tightened its
monetary policy in 2004, using monetary
market operations and auctions of
government securities to restrict money
supply growth. Reduced government
borrowing on the domestic market also
helped to reduce pressures on inflation and
interest rates. The inflation target was
achieved, with consumer prices rising by
an average 17.8 percent in 2004, against a
yearly 22.9 percent during 2000-2003,
mostly because of higher petroleum
products prices and transport costs. The
exchange rate, which is market deter-
mined, remained relatively  stable,
following the introduction of an interbank
foreign exchange market in 2003.

Inflation in Zimbabwe averaged 350
percent in 2004, reflecting acute shortage of
fuel and basic goods, a heavily managed
foreign exchange system (revised in
January 2004) and excessive monetary
expansion. Most price controls have now
been removed. The Reserve Bank of
Zimbabwe has maintained an inconsistent
monetary stance, with only occasional
tightening. Interest rates were kept
negative in real terms and the external
value of the Zimbabwe dollar depreciated
further against all major traded currencies.

Fiscal Developments

Overall, public finances in Southern Africa
have strengthened, although much more is
needed to strengthen priority spending
allocation, including those related to health
and HIV/AIDS. The increase in the sub-
region’s fiscal deficit to 3.2 percent of GDP
in 2004 largely reflected South Africa’s
expansionary policy. With the exceptions
of Angola, Swaziland, and Zimbabwe, most
countries made significant progress
towards fiscal consolidation and public
expenditure restraints. New IMF programs
were approved in Malawi and Zambia by
mid-2004. Table 2.12 shows the macro-
economic indicators.

Fiscal deficit in Angola declined to 3.5
percent of GDP in 2004, from an average of
6.6 percent during 2000-03, as a result of
good progress on transparency in oil
revenue tracking and management,
reflecting ongoing negotiations with the
IMF.
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The government of Botswana achieved
a fiscal deficit of 0.3 percent of GDP in
2004, in contrast with a fiscal surplus of 0.6
percent of GDP during 2000-03. There was
a 13.7 percent revenue shortfall in fiscal
year 2003/04, following a lower-than
budgeted rise in VAT collection and a drop
in mineral export revenues (because of the
weak US dollar). On the expenditure side,
two supplementary budgets were adopted
in August and December 2004 to tackle the
HIV/AIDS pandemic. Emergency measures
included a drawing of dividend payments
from profit-making state-owned enter-
prises, a reduction in capital outlays and

the sale of the public debt service fund loan
book.

Budget performance in Lesotho was
stronger than envisaged, with the fiscal
balance changing from a deficit of 1.2
percent of GDP in 2003 to a surplus of 2.4
percent of GDP in 2004. Revenues were
higher than budgeted, following the
successful introduction of VAT and the
establishment of an autonomous revenue
authority in 2003. The postponement of
local government elections, lower transfers
and subsidies, and a lighter debt burden
helped to keep total expenditures below
the budgeted figure in fiscal year 2003/04.

Table 2.12: Southern Africa: Macroeconomic Management Indicators

Country Inflation Fiscal Balance Gross Domestic Gross National
(%) as % of GDP Investment Savings
as % of GDP
Average Average Average Average
2000-2003 20043/ 2000-2003 20042/ 2000-2003 20042 2000-2003 2004
ANGOLA 170.8 43.5 -6.6 -3.5 34.6 33.4 10.1 20.8
BOTSWANA 8.1 4.5 0.6 -0.3 23.4 27.2 39.9 36.9
LESOTHO 7.7 4.7 -1.2 2.4 38.2 314 23.5 251
MALAWI 20.1 6.0 -6.5 127 8.0 11.9 -0.4 1.0
MOZAMBIQUE 13.0 8.1 -6.4 5.2 41.9 44.3 14.8 15.1
NAMIBIA 9.2 -0.7 -2.9 2.1 20.7 22.6 25.4 28.3
SOUTH AFRICA 6.5 2.6 -1.8 -3.2 16.0 17.1 15.6 14.3
SWAZILAND 9.7 6.7 -3.7 -6.6 20.5 19.2 16.1 13.2
ZAMBIA 22.9 17.8 -4.8 -3.9 22.0 25.4 4.4 11.8
ZIMBABWE 173.1 350.0 -8.2 9.7 3.2 3.1 -1.1 -4.0
SOUTHERN AFRICA 221 26.4 -2.8 -3.2 17.5 20.0 14.5 15.1

Note: @ Preliminary estimates
Source: ADB Statistics Division, 2004
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Malawi’s fiscal performance was mixed
in 2003/04. Revenues were higher than
expected, thanks to an increase in excise
taxes and a widening of the personal
income and value added tax bases.
Spending overruns (some related to the
costs of the elections) were, however,
significant. As a result, the overall budget
deficit rose to 12.7 percent of GDP in
2003/04, up from an average 6.5 percent of
GDP during 2000-03. Additional domestic
borrowing financed the deficit, bringing
domestic debt stock to 26 percent of GDP.
The government has committed to
spending restraint under its 2004/05 budget.

In Mozambique, the government’s fiscal
deficit declined slightly from an annual
average of 6.4 percent of GDP during
2000-03 to 5.2 percent of GDP in 2004. This
reflected further increases in the collection
of income and indirect taxes following
continued improvement in tax adminis-
tration and upward adjustment in the fuel
taxes. Government expenditures were
largely devoted to priority spending and
were also used to finance the 2004 general
elections. The government exercised
stricter control over the wage bill.

In Namibia, the budget deficit fell from
an annual average of 2.9 percent of GDP
during 2000-03 to 2.1 percent of GDP in
2004. There was a fall in revenue from the
diamond sector, but further expenditure
restraints were also exercised. Part of the
budget deficit was financed through issuing
new securities, with public domestic debt
rising to 24.5 percent of GDP by the end of
fiscal year.

The government in South Africa
maintained a moderately expansionary

fiscal stance in 2004, and the budget deficit
rose to 3.2 percent of GDP. Social and
capital spending increased, with a larger
proportion of the budget spent at
provincial and local government levels.
The impact of lower interest rates on debt
service payments helped to finance the
expansionary stance. The tax base
remained broadly unchanged, although a
moderate income tax relief and higher
taxes on fuels, tobacco and alcohol were
announced for the fiscal year 2004/05.

Fiscal policy has remained loose in
Swaziland. The budget deficit widened to
6.6 percent of GDP for the fiscal year 2004,
up from an average 3.7 percent during
2000-03 owing to an unchecked rise in
public expenditures — including capital
spending for millennium projects. The
government has plans to introduce a value-
added tax and curtail public expenditures
to compensate for rapidly falling customs
revenues from SACU.

The government of Zambia has secured
a new PRGF with the IMF after large fiscal
adjustments were made in the first quarter
of 2004. Spending overruns had
characterized 2003, with the fiscal deficit
rising to 4.8 percent of GDP in that year.
Spending restraints (including a freeze on
civil service wages) brought the fiscal
deficit down to 3.9 percent of GDP in 2004.
The 2005 budget allows for increased
spending in priority sectors.

Zimbabwe’s budget deficit rose to 9.7
percent in 2004, following a 220 percent
wage increase in January (followed by
another of 50 percent in May) and rising
capital spending. Maize purchases by the
government’s Grain Marketing Board were



Regional Economic Profiles 93

nonetheless significantly lower than
expected. VAT and a new levy on
petroleum products were successfully
introduced in January 2004 to strengthen
revenue. The government has, however,
continued to accumulate domestic and
external payment arrears.

Structural Reforms

Reforms in Southern Africa have mostly
taken the form of fiscal consolidation, as
fiscal policy remains loose compared with
other sub-regions, while declining
revenues under the new SACU agreement
are anticipated in some member countries.
The new SACU agreement came into force
in June 2004. The restructuring of state
owned enterprises and their eventual
privatization remain high on the agenda,
although progress was slow in 2004. In
countries like Botswana, South Africa and
Mozambique, policy has also focused on
creating an enabling environment for the
private sector.

The Angola government’s program of
post-war reconstruction and structural
reforms has yet to take off. Efforts in 2004
focused on securing a staff monitored
program with the IMF by early 2005.
Concerns have been expressed about lack
of transparency. There was nonetheless an
improvement in data reporting and
clarification in the transactions between the
Treasury, the Banco Nacional de Angola
(BNA), and the national oil company
(Sonangol) in 2004. Specific sectoral and
structural policies are soon to be high-
lighted in an interim PRSP.

In 2003, the Botswana government
launched the ninth National Development

Plan for 2003/04 — 2008/09, outlining a
strategy to diversify the economy away
from mining. Major reforms include
financial ones (including the privatization
of the public pension system), a relaxation
of controls on prices, the establishment of
an autonomous central statistics office, the
adoption of a rural sector development
policy, and the privatization of public
enterprises. Progress was slow in 2004, and
the sale of national air carrier, Air
Botswana, has suffered a series of setbacks,
after the short-listed candidate withdrew.
The government now plans to sell shares of
the airline on the stock market.

Recent reforms have helped to improve
transparency and accountability in Lesotho.
Government accounts have been audited
and the recently established anti-corruption
unit has prosecuted a number of
international companies involved in the
Lesotho Highlands Water Project scandal.
Reforms in the legal system are also being
envisaged. The liberalization of the
electricity sector, including the sale of a
majority stake in the Lesotho Electricity
Corporation, ranks high on the country’s
reform agenda. The PRSP, being finalized,
will mostly address structural constraints in
the agricultural sector and the fight against
HIV/AIDS.

Measures to improve public expen-
diture management are central to a staff
monitored program, which the IMF
approved in Malawi in July 2004. New acts
for public finance management, public
audit, and public procurement were passed
by parliament in mid-2003 and the anti-
corruption bureau was strengthened in
early 2004. Little progress was made under
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the structural reform agenda with regards
to the privatization of state-owned utilities
and the liberalization of the telecom-
munication, electricity and water sectors.
The pace of structural reforms has
remained satisfactory in Mozambique.
Measures to strengthen the financial sector
were pushed through in 2004. A new
financial institutions law was approved by
parliament, strengthening the central
bank’s supervisory function, while a review
of major banks by international auditors
has started. Preparations for privatization
and/or sector liberalization are also
underway for the remaining parastatals,
including telecommunications, electricity,
ports, petroleum and the railroads. The

authorities also envisage reforms to
enhance the investment climate, by
streamlining business regulations,

addressing labor rigidities, and revising the
land tenure system.

Land reform and the implementation of
black economic empowerment programs
have dominated Namibia’s reform agenda.
In practice, little progress has been made
and there have also been continuous
delays in the restructuring of state-owned
enterprises. Meanwhile, steps have been
taken with regards to fiscal consolidation,
against a backdrop of trade liberalization
and projected declining revenue from
SACU. These included a review of the tax
system and the adoption of a medium-term
expenditure framework.

Public policy in South Africa has
centered on measures to combat
unemployment and inequality, amidst
continued efforts to strengthen the health
system and combat HIV/AIDS. A labor-

intensive public work program was
launched in 2004. On measures to improve
the environment for the private sector, new
black economic empowerment charters in
the financial sector were completed and the
pace of land redistribution picked up in
2004. Progress in privatization has remained
slow since the sale of a 28 percent stake in
Telkom (electricity) in 2003, although new
investment is needed to improve the
efficiency of major public enterprises.

Little progress has been made in
Swaziland’s structural adjustment program.
Non-performing state-owned enterprises
that need restructuring include Swaziland
Railways, the Central Transport Authority,
the Swaziland Development and Savings
Bank and the National Maize Corporation.
Under pressure to strengthen the rule of
law, the government amended the
Industrial Relations Act in April 2004. The
government also plans to revise the
investment code.

Reforms in Zimbabwe have been
uneven. While the fuel market and the
trade regime have been partially liberalized
and most price controls removed in an
effort to improve economic fundamentals,
privatization and civil service reforms have
fallen low on the policy agenda, and
continued uncertainty over property rights
and land reforms has continued to
discourage investment.

Current Account Developments

There was an overall improvement in the
sub-region’s terms of trade, largely
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Table 2.13: Southern Africa: The External Sector

Country Trade Balance Current Account Terms of Trade Total External Debt Service
as % of GDP  as % of GDP (%) Debt as % of GDP as % of Exports
Average Average Average Average Average
2000- 2004 2000- 2004> 2000- 20042 2000- 2004 2000- 2004
2003 2003 2003 2003 2003
ANGOLA 40.6  36.9 -34 92 10.0 319 86.1  37.2 252 9.2
BOTSWANA 14.7 9.0 1.1 64 4.0 6.2 216 161 24 2.0
LESOTHO -52.1 447 149 -64 22 -1.0 655 432 13.8 9.1
MALAW| 6.6 74 -6.9 -10.0 29 -13 159.3 157.5 193 192
MOZAMBIQUE -16.1  -3.6 -194 -93 3.3 0.5 131.8 101.8 27.8 244
NAMIBIA 59 -114 47 55 09 71 2.5 2.3 1.8 2.0
SOUTH AFRICA 3.7 1.1 -0.1 -2.0 2.1 2.9 214 226 14.3 139
SWAZILAND -7.5 9.0 43 -6.0 -11 1.1 271 26.4
ZAMBIA -71 =32 -16.7 -10.8 -2.0 103 155.9 106.3 13.7 234
ZIMBABWE -1.3 7.3 -2.8 -7.1 -0.8 -0.3 41.8  90.3 7.8 4.1
SOUTHERN AFRICA 4.6 3.5 -1.0 -11 2.0 7.4 374 298 15.0 124

Note: @ Preliminary estimates
Source: ADB Statistics Division, 2004

reflecting rising commodity prices,
including gold, diamond, platinum and
copper, and zinc, and for Angola only, oil
(see Table 2.13). The strength of the South
African rand against the US dollar, while
having a dampening impact on fuel
imports, dented export competitiveness in
some countries, especially in those that
have preferential access to the US market
under AGOA. Overall, the sub-region’s
current account deficit in 2004 virtually
remained unchanged at 1.1 percent of GDP.

Angola’s trade surplus remained high in
2004, on account of rising oil prices and
production, crackdown on diamond
smuggling, and low demand for imports

owing to delays in reconstruction. The
current account deficit turned into a surplus
of 9.2 percent in 2004, against an average
deficit of 3.4 percent of GDP during
2000-2003, notwithstanding heavy debt
service commitments and service outflows
paid to international oil companies.
Botswana’s current account surplus
continued a declining trend in 2004, as the
rise in diamond exports (in volume terms)
failed to compensate for the weakness of the
US dollar and a lower-than-expected rise in
world diamond prices. Meanwhile, imports
continued to rise — fuelled by an increased
demand for medicine (mostly related to
HIV/AIDS), food and intermediate goods.
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Lesotho’s external situation has
continued to improve. The external current
account deficit declined from an average
14.9 percent of GDP during 2000-03 to 6.4
percent of GDP in 2004, notwithstanding
the exchange rate appreciation, lower
workers’ remittances, and rising food
imports. This positive trend is largely
explained by Lesotho’s vibrant textile
export sector, which benefits from the
expanded AGOA.

Malawi’s external current account
deficit rose from 6.9 percent of GDP during
2000-03 to 10.0 percent of GDP in 2004.
Export volumes increased in 2004 on
account of a strong recovery in tobacco
production, while import volumes contin-
ued to reflect the country’s fragile food
situation and rising oil world market prices.
Official transfers have fallen in recent years,
reflecting frequent policy slippages.

Mozambique’s current account deficit
continued to be heavily influenced by the
pace of execution of the mega-projects.
The deficit declined significantly to 9.3
percent of GDP in 2004, mostly reflecting
movements in the trade balance. Exports in
2004 grew by over 40 percent as a result of
a sharp increase in aluminum and natural
gas, while imports associated with the
construction of mega-projects declined,
following the completion of the
construction phase of the gas pipeline.
Meanwhile, the services and income
account recorded large deficits in 2004,
because of significant increase in payments
of dividends by the mega-projects.

The current account surplus in Namibia
increased from an average 4.7 percent of
GDP during 2000-2003 to 5.5 percent of

GDP in 2004. There was a recovery in
exports, against a backdrop of rising world
prices for zinc and copper and resumed
exploration  activities by  diamond
companies. The strong Namibian dollar,
however, dampened export performance
in some sub-sectors, including tourism. The
trade deficit remained well above average,
at 11.4 percent of GDP, reflecting higher
import demand for food and capital goods.
This was more than offset by a rise in net
transfers, as a result of increased SACU
revenues (under the old 1969 agreement),
and development assistance.

The current account balance in South
Africa remained in deficit for the second
consecutive year in 2004, rising to 2.0
percent of GDP. Lower prices for imported
products and the improved domestic
environment largely explained the rising
demand in the import of capital and
consumption goods. Export performance
was mixed. The mining sector strongly
benefited from buoyant world prices for
gold and platinum, but the strength of the
rand rendered manufacturing exports less
competitive on international markets. The
country’s international reserve position
nonetheless continued to strengthen,
indicating large foreign exchange inflows
in the capital account. The South African
Reserve Bank closed its open position in
the foreign exchange market in February
2004.

The strengthening of the lilangeni has
dented export competitiveness in
Swaziland, with the current account deficit
increasing to an equivalent 6.0 percent of
GDP in 2004. The Swaziland Sugar
Association has raised concerns over plans
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by the EU to reduce guaranteed sugar
prices to ACP countries from July 2005,
although prospects for clothing exports
remained good after preferential access to
US market under the AGOA agreement was
renewed in 2004.

Zambia’s current account deficit
declined to a still high 10.8 percent of GDP
in 2004, mostly reflecting a favorable
external environment. Copper prices
continued to increase sharply, with metal
export receipts rising by 30 percent, while
non-traditional exports (including tobacco)
recorded a strong growth for the second
consecutive year.

Zimbabwe’s external current account
deficit rose to 7.1 percent of GDP in 2004,
against an average 2.8 percent of GDP
during 2000-03, indicating poor export
performance (despite new incentives
introduced by the government in 2004,
including new subsidy schemes for gold
and tobacco) and a depressed demand for
imports as a result of currency shortage.

External Debt

Southern Africa is the least indebted sub-
region in the continent, and the external
debt-to-GDP ratio averaged 29.4 percent in
2004, but there are wide disparities across
countries. Malawi, Mozambique, and
Zambia are all classified as heavily
indebted poor countries. By contrast, the
stock of external debt in Botswana,
Namibia, South Africa and Swaziland stood
below the regional average. The debt
service ratio declined to 12.4 percent in
2004, against a 2000-03 average of 15
percent, indicating rising exports in goods
and services. The strengthening of the

South African rand and other regional
currencies against the US dollar also helped
to alleviate the external debt burden in that
year.

Most countries in Southern Africa have
been successful in attracting FDI over the
years, because they are richly endowed
with mineral resources, and/or because
they have actively pursued broad-based
reforms.

External debt in Angola decreased to an
estimated 37.2 percent of GDP in 2004,
reflecting strong economic growth. The
government, which has relied on
expensive oil-backed loans from com-
mercial banks to bridge the financing gap,
hopes to organize a donors’ roundtable in
2005, with the support of the World Bank.
Aid inflows have been slow to come since
the end of the war, because of continued
allegation of financial mismanagement. The
central bank consolidated external debt
statistics in 2004, with a compilation of
arrears outstanding by source and
creditors.

Botswana’s external debt burden was
estimated at 16.1 percent of GDP in 2004,
which is low by Sub-Saharan African
standards. As a result, the country’s
sovereign credit risk rating is the highest in
Africa, reflecting a high level of foreign
exchange reserves, a stable outlook and a
prudent public borrowing policy. Despite
strong credentials, the government has
stopped short of issuing sovereign bonds
on the international market. Government
bonds (ranging from 2, 5 and 12 years)
were successfully re-introduced on the
domestic market in 2003. The country
benefits from low but steady inflows of FDI
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in the mining sector and, more recently, in
the textile and retail industries.

Lesotho’s external debt-to-GDP ratio
continued to decline to a manageable 43.2
percent of GDP in 2004, reflecting the
government’s prudent external borrowing
policy and the weak US dollar. Foreign
capital inflows to Lesotho have declined
following completion of the first phase of
the Lesotho Highland Water Project. FDI in
the textiles and clothing industry has also
declined.

Malawi reached decision point under
the HIPC initiative in 2000, but there have
been delays in the implementation of debt
relief packages by the Paris Club and multi-
lateral donors. The IMF, which approved
the resumption of its interim assistance
under HIPC in October 2003, withheld all
balance of payments support after program
implementation went off track in the first
half of 2004. Most donors followed suit.
The (mostly public) stock of external debt
declined to an estimated 157.5 percent of
GDP in 2004, with completion point now
unlikely to be reached before 2006.

Mozambique’s total external debt fell to
101.8 percent of GDP in 2004. The
government has maintained a prudent
external borrowing policy since reaching
completion point under the enhanced
HIPC initiative in September 2001 and
signing an agreement with the Paris Club in
November 2001 (the authorities have now
signed bilateral agreements with nine out
of 12 Paris Club creditors). Private capital
inflows, especially FDI, have increased
significantly in the past five vyears.
According to UNTAD, FDI inward stock
totaled $1.8 billion in 2003. The country’s

external debt is expected to remain
sustainable over the medium-term, on
account of the strong international reserve
position.

The external debt burden in Namibia
appears manageable in the medium-run.
The debt-to-GDP ratio amounted to 2.3
percent of GDP in 2004, against an average
of 2.5 percent during 2000-03.

South Africa’s external debt in 2004
increased in US dollar terms, reflecting new
long-term government borrowing, but
declined to 22.6 percent as a ratio to GDP.
In May 2004, the government successfully
issued sovereign bonds, worth $1 billion,
on the international market to help finance
its deficit. In line with exchange control
reforms, foreign firms were allowed to raise
debt and equity finance on the
Johannesburg securities or bond exchanges
for the first time in 2004.

Swaziland’s external debt reached 26.4
percent of GDP in 2004. Inflows of FDI
have declined since the mid-1990s, as the
country’s advantage as an investment
location eroded with the end of South
Africa apartheid. According to UNCTAD
statistics, FDI inflows totaled $44million in
2003.

Zambia’s external debt fell sharply to
106.3 percent of GDP in 2004. The country
hopes to reach completion point under the
enhanced HIPC initiative by 2005.

Although most bilateral and multilateral
creditors have withheld their assistance to
Zimbabwe, the country’s debt burden has
continued to increase in local currency
terms and as a percentage of GDP. The
debt-to-GDP ratio stood at 90.3 percent in
2004, against an average of 41.8 percent
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during 2000-2003 despite the absence of
foreign financing, because of negative
growth and the currency depreciation. The
Zimbabwean government has continued to
fail its external debt payment obligations,
with debt service (paid) representing only
4 percent of all exports in 2004.

Growth in Southern Africa is forecast to
accelerate to 4.6 percent in 2005. Economic
projections in South Africa and Angola may
largely dictate the regional outlook. South
Africa’s growth is projected to accelerate to
4.7 percent in 2005, building on recent
years’ successful macroeconomic stabiliza-
tion and assuming a relatively robust world
economy. The rand is unlikely to
strengthen much further, which should
help to boost South African exports, while
low interest rates and declining inflation
will also support rising consumer demand
on the domestic market. Business
confidence in Southern Africa is at its
highest since the end of apartheid in 1994,
with value added in all sectors projected to
grow in 2005. As a result, employment is
set to increase. Growth in Angola is
expected to accelerate to 14.7 percent in
2005 due to increased oil production and
modest oil prices. Growth in Lesotho is also
forecast to accelerate, on the back of strong
economic performance in South Africa, its
main economic and trading partner.
Economic performance will also strengthen
in Malawi and Zambia, assuming public
sector management is back on track as a
result of IMF deals signed in 2004.
Mozambique will continue to maintain its
growth momentum as one of the best

performers in the region. Much will,
however, depend on climatic conditions for
the 2004/05 growing season. Botswana,
which used to be the best growth
performing country in the region, is likely
to see its growth decelerate due to
constraints imposed by the HIV/AIDS
problem:s.

A total of 15 countries make up the West
African sub-region. Eight countries —
Benin, Burkina Faso, Cote d’Ivoire, Guinea
Bissau, Mali, Niger, Senegal and Togo —
belong to the CFA zone, while the non-CFA
zone consists of Cape Verde, Ghana,
Guinea, The Gambia, Nigeria, Liberia and
Sierra Leone. The sub-region is dominated
by Nigeria, which accounts for some 55.4
percent of its output. Nigeria is also the
largest exporter, a reflection of its rich
endowment of crude oil and gas. With the
exceptions of Cote d’'Ivoire and Nigeria, all
other countries are net oil importers. In
2004, regional GDP constituted 16.5
percent of the continent’s total, a
contribution higher than that of Central and
East Africa combined.

The sub-region’s population totaled
247.6 million, or 28.9 percent of the
continent’s total, in 2004. Nigeria, which is
one of the most densely populated
countries in continental Africa, alone
accounts for 51.3 percent of the sub-
region’s total. With a GDP per capita
of $527, West Africa ranks far behind
the North and Southern sub-regions in
terms of living standards, but slightly
ahead of the Central and East African sub-
regions.
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The civil war in Cote d’Ivoire continued
to have a negative impact on the West
African economy in 2004, on account of the
fact that Cote d’Ivoire is the second largest
economy, accounting for 11.8 percent of its
GDP. After 18 months of a fragile ceasefire
under the vigilance of French and UN
peace-keeping troops, fighting resumed in
the north of the country in November 2004.
The UN Security Council voted a 13-month
arms embargo and warned of further
sanctions if no progress was made towards
peace. In effect, the country remains
divided between the rebel-held north and
the government-controlled south. In
Liberia, a national transitional government
was installed after its former president,
Charles Taylor, took exile in Nigeria. A
15,000 UN peacekeeping force was fully
deployed in 2004 and the disarmament
process began. Ghana’s President John
Agyekum Kufuor was re-elected for a
second term in December 2004.
Presidential elections held in December
2003 in Guinea resulted in the election for
another seven-year mandate of President
Lansana Conté. In March 2004, Guinea-
Bissau held its first legislative elections
since the September 2003 military coup,
with the Partido Africano da Independencia
da Guiné e Cabo Verde winning by a
landslide. Although the newly installed
government supports the interim president,
Henrique Rosa, the situation remains
fragile, as revealed by a military mutiny
in October 2004. In December 2004,
Mamadou Tandja of Niger was re-elected as
president for a second five-year term.

Economic Growth

Growth in West Africa decelerated sharply
from a 7.0 percent peak in 2003 to 3.4
percent in 2004, a 1.7 percentage point
below the continental average (see Table
2.14 and Figure 2.5). Economic perform-
ance varied greatly across individual
countries in the sub-region. Growth in The
Gambia, Ghana, Senegal and Sierra Leone
was above 5 percent, while growth failed to
resume in Cote d’'Ivoire, as no progress was
made towards reconciliation. Growth
decelerated sharply in Burkina Faso and
Mali — 2003 was a bumper year for
agriculture in these two countries — and in
Nigeria — despite higher international oil
prices.

Benin’s economic growth decelerated
from 4.8 percent in 2003 to 2.2 percent in
2004. This largely reflected lower
performance in cotton — cotton produc-
tion was expected to fall from 333,400 tons
in 2003/04 to 250,000 tons in 2004/05, as a
result of continued difficulties and delayed
reforms in this sector. Re-exports to
neighbouring Nigeria slowed down,
following import restrictions in this country
and the strengthening of the CFA franc
against the naira.

Growth in Burkina Faso decelerated
from a peak 8 percent in 2003 to 4.8
percent in 2004. Cereal production peaked
to 3.6m tonnes in 2003, and although
agriculture continued to perform well in
2004, cereal production was much lower, at
3 million tonnes. Cotton production
remained higher than average for the
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Table 2.14: West Africa: GDP and Export Performances

Country Real GDP GDP Per Real Exports®/ Exports®’
Growth Rate Capita Growth Per Capita
(%) (US$) (%) (US$)
Average Average Average Average
2000-2003 2004 2000-2003 20042 2000-2003 20042  2000-2003 20042/

BENIN 4.8 2.2 418 590 0.2 -3.8 60 80
BURKINA FASO 5,2 4.0 260 379 4.6 15.8 24 36
CAPE VERDE 6.1 4.0 1,431 2,045 18.6 11.0 433 695
COTE D'IVOIRE -1.4 -2.0 724 914 0.0 -0.1 319 389
GAMBIA 3.7 7.7 289 284 3.9 42.3 126 130
GHANA 4.4 5.8 296 409 0.1 10.8 130 156
GUINEA 2.8 2.5 391 438 1.6 -3.3 94 99
GUINEA—BISSAU 0.3 1.0 150 175 8.0 5.6 45 49
LIBERIA . . . .
MALI 5.0 2.1 263 381 11.3 0.1 74 101
NIGER 35 1.0 190 255 3.7 3.9 32 41
NIGERIA 5.2 3.7 416 569 9.2 -0.5 195 288
SENEGAL 4.7 6.0 520 730 3.0 4.8 160 210
SIERRA LEONE 14.5 7.4 179 201 20.8 19.6 32 46
TOGO 2.3 2.9 314 426 4.7 -4.8 106 163
WEST AFRICA 4.2 3.4 392 527 4.9 1.2 159 221

Notes: @ Preliminary estimates
5 Exports of goods and non-factor services
°/ Real exports of goods growth

Source: ADB Statistics Division, 2004

second consecutive year. Services
performed well, but the manufacturing
sector continued to suffer from the impact
of Cote d’Ivoire crisis.

Growth in Cape Verde remained strong
in 2004. Although the agricultural output
declined significantly in 2004, successful
macroeconomic stabilization continued to
encourage private sector activity and
boost foreign investment. Meanwhile, the

government continued to increase capital
spending, on the back of continued donors
support. The tourism industry also
expanded.

Growth in Céte d’Ivoire was elusive for
the fifth consecutive year with real GDP
declining by 2.0 percent in 2004, from the
yearly average negative growth of 1.7
percent during 2000-03. Cocoa production
remained roughly unchanged, but there
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Figure 2.5: West Africa: Selected Economic Indicators, 2000-2004
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was a rise in oil production, supported by
rising international oil prices. However,
GDP in manufacturing and services
continued to decline as a result of
continued instability and disruptions to
relations with its neighbors.

Economic growth in The Gambia
improved slightly from 6.7 percent in 2003
to 7.7 percent in 2004, in large part owing
to rising output in food crops and
groundnut, the country’s main export,
following good weather conditions.
Tourism, construction and re-export
performances also improved in 2004.

Growth in Ghana continued to
strengthen in 2004. Real GDP grew by 5.8
percent that year, against a yearly average
of 4.4 percent during 2000-03. Rising cocoa
output and increased cocoa processing
capacity resulted in growth in manu-
facturing, which, together with the
expansion of gold mining, explained the
country’s continuous strong performance.

Real GDP growth in Guinea increased
to 2.5 percent in 2004 vis-a-vis 2003, owing
to a slight pick up in activity in the
secondary sector, following the adoption of
an emergency recovery plan by the
government in March 2004 and improved
agricultural output. Macroeconomic instab-
ility and electricity and water shortages,
however, continued to have a negative
impact on the economy.

There was a slight growth recovery
from the impact of the September 2003
coup in Guinea-Bissau, although it
remained weak, with real GDP increasing
by 1 percent. This compared favorably with
the yearly growth average of 0.3 percent
during 2000-03. Some donor-funded

projects resumed in 2004, while cashew nut
production increased slightly. According to
FAO estimates, cereal production increased
from 121,000 tonnes in 2003 to 165,000
tonnes in 2004.

Although economic performance in
Mali remains strong, growth declined
considerably from 7.4 percent in 2003 to
2.1 percent in 2004. This largely reflected a
decline in cereal production, as a result of
the locust attack and reduced rains; cotton
production also declined from its 2003/04
peak of 617,800 tonnes. Performance in
manufacturing and construction strength-
ened, indicating increased cotton ginning
activity, higher industrial activity (a new
spinning mill opened in 2004) and
continued development in infrastructure
projects. Trade and services also performed
well in 2004.

Real GDP growth in Niger decelerated
to 1.0 percent in 2004. The locust attack
dented performance in agriculture
although  weather conditions were
favorable, but continued donor support for
infrastructure projects and other priority
sectors (including roads, water, electricity
and rural development) as well as bumper
crops the vyear before, continued to
stimulate the economy. Cereal harvests fell
from a peak of 3.6 million tons in 2003 to
3.1 million tons in 2004 (as a result of the
locust attack and lower rainfall).

Economic performance in Nigeria
hinges heavily on oil output and prices.
Growth peaked at 10.7 percent in 2003, as
oil and gas production, agricultural growth,
and foreign investment in the oil sector,
picked up. But instability in the Delta
region and a tight OPEC production quota
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had a dampening impact on growth
performance in 2004, when real GDP
increased by only 3.4 percent.

Growth in Senegal increased from 4.7
percent during 2000-03 to 6 percent in
2004, activity in construction and public
works remained healthy, and the
production of phosphate and phosphate
derivative products increased substantially,
as a result of new investment plans by the
Industries  Chimiques du  Sénégal.
Meanwhile, cereal harvests fell slightly
from a peak 1.5 million tonnes in 2003 to
1.2 million tonnes in 2004, as a result of the
locust attack and lower rainfalls.

Improved security conditions and
increased donor support continued to
support a strong economic recovery in
Sierra Leone. Real GDP growth increased
by 7.4 percent in 2004, lower than the
yearly average growth of 14.5 percent
during 2000-03, as agricultural activity
increased with the return of refugees to
their lands in recent years. The slow
resumption in mining activity (notably
rutile, diamonds, gold and bauxite) and
donor-supported post-war reconstruction
programs (roads, electricity and water)
boosted growth.

In the absence of external assistance,
Togo’s economic performance has
remained well below its potential since the
early 1990s. Real GDP in 2004 increased by
2.9 percent, against a yearly average of 2.3
percent during 2000-03. This largely
reflected a slight increase in cotton
production and a recovery in the
phosphate sector. Port and transport
activities continued to benefit from trade
diversion from Cote d’'Ivoire.

Prices and Exchange Rates

Reflecting generally tight monetary and
fiscal rules, inflation in West Africa
averaged 4.3 percent, against a continental
average of 7.7 percent in 2004. However,
there was double-digit inflation in The
Gambia, Ghana, Guinea, Liberia and
Nigeria. Most non-CFA countries have
committed themselves to forming a new
West African Monetary Zone, but this has
not yet been implemented.

Monetary policy in the West African CFA
Zone is conducted at a regional level by the
Banque Centrale des Etats de 'Afrique de
I'Ouest (BCEAO) which has successfully
switched to the use of indirect instruments;
the bank’s discount rate, reserve require-
ments ratio and money market auctions are
the main regulators of the zone’s liquidity.
Direct advances by the central bank to
governments have been gradually replaced
by treasury bills since the late 1990s and
were no longer permitted from 2003. The
BCEAO’s tight monetary policy is geared
towards maintaining the fixed exchange
rate between the CFA franc and the euro.
The regional central bank cut its discount
rate to 4.5 percent in March 2004. The
strengthening of the regional currency
against the US dollar helped to mitigate the
inflationary impact of higher world oil
prices, but also reduced the value of export
earnings in CFA terms. Inflation in the CFA
zone remained low, compared with other
sub-regions of Africa.

In Benin inflation declined from 3.0
percent in 2003 to 0.4 percent in 2004,
owing to abundant food supplies.
Consumer prices in Burkina Faso declined
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by 0.7 percent in 2004. Inflation in Céte
d’Ivoire in 2004 averaged 0.2 percent in
2004, in spite of supply bottlenecks and
higher transport costs. Tight liquidity
conditions kept inflation in Guinea-Bissau
at 1 percent in 2004. Consumer prices in
Mali declined by 4.6 percent in 2004, in
sharp contrast with the inflation rate of
0.9 percent during 2000-03. Niger too
experienced deflationary situations with
prices falling by 1.7 percent in 2004. Falling
food prices following bumper harvests in
2003/04 helped to compensate for higher
fuel prices. In Senegal, inflation stayed low
at 1.7 percent. In Togo, it averaged 2.5
percent.

Inflation in Cape Verde decreased
marginally from 1.2 percent during 2000-03
to 1.1 percent in 2004, as a result of
improved food supply conditions and a
tightening in monetary policy. The main
objective of the central bank is to support
the Cape Verdean escudo which is pegged to
the euro at a rate of CVE110.27:Eurol. The
rediscount rate has remained unchanged
since 1999, at 8.5 percent, while the level of
international reserves increased in 2004.

Inflation in The Gambia accelerated to
16.7 percent in 2004, due to continued
excess liquidity conditions, caused by
excessive government borrowing, and the
introduction of new taxes. The central bank
kept its interest rates unchanged in 2004,
with the 91-day treasury bill rate standing at
31 percent. Because of an improvement in
the balance of payments, trading in the
foreign exchange market increased
significantly in 2004.

The Bank of Ghana missed its inflation
target of 7 percent in 2004, with an

observed inflation figure of 12.7 percent,
albeit much lower than the 24.8 percent
annual average inflation recorded during
2000-03. This was explained by the impact
of a 2.5 percentage point increase in VAT,
as introduced in August 2004, and
increased government spending in the run-
up to the elections. While monetary policy
remained quite tight, the central bank also
pursued its objective of lowering interest
rates to encourage private sector borrowing
and mirror interest rate developments on
the international markets. The prime rate
was reduced from 21.5 percent to 20
percent in February 2004, and further to
18.5 percent in May 2004. Despite
inflationary pressures, the depreciation of
the cedi against main traded currencies
slowed down in 2004, indicating a healthy
level of foreign exchange reserves and the
weakness of the US dollar.

Inflation in Guinea rose from 5.3
percent during 2000-03 to 13.3 percent in
2004 due to weak fiscal position, currency
depreciation and rising fuel oil prices.
Guinea’s central bank continued to
accommodate the expansionary policies of
the government in 2004, by providing
finance for up to an equivalent 10 percent
of the previous year’s fiscal receipts. The
bank has plans to eventually switch to T-
bills, although their use has remained
limited so far. The central bank has pegged
the Guinean franc to the US dollar since
late 2002. Foreign exchange rationing and
rising inflation caused the gap between the
official exchange rate and the parallel rate
to increase to almost 40 percent in the first
six months of 2004. As a result, the central
bank announced new exchange rates, in
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July 2004, of Gnf2,600:US$1 and
Gnf3,200:US$1, to reduce the spread to 25
percent.

In Liberia, the slow normalization of
the economy and the strengthening of the
Liberian dollar resulted in a fall in inflation
to 10 percent in 2004. The direction of
monetary policy was unclear. The majority
of transactions are conducted in US dollars.

Inflation in Nigeria declined slightly
from to 12.7 percent during 2000-03 to 11.7
percent in 2004 in spite of increased
domestic fuel prices, high level of
government spending and rapid money
supply growth. In January 2004, the Central
Bank of Nigeria (CBN) reaffirmed its
commitment to use open-market opera-
tions and rediscount rates as main policy
instruments, while the Dutch auction
system, introduced in 2002 would continue
to determine the value of the naira.
However, the government continued to
exert pressure on the CBN to keep interest
rates low. Growth in public sector credit
slowed down by 38.8 percent (against a
target of 23.3 percent) in the first nine
months of 2004, while private sector credit
growth accelerated to 22.9 percent. After
depreciating by an average 7 percent in
2003, the naira remained roughly stable
against the US dollar in 2004.

Inflation in Sierra Leone averaged 3.5
percent in 2004. Monetary policy in Sierra
Leone tried to continue to focus on
building foreign reserves and controlling
inflation by rising interest rates in 2004. The
leone, which strengthened towards the end
of the year, depreciated by an average 13
percent against the US dollar in 2004.

Fiscal Developments

The fiscal position in West Africa improved
in 2004 (see Table 2.15), despite the impact
of Cote d’Ivoire’s crisis on the CFA zone’s
fiscal position. By virtue of their
membership of the West African Economic
and Monetary Union (WAEMU/UEMOA),
CFA zone countries aim to converge towards
commonly agreed fiscal targets. These
benchmarks, combined with the CFA zone
rules on government borrowing, mean that
fiscal performance has traditionally been
better in CFA countries. At the same time,
the fiscal situation in Ghana and Nigeria
improved in 2004 despite some over-
spending, as a result of higher export tax
revenues. Nonetheless, West Africa’s overall
fiscal balance swung from a deficit of 2.0
percent of GDP during 2000-03 to a sizeable
surplus of 3.7 percent of GDP in 2004.

Benin’s fiscal performance worsened
slightly in 2004, with the deficit rising to 2.2
percent of GDP. Spending in the 2004
budget reflected priorities under the PRSP,
which was finalized in early 2003. As part
of the decentralization process, the 2004
budget also increased spending allocations
to local governments. Despite efforts to
strengthen tax administration, fiscal
revenues fell below target in the first
quarter of the year, forcing the government
to cut annual spending by a substantial
CFA30 billion, as part of its economic
recovery plan. Civil service pay reform to
replace across-the-board pay rises with a
system based on merit has remained
stalled.
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Table 2.15: West Africa: Macroeconomic Management Indicators

Country Inflation Fiscal Balance Gross Domestic Gross National
(%) as % of GDP Investment Savings
as % of GDP
Average Average Average Average
2000-2003 2004 2000-2003 20042 2000-2003 20042 2000-2003 20042/

BENIN 3.0 0.4 2.0 2.2 19.3 18.2 10.5 9.2
BURKINA FASO 2.2 -0.7 -3.9 -3.5 19.6 20.6 8.8 11.8
CAPE VERDE 1.2 1.1 -7.5 -4.6 19.4 17.5 8.7 9.5
COTE D'IVOIRE 3.7 0.2 -1.2 -3.9 10.0 8.5 12.0 9.5
GAMBIA 7.4 16.7 -6.2 -3.6 19.8 24.6 16.3 16.1
GHANA 24.8 12.7 -6.0 2.7 23.4 24.8 20.5 235
GUINEA 5.3 13.3 4.2 2.5 15.1 10.7 10.7 7.8
GUINEA—BISSAU 2.9 . -12.1 -14.7 1.4 15.3 0.2 13.1
LIBERIA 10.1 10.0 . . . . . .
MALI 0.9 -4.6 2.7 -2.9 21.8 27.0 16.1 16.5
NIGER 2.0 1.7 -3.3 2.8 13.0 15.4 7.1 8.2
NIGERIA 12.7 1.7 -1.4 7.4 23.1 22.7 22.8 24.2
SENEGAL 1.5 1.7 -0.3 2.4 18.8 20.2 13.5 14.8
SIERRA LEONE 14 3.5 -8.5 -5.9 9.6 19.6 0.2 5.9
TOGO 0.9 2.5 —1.0 0.0 14.4 13.3 2.8 5.0
WEST AFRICA 5.1 4.3 -2.0 3.7 20.0 20.7 18.0 18.0
Note: @ Preliminary estimates
Source: ADB Statistics Division, 2004

Public finances in Burkina Faso are total revenue and grants in 2004.

relatively healthy, allowing for a moderate Meanwhile, total expenditures were

expansion in the fiscal deficit in 2004. The
overall fiscal deficit in Burkina Faso
narrowed to 3.5 percent of GDP in 2004,
from 3.9 percent of GDP in 2003. In
December 2003, the authorities adopted an
action plan to strengthen revenue
collection and widen the tax base. This,
coupled with strong donor commitments,
supported a projected 8 percent increase in

projected to rise by 20 percent, largely
reflecting increased capital spending (up
by 30 percent) and recurrent expenditures
in education and health. Concessional
lending from donors and grants largely
financed the bulk of the budget deficit.
Cape Verde’s fiscal deficit declined from
7.5 percent of GDP in 2000-03 to 4.6
percent of GDP in 2004, slightly below the
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government’s projection of 5.6 percent. This
reflected improved tax arrears collection,
higher dividends from public enterprises,
and falling public transfers and subsidies. A
15 percent VAT and higher import tariffs for
sensitive, import-substitution, manufactur-
ing products were introduced in January
2004. Recurrent and capital expenditures
have grown rapidly with social spending
(notably in education). The government has
been finalizing its PRSP.

The government in Céte d’Ivoire
belatedly released its new budget in April
2004. A small budget surplus of 0.8 percent
was projected, assuming resumed donor
support and a growth recovery to 2.4
percent. This soon proved unrealistic.
Government spending remained high,
because of war-related expenditure, while
revenue collection deteriorated rapidly, as
a result of depressed economic activity and
forfeited revenues from the rebel-held
north. The budget deficit rose from 1.2
percent of GDP during 2000-03 to 3.9
percent of GDP in 2004.

A National Revenue Authority was
installed in The Gambia in early 2004,
while new taxes, custom duties, and
licenses, were introduced in a bid to boost
government revenues. The government
also increased fuel prices. This helped to
pay for the government’s excessive
spending, with the fiscal deficit falling to
3.6 percent of GDP in 2004. In the absence
of budgetary support (the Ilast IMF
disbursement took place in July 2002), the
bulk of the deficit was largely financed
through domestic borrowing and an
accumulation in external and domestic
payment arrears.

The Ghana government reduced its
fiscal deficit from 6.0 percent of GDP during
2000-03 to 2.7 percent of GDP in 2004, as a
result of a freeze on public-sector salaries in
real terms and rising tax revenues. Despite
increased government spending in the run-
up to the elections, improved tax
administration and higher revenue from the
gold and cocoa sectors resulted in a larger-
than-expected fall in the fiscal deficit.

The authorities in Guinea took some
measures in 2004 to strengthen fiscal
management. Despite continued expendi-
ture overruns related to security spending
and poor expenditure management, and a
freeze in external assistance since 2003, as
a result of poor macroeconomic and policy
performance, the budget deficit declined
from an average 4.2 percent of GDP during
2000-03 to 2.5 percent of GDP in 2004.

The interim government in Guinea-
Bissau made significant progress in
restoring public finances. In December
2003, the government formulated with
technical support from multilateral lenders,
including the ADB, an emergency budget
for 2004 and an Emergency Economic
Management Plan, highlighting key
commitments. A multi-donor fund was set
up, with pledges totaling $18.3 million.
Budgetary support helped to pay civil
servants wages, and yet the fiscal deficit
rose to 14.7 percent of GDP in 2004.

The budget deficit in Mali increased
marginally from 2.7 percent of GDP during
200003 to a still manageable 2.9 percent of
GDP in 2004, in large part reflecting the
government’s accommodating fiscal stance
since the PRSP was finalised in 2003. Total
revenues (excluding grants) were projected
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to rise to 17 percent of GDP, as a result of
strengthened tax administration, specific tax
measures (including an increase in
petroleum products taxes), and reduced tax
exemptions. Total expenditure was
projected to rise to 24.5 percent of GDP, on
the back of higher priority spending. Strong
budgetary support and concessional
lending, coupled with debt relief under the
HIPC initiative, largely met the government’s
financing gap.

The authorities in Niger have remained
committed to fiscal consolidation and
prudent public spending management. The
fiscal deficit declined to 2.8 percent of GDP
in 2004 despite election-related expendi-
tures, combined with increased spending in
priority sectors since the country’s PRSP
was completed in 2002. The government
also postponed a number of tax measures,
notably the widening of the VAT base and
new excise taxes, in the run-up to the
December elections.

The government in Nigeria based its
2004 budget on the assumption that world
crude oil prices would average $25 per
barrel. With crude oil prices rising to an
average $38.3 in 2004, public revenues
surpassed all expectations, with the budget
balance turning into a surplus of 7.4
percent of GDP in 2004. The government
created a special holding account for
excess oil revenue to keep government
spending stable and to use the surplus fund
for infrastructure development. Additional
measures such as freezing of civil service
hiring, tightening the budgets of parastatals
and reducing non-essential recurrent
expenditures were introduced in order to
control government spending.

In Senegal, the government remained
committed to increase spending allocation
to priority sectors since its PRSP was
finalized in January 2002, while also
pursuing fiscal consolidation, by strength-
ening tax administration capacity. The
fiscal deficit in 2004 increased slightly to 2.4
percent of GDP.

The fiscal deficit in Sierra Leone
decreased from 8.5 percent of GDP during
2000-03 to 5.9 percent of GDP in 2004
following the government’s attempts to
strengthening tax administration and
expenditure control in 2004. The National
Revenue Authority maintained its efforts to
reclaim tax arrears, while the government
tightened its control over civil servants
wages, by tightening its management of the
public sector teachers’ payroll. Donors
continued heavily to support post-war
reconstruction efforts and bankroll the
government’s budget deficit. Grants
provided around half of total government
revenues in 2004.

The fiscal situation in Togo was
characterized by a continued freeze in
foreign assistance. The budget was roughly
in balance in 2004, indicating low spending
in capital expenditures, contained recurrent
expenditure, and a slight increase in
revenue, in part as a result of continued
efforts in collecting tax arrears.

Structural Reforms

The sub-region’s commitment to structural
reforms remained strong in 2004. New bids
were launched for majority shares in export
crop marketing boards and strategic
utilities, although few sales were brought to
completion. Other market-based reforms
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also made some progress, with the adop-
tion of new regulatory frameworks and
automatic price adjustment mechanisms.

Public policy in Benin has switched
away from the stalled process of
privatization and civil service reforms to
focus on the Economic Recovery Program,
which the government launched in May
2004 to tackle the country’s structural
weaknesses, notably its high dependence
on trade with Nigeria. This included
measures to strengthen the port’s transit
trade by revising tariffs and improving
customs clearance procedures, remove
road blocks on the main corridor to the
north of the country, regulate second-hand
car re-export trade, provide low cost
supply of local raw materials for the
domestic industry and reduce energy costs.
The government has also showed its
continued commitment to privatization, by
calling for bids for the privatization of
ginneries belonging to the state owned
cotton company, Sonapra, in July 2004.
Other companies mooted for sale include
the electricity utility, the telecommunica-
tions company, the Continental Bank and
the Autonomous Port of Cotonou.

Burkina Faso’s privatization program
made some progress in 2004. The sale of
two cotton producing zones belonging to
the cotton ginning parastatal, Sofitex, was
finalized in September, more than a year
after the bid was launched in May 2003. In
the meantime, following the liberalization
of the oil distribution sector, plans for the
privatization of the national petroleum
company, Sonabhy, have been revised,
with the government now only selling a
minority stake in the company, while the

restructuring of the electricity utility,
Sonabel, has also been subject to changes
and delays. Another 34 percent stake of the
telecommunications company, Sonatel, has
meanwhile yet to be sold.

The pace of structural reforms in Cape
Verde has been satisfactory. Substantial
progress has been made in restructuring
the state airline, TACV. Unprofitable routes
have been dropped, high cost aircrafts
replaced, and a redundancy package has
been effected. The government has com-
missioned an external audit to draw up
options for the privatization of the airline.
Arca Verde (maritime transport services),
Interbase (cold storage) and Emprofac
(pharmaceutical distribution) have yet to
be privatized. The government is also
committed to improve the regulatory
framework for strategic sectors.

Structural reforms in Céte d’Ivoire have
been in disarray since the beginning of the
civil war in September 2002. Allegations of
irregularities in the management of the
cocoa and coffee sector have continued.
The new privately owned organizations
and regulatory agencies that emerged from
the liberalization of the cocoa sector in
1999-2000 have been accused of lacking
transparency. Although first results have
been released, the auditing of the
companies’ accounts which the govern-
ment commissioned under international
donor pressure in July 2003 has yet to be
fully completed. In February 2004, the
government cancelled a concession
agreement, that the Abidjan Port Authority
had awarded to the French group, Bolloré,
to manage the Vridi container terminal,
after allegations that the sale had not been
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based on a fair, transparent and open
bidding process. Meanwhile, the govern-
ment resumed plans to privatize the CAA
(bank), although details of the sale were
not released. Many agro-industrial plants
(rubber, textiles, sugar, palm oil) and
commercial banks, and some of the key
utilities (electricity, telecommunications,
water and port) had already been open to
private participation before the war.

The Gambia’s Privatization Act,
adopted in June 2000, has remained stalled,
although the government announced that
the divestiture of the Gambia Groundnuts
Corporation had become a priority. The
sale of the Gambia Cotton Company was
also back on the agenda, after the
government failed to secure a deal with the
French company, Dagris. A feasibility study
into the privatization of the Social Security
and Housing Finance Corporation was
reported to be underway.

In February 2004, the Ghana govern-
ment announced that a price adjustment
mechanism in the petroleum, water and
electricity sectors would be effected to help
restore the financial viability of loss making
utilities. This measure, together with other
politically  sensitive  reforms,  was
subsequently postponed until after the
elections. The privatization program made
some progress — a 30 percent share of
Ghana Airways was sold to a US
consortium, Ghana International Airline, in
the second half of the year, with the
government retaining a 70 percent share in
the company. An auditing into the cross-
debts of the Volta River Authority,
Electricity Company of Ghana, the Ghana
Water Company Limited, and Tema Oil

Refinery (TOR) was completed in April
2004, in preparations for their divestiture.
Long mooted for sale, the Ghana
Commercial Bank has yet to be sold,
pending the restructuring of TOR debt.
Meanwhile, options are being explored
with technical assistance from the IMF for
the sale of the Volta Aluminium Company.

Guinea’s difficult political situation and
uncertain business environment have long
hindered the government’s privatization
program, outside the mining sector.

In Guinea-Bissau, the new admin-
istration has shown renewed commitment
to civil service reforms and privatization. In
August 2004, a new public-sector salary
scale that trims off salaries for top ranking
civil servants and military officers, was
adopted, freeing up resources for the
settlement of months of salary arrears. The
government awarded a new ten-year
concession to Portugal Telecom Inter-
nacional and Guiné Telecom to help
develop the telecommunications sector.
About 60 state-owned enterprises in the
tourism, fisheries, transport and energy
sectors could be opened to private
participation.

The government in Liberia intends to
privatize major public utility companies,
including telecommunications, water and
electricity, although attention has remained
focused on post-war reconstruction and
macroeconomic stabilization.

Mali’s privatization program entails
preparation for the sale of the cotton
parastatal, CMDT, its cottonseed oil
company, Huicoma (a 2002 bid was
declared unsuccessful in early 2004) and
the telecommunications utility, Sotelma,
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and Aéroport du Mali. The government
agreed to a new restructuring plan for the
cotton sector in November 2003. CMDT is
now to be split into three or four privately-
owned regional companies, with each
company enjoying exclusive rights to
purchase cotton in its region, while also
providing support to producers in the form
of supply of seeds, fertilizers, pesticides
and technical support. The reform process,
which was due for completion in 2006, has
been extended to 2008. In July 2004, the
government issued a new call for bids,
restricted to a few pre-selected enterprises,
for a majority stake in Huicoma.

Structural reforms in Niger continued to
focus on the privatization of the electricity
company (Nigelec) and the petroleum
distribution company (Sonidep); the
strengthening of the financial sector with
the restructuring of the National Postal and
Savings Office (ONPE) and the privatiza-
tion of the commercial bank (CDN). No
progress was made in 2004, with much of
the government’s attention focusing on the
preparation of the elections. Although the
privatization of Nigelec was delayed,
discussions between Nigerien and French
companies to form a consortium that
would take a 51 percent stake in the
company were reported to be ongoing.

Nigeria’s privatization program has
remained slow. Although the second phase
of the program has yet to be completed —
much of the delay being explained by
strong opposition in parliament, red tape
and lack of political will — the Bureau of
Public Enterprises released in March 2004
details of the country’s revised third phase
of privatization, involving short-, medium-

and long- term projects. The sale of the
National Electric Power Authority (NEPA),
which stalled as a result of delays in
enacting the power sector reform bill in
parliament, was listed in the long-term
category, with another 12 companies. The
medium-term category relates to the
divestiture of 36 enterprises. One of
the short-term projects, involving the sale
of the Aluminium Smelter Company
subsequently failed in July 2004, after the
selected buyer, the US-based BFI Group,
missed the deadline to pay the required
deposit. The government nonetheless
managed to sell stakes in six companies in
2004, including Delta Steel and Peugeot
Automobile of Nigeria, in 2004.

In Senegal, the privatization of the
groundnut parastatal, Sonacos, suffered
delays in 2003, but was back on track in
2004, after the government finally awarded
a 60.9 percent stake of the company to the
consortium led by Senegalese firm, Advens,
in December 2004. Meanwhile, the IMF has
pressed for an improvement in the
performance and further private sector
participation in the state electricity
company, Senelec, but the poor quality of
infrastructure and the cost of rehabilitation
have kept potential buyers away.

In Sierra Leone, the National
Commission for Privatization prepared in
2004 a plan for the sale or concessioning of
public enterprises, with 24 enterprises
selected for privatization.

Togo’s privatization program made little
progress in 2004. No major sales took
place, as the privatization process for the
state cotton company, Socoto, Togo
Telecoms and UTB (bank) remained
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Table 2.16: West Africa: The External Sector

Country Trade Balance Current Account Terms of Trade Total External Debt Service
as % of GDP  as % of GDP (%) Debt as % of GDP as % of Exports
Average Average Average Average Average
2000- 20042 2000- 2004> 2000- 20042 2000- 2004% 2000- 2004+
2003 2003 2003 2003 2003

BENIN -11.2 -104 -8.0 -84 23 126 68.8  50.7 14.8  13.1
BURKINA FASO 99 -85 96 -84 23 -04 514  36.6 241 21.9
CAPE VERDE -359 -356 -10.7 -89 -06 -04 81.1 72.6 215 158
COTE D'IVOIRE 182 17.7 1.5 -02 46 6.1 89.4 740 109 16.8
GAMBIA -156.3 -17.0 -36 —6.1 3.0 -19.9 141.0 143.6 308 349
GHANA -13.9 -10.9 -29 03 1.0 -7.0 1127 711 153 111
GUINEA 3.9 4.6 44 29 -02 =33 995 914 13.4  13.0
GUINEA-BISSAU 75 55 124 -22 -1.9 =39 3874 3414 6.1 8.3
LIBERIA

MALI 1.5 2.4 -6.9 -5.0 -2.1 7.1 63.6  30.2 7.7 6.1
NIGER -36 -59 -59 -7.9 -0.6 0.3 81.0 512 12.8 9.9
NIGERIA 184 226 -0.3 29 1.2 19.7 63.2 46.2 7.2 4.9
SENEGAL -94 -11.3 -58 -7.3 01 -1.9 65.1 56.9 132 17.6
SIERRA LEONE -128 -176 -109 -121 -48 20 375 526 33.7 110
TOGO -153 -114 -151 -86 0.9 139 1124 103.6 55 15.0
WEST AFRICA 9.8 12.0 -56 -5.2 6.8 12.0 731 544 9.2 8.0

Note: @ Preliminary estimates
Source: ADB Statistics Division, 2004

stalled. The IMF has called for a ‘diagnostic
study’ in the cotton sector as a condition for
a new staff monitored program. The
Franco-Spanish consortium, SE2M, which
has a stake in the Port Autonome de Lomé
since 2002, has continued to invest in the
development of the container terminal.

Current Account Developments

West Africa’s external position improved in
2004, with the current account deficit
slightly declining to 5.2 percent of GDP,
against a yearly average 5.6 percent in
2000-2003 (see Table 2.16). This compared
unfavorably with the continental average
surplus of 0.7 percent of GDP in 2004. The
region’s export base is poorly diversified.
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Nigeria relies exclusively on oil and gas.
Other countries rely on agricultural and/or
non-oil mineral exports. Cote d’Ivoire is the
only country that exports manufactured
goods (including petroleum products),
mostly to the sub-region.

The sub-region’s terms of trade
improved in dollar terms in 2004. The main
gainers in that year were the oil and gold
exporting countries, as prices of those
commodities rose strongly. World cocoa
prices declined from 175.1 cents/kg in 2003
to a still high 155 cents/kg in 2004. Inter-
national cotton prices fell moderately by
2.4 percent to 136.6 cents/kg. For CFA
countries, the continued strengthening of
the CFA franc against the US dollar deflated
export earnings in local currency terms, but
also reduced the oil import bill.

All 15 West African countries belong to
ECOWAS, which is in principle committed
to the suppression of customs duties and
equivalent taxes within the region and the
establishment of a common external tariff.
In 2001, all non-CFA ECOWAS countries
agreed to adopt WAEMU’s common
external tariff, but progress under the trade
liberalization program has been slow. Of all
ECOWAS countries, Nigeria has one of the
most complex external tariff structures,
with over 15 tariff bands, and custom duties
varying from 0 percent to 150 percent.

Comprising all eight West African CFA
countries, WAEMU is one of the most
integrated economic groupings in Africa.
Besides having a common currency,
WAEMU has been a customs union since
2000, when all intra-regional tariffs were
lifted and a common external tariff
structure was adopted. There has also been

considerable progress in harmonizing fiscal
policies, banking regulations, and business
and law procedures.

Benin’s current account deficit
remained broadly stable at 8.4 percent of
GDP in 2004, against 8.0 percent of GDP
during 2000-03. High cotton prices helped
to compensate for falling cotton export
volume, but import growth continued to
outpace export growth, with the trade
deficit widening in nominal terms as a
result. Net service and income outflows as
well as private and official transfers
remained roughly unchanged.

The current-account deficit in Burkina
Faso declined to 8.4 percent of GDP in 2004.
This largely reflected rising cotton output
following the bumper harvest in 2004, still
high cotton prices on the international
market. Import growth remained strong,
driven by a robust domestic demand in fuel,
consumer and capital goods. The services
deficit rose while the income deficit
benefited from lower debt payment
outflows, as a result of debt relief under the
HIPC initiative. The surplus in transfers
indicated lower worker remittances from
Coéte d'Ivoire, but strong inflows of donor
support in the form of official transfers.

The current account deficit in Cape
Verde fell to 8.9 percent of GDP in 2004.
The country’s export base is slowly shifting
away from traditional products (coffee and
fish) as a result of tourism expansion,
improved access to US and EU markets,
and the development of export-oriented
industrial parks. These are early stages,
however. The country’s trade deficit
remains largely structural, with import
growth slightly outpacing that of exports in
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2004. Increasing tourism receipts, private
remittances and rising official transfers,
coupled with reasonably low debt service
payments, have kept the invisible balance
in surplus.

Cote d’Ivoire’s external sector has
continued to suffer from the political and
economic crisis. The current-account
balance switched from an average annual
surplus of 1.5 percent of GDP during
2000-03 to a deficit of 0.2 percent of GDP
in 2004. The trade balance turned to a
surplus equivalent to 17.7 percent of GDP,
as a result of sturdy cocoa earnings and a
rise in oil export revenue, stemming from
higher volume and value. The service,
income and transfers balance remained
firmly in deficit, at 17.8 percent of GDP, on
account of private transfer outflows, and
the government’s efforts to honor some of
its external debt obligations, notably with
the IMF.

The Gambia’s current-account deficit
increased to 6.1 percent of GDP in 2004.
Export earnings and imports increased in
the same proportion (although higher food
crops reduced the need for food imports),
thus maintaining the trade deficit stable at
17 percent of GDP. A slight increase in
tourism receipts, coupled with rising
official and private transfers meanwhile
helped to compensate for rising debt
service.

Ghana’s current account balance
switched from an annual average deficit of
2.9 percent of GDP during 2000-03 to a
surplus of 0.3 percent of GDP in 2004. A
rise in gold production, coupled with rising
gold prices on the world market, and
higher cocoa output boosted export

receipts in 2004. The higher oil import bill
pushed up imports significantly, resulting
in a trade deficit of 10.9 percent of GDP in
2004. The services and income accounts
also remained in deficit, but workers
remittances and donor support ensured a
healthy surplus on the current transfers
account.

Guinea enjoys a robust trade surplus as
a consequence of its exports of bauxite,
alumina, gold and diamonds. The country’s
current account balance nonetheless
remained in deficit in 2004, at 2.9 percent
of GDP. There was moderate export growth
but the services account remained in deficit
and net current transfers failed to pick up,
owing to the continued suspension of
budgetary assistance.

Guinea-Bissau’s current account deficit
improved slightly in 2004 to 2.2 percent of
GDP, as a result of higher cashew nut
exports.

Mali’s current-account deficit decreased
to 5 percent of GDP in 2004. Cotton export
earnings increased significantly, following
the bumper harvest in 2003, while gold
export earnings declined, despite rising
prices on the international market. Mali is
set to see its exports of clothing and textiles
increase in the next few years, as new
clothing factories open to take advantage
of preferential access to the US market
AGOA, since December 2003. Despite
rising oil import costs, there was a slight
rise in the trade surplus to 2.4 percent of
GDP in 2004 (from 2.3 percent of GDP in
2003). Meanwhile, the services account
remained in deficit, reflecting high
transport costs, and workers’ remittances
remained depressed owing to the crisis in
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Cote d’Ivoire, where an estimated 2 million
Malians live.

Niger’s current account deficit widened
to 7.9 percent of GDP in 2004. Lower food
imports and the strengthening of the CFA
franc against the US dollar failed to
compensate for rising world oil prices —
the oil import bill accounted for 11.5
percent of the country’s imports in 2003.
There was a large increase in the imports of
capital and intermediate goods resulting
from public investment program. Export
growth remained sluggish. Increased
freight costs pushed up the deficit in the
invisibles account, for which debt
relief under the HIPC initiative and
sustained external assistance failed to
compensate.

Nigeria’s oil receipts increased with
international petroleum product prices in
2004, resulting in a trade surplus equivalent
to 22.6 percent of GDP. This, combined
with a high level of workers’ remittances,
helped to compensate for rising services
and income outflows, resulting from
external debt payments and profit
remittances by multinational oil companies.
As a result, the current account recorded a
surplus of 2.9 percent of GDP in 2004.

The current account deficit in Senegal
narrowed in 2004 to 7.3 percent of GDP, in
large part reflecting movements in the trade
deficit. There were increased export
earnings from phosphates and phosphate
derivative products, but import growth
slightly outpaced that of exports in 2004,
with the trade deficit rising to 11.3 percent
of GDP in 2004. Grant inflows remained
strong, which combined with interim debt
relief under the HIPC initiative — helped to

keep the invisible balance in small surplus
of 4 percent of GDP in 2004.

The current account deficit in Sierra
Leone rose to 12.1 percent of GDP in 2004.
Although increased diamond exports
boosted export growth, high imports
resulting  from continued  post-war
reconstruction efforts produced a rise in the
trade deficit to 17.6 percent of GDP in 2004.
Rising official transfers continued to
finance a significant part of the current
account deficit significantly, the rest being
paid by long-term concessional lending.

The current account deficit in Togo
declined from 11.4 percent during 2000-03
to 8.6 percent in 2004. Cotton and
phosphate exports rose while imports
growth remained depressed.

External Debt and other capital flows

West Africa’s total debt stock is mostly
made of concessional, long-term official
loans. All countries except Cape Verde,
Liberia, Nigeria, and Togo, qualify for debt
relief under the enhanced HIPC initiative.
Burkina Faso, Benin and Mali had reached
completion point in by 2003, followed by
Ghana, Niger, Senegal in 2004. West
Africa’s debt burden eased in 2004, with
the debt-GDP ratio declining to 54.4
percent.

West Africa has limited access to
international capital markets, although
Ghana, Benin, Senegal, and Mali have
recently received their first sovereign credit
rating. FDI in West Africa is driven by oil
developments in Nigeria, and has proved to
be erratic elsewhere. According to
UNCTAD World Investment Report 2004,
West Africa received $2.1 billion in FDI
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inflows in 2003, bringing the total inward
stock to $34.1 billion.

Benin reached completion point under
the enhanced HIPC initiative in March
2003, paving the way for total relief of $460
million. A debt sustainability update,
released in 2004, confirms that Benin’s debt
as well as the debt service will remain
sustainable in the medium to long term. In
2004, the debt-to-GDP ratio fell to 50.7
percent, reflecting both debt relief and
prudent borrowing policy.

Burkina Faso has benefited from
generous debt reduction deals since
reaching completion point under HIPC in
2000 and under the enhanced HIPC
initiative in 2002. As a result of unsustain-
able levels of debt and the vulnerability of
the country to external shocks, the IMF and
the World Bank agreed, in 2002, to top-up
the HIPC initiative, bringing total nominal
debt relief to $930 million. In 2004, the
debt-to-GDP ratio declined to 36.3 percent
of GDP, while the debt service ratio
amounted to 21.9 percent.

The government in Cape Verde has
pursued a prudent borrowing policy since
taking office in 2001. Debt payment arrears
were cleared with all but two external
creditors by mid-2003, while the govern-
ment remained current on all its external
obligations throughout 2004. Most of the
country’s external debt is owed to
multilateral institutions (notably the World
Bank and the ADB), and official bilateral
creditors (the most important being
Portugal). External debt declined to 72.6
percent of GDP in 2004, which remains high
by regional standards. Cape Verde is not
eligible for debt relief under the enhanced

HIPC initiative, however. The debt service
ratio declined to 15.8 percent in 2004.

Céte d’Ivoire’s external debt decreased
slightly in 2004 to 74 percent of GDP, while
the debt service ratio increased to 16.8
percent (against 4.2 percent in 2003). The
government has fallen behind its external
payment obligations with most bilateral
creditors and some multilateral lenders
(including the ADB and, since June 2004,
the World Bank), as of end-2004, and was
honoring only payments owed to the IMF.
Financial assistance has remained frozen as
a result. Talks with the Fund have not
resumed since it last paid a mission to the
country in late 2003.

The government in Ghana reached
completion point under the enhanced
HICP initiative in June 2004, paving the
way for a debt relief package totaling $3.5
billion ($2.2 billion in net present value
terms) over 20 years. As part of the
initiative, the Paris Club of bilateral external
creditors has agreed to cancel $823 million
and reschedule another $737 million. The
country’s total external debt declined to an
equivalent of 71.1 percent of GDP in 2004,
while the debt service ratio also fell to 11.1
percent, as a result of rising exports and
interim debt relief.

The Gambia, which reached decision
point under HIPC initiative in December
2000, has failed to reach completion point.
The external debt burden has remained
high, as a result, with the external debt
stock falling slightly to 143.6 percent of
GDP in 2004, while the debt service ratio
increased to 34.9 percent.

Guinea’s external debt-GDP ratio
slightly declined to 91.4 percent in 2004.
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The IMF has suspended its disbursement
(including HIPC debt relief assistance) to
the country since December 2002 following
policy slippages, while the deal signed with
the Paris Club in May 2001 expired in April
2003. The government has continued to
default on its external debt payment
obligations as a result. The debt service
ratio in 2004 remained broadly stable at
13.0 percent.

Guinea-Bissau is the second most
heavily indebted country in Africa, after Sao
Tomé & Principe, with the external debt-to-
GDP ratio reaching 341.4 percent in 2004.
The former government had won approval
of a new PRGF with the IMF and reached
decision point under the HIPC initiative in
December 2000. The government soon fell
behind its obligations, however, and the
PRGF went off-track in 2001 and expired at
end-2003 with no interim debt relief
concluded.

Mali reached completion point under
the enhanced HIPC initiative in March
2003, paving the way for a debt relief
package totaling $675 million. Prudent
borrowing policy and implementation of
previous debt relief deals with the Paris
Club allowed the debt-to-GDP ratio to fall
to a low 30.2 percent in 2004, while the
debt-service ratio was estimated at 0.1
percent. Bilateral negotiations with the
Paris Club over a new Cologne terms
agreement in March 2003 have now begun,
and full debt relief from multilateral lenders
has started.

Niger reached completion point under
HIPC in April 2004, making the country
eligible for debt relief from all main
creditors. As a result, the Paris Club

creditors agreed to cancel $250 million of
the country’s total external debt in May. In
2004, the debt-to-GDP ratio fell to 51.2
percent in 2004, while the debt service ratio
stood at 9.9 percent.

The external debt stock of Nigeria
stood at 46.2 percent of GDP in 2004. The
government continued to pursue a debt
conversion program as part of its debt
management strategy and redeemed part of
its external debt under the auction system.
A number of bilateral agreements were also
signed as a follow-up to the debt
rescheduling deal signed with the Paris
Club of official bilateral creditors in
December 2000. Although debt servicing
resumed in 2003 after a short period of
moratorium, the government continued to
build up arrears.

Senegal is moderately indebted by
regional standards. It reached completion
point under the HIPC initiative in April
2004, paving the way for debt relief totaling
$850 million ($488 million in net present
value terms). In June, the Paris Club
accordingly announced that a debt
cancellation of $463 million (including $127
million being cancelled). In November, the
French government agreed to a 100 percent
cancellation of Senegal’s sovereign debt,
totaling $287.9 million. Its debt-to-GDP
ratio declined from 65.1 percent during
2000-03 to 56.9 percent in 2004.

Sierra Leone reached decision point
under the HIPC initiative six months after
the signing of a PRGF with the IMF in
September 2001. A deal with the Paris Club
was subsequently signed as part of the
initiative. Prudent borrowing policy,
coupled with a strong grant element in
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donor financing, have also helped to keep
the lid on the country’s external debt
burden, since post-war reconstruction
started. Accordingly, the country’s external
debt continued to decline to 52.6 percent as
a ratio to GDP in 2004. Foreign investment
improved in 2003 is expected to increase in
the coming years.

The government of Togo in 2004
continued to face limited access to lending,
because of international sanctions over
human rights and elections issues.
Significant progress in dealing with these
issues is needed for normalising
relationship with the EU. Talks with the
IMF over a staff monitored program have
yet to resume. In 2004, the debt-to-GDP
ratio stood at 103.6 percent, while the debt
service ratio increased sharply to 15
percent.

Growth in West Africa is forecast at 4.9
percent in 2005, compared with the 3.4
percent recorded in 2004, based on better
prospects for Nigeria, the biggest economic
player in the region. Growth in Nigeria is
projected to accelerate to 6.2 percent in
2005 following good progress towards
economic reforms. Growth in Benin will
remain strong in 2005, assuming continued
progress in the cotton-sector reforms and
increased public spending in social sectors.
Agriculture,  livestock, and  cotton
processing (following good cotton harvests
in 2004) will remain the main sources of
growth in Burkina Faso. Growth in Cape
Verde would increase to around 6.0 percent
in 2005, assuming improved export
performance and high in private transfers.

Cote d’Ivoire’s economic prospects remain
uncertain. Continuous instability and
delays in the national reconciliation
process will further undermine business
confidence. A regularization of relations
with bilateral creditors is unlikely to make
much progress unless the next presidential
elections, scheduled in October 2005, are
deemed fair and transparent. Talks with
the IMF have yet to resume.

The Gambia’s growth prospects for
2005 will largely hinge on getting the IMF
program back on track. With no progress in
structural reforms, the level of activity in
agriculture and tourism might not be
enough to keep per capita GDP growth
positive in 2005. Further developments in
Ghana’s gold mining sector and good
relations with donors following completion
point under the enhance HIPC initiative in
2004 will continue to support the country’s
strong growth performance in the next few
years. Guinea’s economic prospects will
improve; assuming the government
successfully negotiates a staff monitored
program with the IMF and security
conditions ameliorate. The full deployment
of the UN Mission in Liberia and the
completion of the disarmament process
should help boost the economy in 2005.
Economic growth will continue in Mali in
2005, reflecting favorable growing
conditions for cotton and food crops, rising
mining production, and a dynamic
manufacturing sector. Increased public
investment and rising external support will
help support growth in Niger in 2005. Much
will depend, however, on agricultural
performance in 2005. Growth would
remain above 5 percent in Senegal, thanks
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to a dynamic export sector. Assuming
stable  security = conditions,  growth
prospects in Sierra Leone will hinge on
continued momentum for donor-supported
post-war reconstruction. Progress towards
democratization and human rights will be

needed in Togo to normalize relations with
donors and boost economic growth. On
the political front, the West African sub-
region will remain focused on efforts
initiated by the AU to resolve the crisis in
Cote d’Ivoire.



CHAPTER 3

The terms ‘public sector’ and ‘the state’ are
often used synonymously for the reason that
there can be no strong state without an
efficient public sector. In the past, in many
African countries, the clearest evidence of
the weakness of states is provided by the
poor performance of the public sector. In a
previous study (ADR, 2001) and in the
context of investigating the issue of
Governance in Africa, it was concluded that
the public sector in Africa was in large part
characterized by poor service, corruption
and inefficiency. The legitimacy of govern-
ments was seen to be undermined by a lack
of openness, transparency and account-
ability, resulting in public dissatisfaction and
lack of confidence in public institutions. At
the roots of the malaise affecting the public
services in Africa was, at first, the failure to
adapt the inherited colonial public admin-
istration to African culture and society and,
subsequently, the changing perception of
what constituted the most appropriate route
to development.

In several countries, the military’s foray
into governance and politics caused public
sector management and administration to
be further centralized, while local and
provincial systems were impoverished. In
many of these countries, under a variety of
political situations, local governance has
remained too weak to make a meaningful
impact in the provision of social services.

The ADR 2005 here revisits the issue of
public sector and its reform. In this chapter
it reviews theoretical issues relating to the
role of the state in guiding Africa’s
development, before discussing the stages,
dimensions and difficulties of public sector
reforms in Africa (Chapter 4), issues related
to public accountability (Chapter 5), and
the multilateral development banks’
support to public sector reform (Chapter 6).

This chapter begins with a short review
of the changing development practice as it
relates to the public sector. It then looks at
the implications of the emergence of
theoretical underpinnings, specifically of
New Institutional Economics, Public Choice
Theory, New Public Management, and
Governance. It also provides a comparison
of the African state with the ‘developmental
state’ of some Asian countries.

Much water has flowed under the bridge
since the concept of development was first
adapted for use at the international level by
development practitioners in the late 1940s
and early 1950s. The history of develop-
ment theory and policy is long and has
many twists. What is often overlooked,
however, is that the shifts that have taken
place are the results of an often
unsatisfactory, if not negative, experience
with the way the development concept has
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been operationalized. Development itself,
in other words, has always been a moving
target, thus constantly generating demands
for new approaches. It is possible to
identify at least four distinct ways by which
the international community has tried to
make operational sense of development.

The First Phase: concentration on
projects

The initial approach goes back to the days
of the Marshall Plan for Western Europe
after the Second World War. This was the
first major transfer of public capital to
enhance the pace of international develop-
ment. Influenced by the success that this
Plan had in generating reconstruction of
Western Europe, economic analysts began
to turn the same ideas into universal
recipes. With these efforts, a new field —
development economics — was born. In
the perspective of these economists,
development in the emerging states of what
has since become the Third World or the
South would be best achieved through
transfers of capital and technical expertise
(Rapley, 1996). This philosophy prevailed
in the last days of colonial rule and the
early years of independence in Africa. It
was also applied to Asia and Latin America
with few modifications. Being lodged in a
modernization paradigm — implying that
development is a move from traditional to
modern society — this approach was
characterized by great confidence and
optimism.  Although it was not
reconstruction but development that was
attempted in these instances, the challenge
looked easy. Defined largely in techno-
cratic terms, development was operational-

ized with little or no attention to context.
The principal task was to ensure that
institutions and techniques that had proved
successful in modernizing the Western
world could be replicated.

The intellectual efforts were con-
centrated on plans and projects. Compre-
hensive national development plans were
produced as guides for what policies
should be prioritized. These plans stated
the anticipated macroeconomic conditions
under which specific program and project
activities should and could be developed.
Projects also took on a special significance.
They constituted the means by which
macroeconomic goals could be realized.
Good project design was the key to
success. It is no exaggeration to suggest
that in this first phase of development
thinking, which lasted into the latter part of
the 1960s, the project level was regarded as
most important. Project design, however,
was the prerogative of technical experts. It
was done on behalf of potential bene-
ficiaries without their input. Government
and other public institutions were
identified as responsible for ensuring
effective implementation. Private and
voluntary sector organizations were
ignored. The implication of this develop-
ment orthodoxy for Africa was that many
countries began to lay the foundations for
increased state control and centralization of
resource allocation in a broad range of
economic activities. As a result, national
planning became the order of the day, with
public enterprises and government
parastatals playing a crucial role in plan
implementation.
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The Second Phase: towards integrated
programs

In the latter part of the 1960s, analysts and
practitioners had begun to recognize that a
singular focus on projects in the context of
national plans was inadequate. The critique
followed at least two lines. First of all,
projects designed with little attention to
context typically had more unanticipated
than anticipated outcomes. For instance,
the assumption that development would
‘trickle down’ from the well endowed to
the poor, thus generating ripple effects,
proved to be mistaken. Secondly, projects
were inevitably ‘enclave’ types of inter-
vention with little or no positive
externalities. For example, evaluations
confirmed the absence of meaningful
backward or forward linkages in this type
of interventions. Analysts concluded that
the project approach failed to realize
improvements, especially in the conditions
of the poorer segments of the population.
Convinced that something else had to be
done to reduce global poverty the
international community decided that a
sector-wide approach would be more
effective. In operational terms, this meant
substituting programs for projects.

In this second phase of development
practice, the important issue was how to
design integrated programs that addressed
not a single dimension of human needs but
a wide range of them. For example,
integrated rural development programs
became very fashionable instruments of
action. As a consequence, governments
also engaged in administrative reforms that
stressed the wvalue of decentralizing

authority to lower levels of government
organization in order to enhance co-
ordination and management of these new
sector-wide programs (Caiden, 1991). Also,
there emerged a growing emphasis on
education and training of the masses.
Human capital mattered. While capacity
building in the first phase had been
concentrated on the elite, the second
focused on such areas as adult education
and universal primary education, the
assumption being that these measures were
integral parts of a poverty-oriented ap-
proach to development. The implication of
this for Africa was the dominance of large-
scale production by public enterprises
(mainly import-substitution industries),
specific social sector programs, such as
health and education, and attempts for a
continental wide action plan for economic
development of Africa.

The Third Phase: focus on Government

At the end of the 1970s there was another
shift, this time of even greater consequence
than the first. It was becoming increasingly
clear that governments typically could not
administer the heavy development burden
that had been placed on their shoulders.
This was most apparent in Sub-Saharan
Africa, where the state lacked the technical
capacity, but it was acknowledged also
elsewhere because of bureaucratic short-
comings. Government agencies simply did
not work very efficiently in the develop-
ment field. Placing all ‘development’ eggs
in one basket, therefore, was being
increasingly questioned as the most useful
strategy, as was the role of the state, by
comparison with the market, as an
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allocating mechanism of public resources.
As analysts went back to the drawing
board, the challenge was no longer how to
manage or administer development as
much as it was to identify the incentives
that may facilitate it. The strategic focus
was shifted to the level of policy.

The World Bank took the lead on this
issue and, with reference to Sub-Saharan
Africa, the most critical region, it produced
the so-called ‘Berg Report’ (Accelerating
Development in Sub-Sabaran Africa: An
Agenda for Action, World Bank, 1981),
which came to serve as the principal guide
for structural adjustment in Africa in the
1980s, although the strategy was also
applied in other regions of the world.
These reforms, in combination with parallel
financial stabilization measures imposed by
the IMF, were deemed necessary to ‘get the
prices right’ and to free up resources
controlled by the state that could potenti-
ally be better used and managed by other
institutions in society — particularly the
private sector. However, this period also
witnessed an increase in voluntary
organizations around the world and
preliminary efforts to bring such organiza-
tions into the development process. With
more responsibilities delegated to the
market, private and voluntary organizations
could play a more significant role in
working with people to realize their
aspirations,  whether individual or
communal (Korten and Klauss, 1985).

The Fourth Phase: focus on politics

By the 1990s there was a growing
recognition that development is not only
about projects, programs and policies, but

also about politics. For a long time, politics
and development were seen as two entirely
separate and distinct areas of human
activity.  Development analysts, and
especially economists, preferred to treat
‘development’ as apolitical. Out of respect
for national sovereignty, donors and
governments upheld this notion, despite its
inherent weakness, for a long time. It is only
in the last ten years that it has been
challenged. Although it can be controversial
in government circles in the Third World,
there is a growing recognition that ‘getting
politics right’ is, if not a precondition, at
least a requisite of development. The
implication is that conventional notions of
state sovereignty are being challenged by
the actions taken by the international
community, notably the international
finance institutions and the bilateral donors.

UN agencies also find themselves
caught up in this process. For example,
human rights violations, including those
that limit freedom of expression and
association, are being invoked as reasons
for not only criticizing governments of
other countries but also withholding aid if
no commitment to cease such violations
and improvement is made. Underlying this
shift towards creating a politically-enabling
environment is the assumption that
development, after all, is the product of
what people decide to do to improve their
livelihoods. People, not governments,
constitute the principal force of develop-
ment. They must be given the right
incentives and opportunities not only in the
economic but also the political arena. They
must have a chance to create institutions
that respond to their needs and priorities.
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Development, therefore, is no longer a
benevolent top-down exercise, not even a
charitable act by non-governmental
organizations, but a bottom-up process.
The role of the state is seen as being an
effective regulator and facilitator.

Recent experiences in parts of Africa,
and in other countries in transition, have
shown that weak states cannot support
sophisticated market economies and that
the failure of the government to play its
essential role could result in political and
economic failure. This is recognized by
NEPAD, which accepts that the state has a
major role to play in promoting economic
growth and development, and in imple-
menting poverty reduction programs.
However, many countries lack the capacity
to do this, and they also lack the necessary
policy and regulatory frameworks for
private sector-led growth. They have
difficulty implementing programs, even
when funding is available. They recognize
increasingly  that targeted ‘capacity
building’ should be given priority. The
government thus needs to establish
the regulatory institutions which set the
platform for private competition, and
the rules protecting consumers. It is the
government that should also design plans
and programs to solicit concessional
assistance for infrastructure development
and for the social sector, especially in low-
income and war-affected countries.

The discussion above highlights the shifting
nature of public sector reforms in Africa. In
the 1960s, the strategic focus was on the role
of the state and projects in the development
process. In the 1970s and 1980s, however,

more emphasis was laid on policy, with the
primary objective of ‘getting the prices right’.
In other words, the key issue, particularly in
the 1980s, was ‘fixing the system’ by policies
and governance measures. A further shift in
focus was introduced in the 1990s, with
additional emphasis on politics. Thus
‘getting the politics right’ became a
precondition for development agenda. As a
result, there was a growing recognition that
the underlying basis for sustainable growth
and development lies in markets and good
governance.

The changing pattern of public sector
reforms in Africa was largely a reflection of
new thinking, grounded in a number of
theories that have emerged over the years.
These theories include the New Institutional
Economics (NIE), Public Choice Theory
(PCT), New Public Management (NPM) and
Governance issues. These theories, and their
relevance to public sector management in
Africa, are discussed below.

New Institutional Economics (NIE) has
been an important mode of thought within
the discipline of economics and among
economic policy advisors for the past two
decades. Its significance has been
recognized internationally in the form of at
least two Nobel Prizes!. Its message is

! Both Ronald H. Coase and Douglas North
received the Nobel Prize in Economics in 1991 and
1993, respectively, for their work on New
Institutional Economics and related fields.
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rather simple, but one that was initially
overlooked as the neo-classical approach
to economics was rehabilitated in the
1980s. Thus, the initial policy prescriptions
issued by the international finance
institutions under the ‘structural adjust-
ment’ label ignored institutions and
preached the message of perfect market
rationality. This more radical edict may be
understood as a way of pinpointing as
explicitly as possible how dramatic a
change was required in countries where
the economy had been extensively
regulated and managed by the state, as the
case was in Africa in the 1960s and 1970s.
The problem with the initial phase of
structural adjustment — largely through the
1980s — was twofold. By virtue of its
strong words in support of market
liberalization, it generated a lot of political
opposition. The second part of the problem
was that structural adjustment made
simplistic ~ operational  assumptions.
Especially in Africa where markets were
little developed and the prospects for
market perfection were dim, the neglect of
institutions led to important critiques of the
advocates of structural adjustment.

From a purely operational point of
view, therefore, the NIE must be viewed as
a step forward because it begins from the
assumption that institutional structure
exerts an important influence on human
behavior and choice. It transcends the
microeconomics of the more orthodox
model, which assumes economic efficiency
under ideal-type conditions of perfect
information and foresight. As such, NIE
helped extend the range of applicability of
neo-classical theory.

The basic assumptions of the NIE are as

follows:

e People have different tastes and
preferences; hence, the state, firm, or
political party cannot be treated as if
they are all alike.

e Individuals are assumed to seek their
own interests as they perceive them
and maximize utility, subject to the
constraints  established by the
existing institutional structure.

e Preferences of decision-makers are
recognized as incomplete and
subject to change over time; hence
the notion of “bounded rationality””,

originally attributed to Herbert Simon
(whose Nobel Prize award may also
qualify as recognition of NIE).

e In addition to rationality being
bounded, human behavior may be
dishonest in the sense that people
may disguise their preferences,
distort data, or deliberately confuse
issues; hence, what Wailliamson
(1975) calls “self-seeking with guile”
and the need for contracts to be
regarded as incomplete.

e A country is able to develop
economically only if property rights
exist and contracts are being
respected; society, therefore, must
be concerned with the social
arrangements that regulate the
transfer of property rights in a
reliable manner.

e The property -rights configuration
existing in an economy is determined
and guaranteed by a system of rules
and the instruments that serve to
enforce these rules; hence, the

«
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concern with governance structures
that secure such rights.

e The NIE concept refers to a set of
working rules that are actually used,
monitored, and enforced when
individuals make choices about the
actions they will take; these rules
may arise spontaneously on the basis
of the self-interest of individuals or
come about as when a public
authority, e.g. parliament, tries to
introduce an institutional structure it
deems appropriate.

e Institutions, together with people
taking advantage of them, are called
organizations and they require real
resources to operate; hence, the
notion of transaction costs associated
with using the market and securing
adequate coordination within an
organization, as well as between
organizations.

The NIE approach, as it has evolved in
the practice of international finance
institutions in recent years, also has a
number of problems. First, NIE is good at
offering diagnostic steps, but is much less
effective when it comes to providing
solutions. Thus, it helps to recognize
market failures in new ways, but, as Bates
(1995) suggests, when it comes to
solutions, the recipe is much less clear.

Second, NIE is too functionalist —
making the assumption that institutional
solutions arise in response to failures
occurring in the way the “perfect’” market
operates. It assumes that institutions, like
the World Bank, with more comprehensive
knowledge than individual actors in the

market place, possess the necessary
information to solve the problem.

Third, because it is functionalist in its
mode of application, NIE legitimizes top-
down interventions at the systems level that
typically lack the support of key political
actors. Thus, because the proposed reforms
are sweeping, they tend to become
politicized. The result is that reforms are
being ignored or resisted.

Fourth, because NIE is part of a larger
effort at economic liberalization on the
global level, it tends to give priority to
failures occurring in the market without
paying enough attention to other issues
that are critical for national development.
Economic analysis gives scant attention to
technology and to Africa’s rudimentary
modes of production. Earlier efforts at
industrialization in Africa, justified in the
context of Old Institutional Economics,
have been reversed and the many countries
have suffered ‘de-industrialization’ since
the 1980s. The domestic economic base of
African countries, therefore, has deterio-
rated. The opportunities for investment are
seized by foreigners or immigrant
minorities with ties to the global economy,
like the (e.g. Indians in East Africa and the
Lebanese in West Africa). From a political
perspective, this trend carries social and
political risks.

Fifth, the rudimentary technology and
modes of production that prevail in Africa
means that the assumptions of NIE rarely
hold that the principal issue in need of
resolution is the social dilemma arising
from an infinite number of individuals
autonomously pursuing their own interest.
NIE assumes that this conflict between



128  African Development Report 2005

private interests and public solutions can
be resolved satisfactorily through specific
institutional measures, assuming the
prevalence of a policy orientation that is
rarely there in African contexts, because
rational individuals find other ways of
resolving disagreements between them-
selves.

Sixth, NIE assumes the notion of
common goals that individuals can only
obtain by agreeing upon a sub-optimal
solution within the context of some form of
institutional arrangement that encourages
collective action. In Africa, however, where
division of labor has not yet brought
people together into functional inter-
dependencies, people negotiate informal
solutions based on the notion of shared
expectations, not a common public goal.
The typical approach to problem solution is
more like a ‘deal’; i.e. where the two parties
agree that if A gives something to B, the
latter can expect something in return, even
if it is not specified in contractual terms.

The Public Choice Theory (PCT) is a variant
of the ‘rational choice theory’. It is
concerned with the provision of public
goods, goods that are delivered by
government rather than by the market,
because, as with clean air, their benefit
cannot be withheld from individuals who
choose not to contribute to their provision.
It assumes that political society is
composed of self-interested individuals
who coalesce into organized interests.
Interest groups, which tend to form around
relatively narrow issues of special
importance to their members, are created

by individuals seeking specific self-
interested goals. Individuals join with other
self-seeking individuals to acquire access to
public resources (Grindle and Thomas,
1991). At the heart of PCT is the ‘self
interest maximization’ hypothesis.

Four principles underline PCT: (1)
public sector actors or officials behave as if
they maximize their own interests; (i) all
social entities are fundamentally sets of
individual actors; (iii) political interaction is
to be based on voluntary exchange; (iv)
politics as voluntary exchange requires the
making of an economic constitution that is
to guide the relationship between the state
and the individual; (v) citizens provide
rulers or the state with resources and
power for which they expect a return of
goods and services as well as laws
regulating society that matches what they
are giving up (Buchanan et al, 1978;
Buchanan, 1987; Lane, 1993).

The public choice model is important
for a number of reasons. First, it offers a
coherent explanation for seemingly non-
rational decision making by governments.
Why should governments adopt public
policies and programs that are harmful to
society? The solution to the problem is to
limit the activities to fall under the
regulatory power of the state. Secondly, it
explains why ‘the public interest’ is not
achieved. Thirdly, by focusing on the
power of vested interests, it demonstrates
the barriers to reform that are created by
pre-existing policies and by the political
relationships that they engender. In so
doing it explains why existing public policy
could result in rent-seeking (Lane, 1993;
Grindle and Thomas, 1991). It provides an
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explanation for the willingness of public
officials to respond to the pressures and
imprecations of lobby groups and other
types of special interests. It also provides
an explanation for policy choices that are
detrimental to society as a whole, over both
the shorter and the longer terms and offers
a way of understanding the constraints on
policy change that develop over time.

In spite of its relevance, PCT is limited
for two reasons. First, it is much less able to
explain how policy changes or how policy
itself can lead to broadly beneficial
outcomes. There is little room for public
officials who adhere to particular ide-
ologies, whose professional training
provides them with independent judgment
in the analysis of policy issues, or who may
adopt goals that transcend the interests of
any particular group or coalition groups.
Policy elites are creatures of vested societal
interests, however much they seek to work
these to their individual rent-seeking
advantage, and their actions — devoid of
ideological or technical content — can be
explained by motivations to maximize
political support. Secondly, PCT is not able
to explain how, why, or when, reform
occurs, except through events or appear-
ance of wise statesmen or technocrats who,
for unexplained reasons, exhibit behavior
that is politically irrational. Though it
indicates the importance of the power-
seeking motivations of decision makers, it
tells us little about how their motivations
are developed or altered over time (Grindle
and Thomas, 1991; Lane, 1993; Turner and
Hulme, 1997).

New Public Management (NPM) may be
viewed as an outgrowth of NIE in that it
shares many of its underlying premises
about the need to treat institutions from the
perspective of enhancing efficiency in
public transactions. It certainly comple-
ments the NIE. Its origin lies in the calls for
administrative reform in Western countries
that reflected neo-liberal concerns about
making public services more efficient and
service-oriented. Governments, as mono-
poly providers operating under the
auspices of the Keynesian welfare state,
had become very inefficient. Offering
citizens more choice would stimulate
competition and thus efficiency. Faced with
what in the 1970s became a financial crisis,
governments in many countries, e.g.
Australia, New Zealand, Sweden and the
UK, initiated measures not only to cut but
also to control public expenditures. This
quest for efficiency and effectiveness in
government operations led to a surge of
effort to reorganize and modernize public
bureaucracies and to move public sector
management reforms to the top of the
political agenda in these countries.
Economic liberals like Hayek (1973) and
notable public choice theorists like
Niskanen (1971) and Buchanan (1975)
provided the theoretical justification for
these public sector management reforms.
NPM, then, is a short-hand for a range of
administrative reforms that were initiated in
the OECD countries from the late 1970s
onwards (Larbi, 1999). A review of the
publications by some notable analysts and
advocates of NPM, e.g. Hood (1991), Pollitt
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Box 3.1: NPM and its Core Measures

Variable

Managerialist measures

Enabling Factors

Professional Management

Delegating management authority
within public services

Breaking up existing
bureaucracies into separate
agencies

Output Control

Results orientation and funding of

Encouraging greater public

outputs, not inputs

awareness by adopting ‘citizens’
charters’

Operational Efficiency
in resource use

Greater discipline and parsimony

Greater competition in the public
sector and fees for services
rendered

Terms of Service
employees

Flexibility in hiring and firing

Downsizing the public service and
limiting union influence

Budgeting

Making budgets more transparent
in accounting terms

Encouraging governments to
become more enterprising by
earning, not spending

(1993), and Ferlie et al (1996), suggests that
the concept is not homogenous. Many
different  components are  typically
subsumed under its label. These may be
conveniently organized into two major
clusters: () making the public sector more
managerially oriented, and (ii) creating an
economic and political environment in
which this managerialism can flourish. Box
3.1 shows the recommendations of these
two broad components of reforms in more
detail. By stressing these largely private
sector management practices, the objective
of the NPM movement has been a move
away from the classical model of public
administration, which is rules-oriented and
rigid, towards a smaller, flexible service-

delivery organization that would have to be
user-responsive and outcome-oriented to
survive. In the NPM model, the private sector
is seen as not just setting an example for the
public sector, but also serve as its extended
arm in providing services to the public.

In the specific African context, the
emergence of NPM is best understood in
the light of reforms carried out under the
Structural Adjustment banner. Recovery
and adjustment were not possible without
an approach to reform that went beyond
the parameters of the first public sector
reforms in the late 1960s and 1970s
(Wamalwa 1991; Balogun and Mutahaba,
1991). This first generation of reforms had
been carried out in the context of
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Africanizing and professionalizing the
system of public administration that had
been inherited from the colonial powers.
The predominance of this system for
delivery of goods and services were never
called into question. The level of ambition
of the second generation of reforms, and
notably NPM, is much higher and thus
more complex and difficult, especially in
countries like those in Africa, where the
private sector is relatively weak and politics
tends to permeate the way the public
service operates.

The relevance of the NPM to public
sector management can be found in many

African countries, through the creation of
autonomous executive agencies, decentral-
ized management, subsidiarity, accrual
accounting, and commericialization. For
example, in Ghana and Uganda, the
customs and Excise and Internal Revenue
Departments were hived-off from the civil
service to form separate agencies in the
1980s. However, the fervor with which
NPM was being pursued by the inter-
national donor community has since been
tempered by experience, as a uniform
template for reform rarely works across the
board. The key lessons from implementing
NPM measures in Africa (see Box 3.2) may

Box 3.2: Key Lessons from Implementing NPM Measures in Africa

1. Whereas the downsizing of the public sector in
African countries has been significant, by up to
40 percent in some instances like Ghana and
Uganda, the cost savings have been much
less, in most cases by a mere 6-7 per cent,
largely due to high compensation costs in a
context of previous low salaries (Larbi, 1995).
Retrenchment is a costly exercise, as evidence
from North Africa also confirms (Bulmer, 2000).

2. The creation of independent executive
agencies has moved ahead in many African
countries and, while those like revenue
authorities have helped increase government
income, they have also incurred high
managerial costs stemming from the need to
pay top executives salaries competitive with
those of the private sector. In specific cases of
decentralization to sub-national units, serious
problems have arisen in monitoring the use of
funds, thus increasing rather than lowering
transaction costs (Ayee, 1997).

Source: ADB, Development Research Division, 2004).

3. More countries than in any other region have
adopted user fees for health care services in
Africa. In the mid-1990s only three countries —
Angola, Botswana, and Sao Tome and Principe
— had no user fees in the government sector
(Adams and Hartnett, 1996). The problem in
most countries that have adopted this system is
that management and accounting capabilities
have been inadequate to support cost recovery
programs. The gains, therefore, have remained
modest, if any at all (Larbi, 1999).

4. Performance standards have been introduced
in many African countries and have in some
instances contributed to improving public
services. Such reforms in the Tanzanian public
sector are a case in point. At the same time,
there is evidence that many employees feel that
their remuneration is not commensurate with
what they are expected to do (ECA, 2004).
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have contributed to the realization that
market-inspired reforms of government
‘failures’ do not really work very well in
conditions where the state remains weak
and subject to informal influences.

The NPM has not succeeded in
eliminating the ‘clientelistic’ tendencies that
tend to permeate African governments.
While in such a context the creation of
independent agencies is a step in the right
direction — the manner in which NPM has
been introduced as a ‘technocratic’ fix —,
its full effectiveness is still to be harvested.

African public services are being
subjected to the influence of at least three
models. These are: the NPM, the classical
model of public administration, and the
more informal practices associated with
‘neo-patrimonialism’ (Olowu, 2003).

The way that African public services
operate reflects cross-cutting influences
from all three models. They sometimes
contradict each other and make work very
hard. In other more fortunate instances,
they may complement each other. In any
case, because of these cross-cutting
influences, implementing the objectives of
NPM is continuously an uphill battle.

Governance is the third of key concepts
that have been applied to public sector
reform efforts in Africa in recent years. It is
part of the international development
vocabulary and often used rather indis-
criminately to cover a wide range of reform
packages from economics on to admin-
istration and politics (Kjaer, 2004). It is
possible, however, to distinguish between
at least two different uses of the term: (i) as

a way of managing complex organizational
arrangements in a disaggregated system (cf.
NPM above); and (ii) as a reference to how
well formal rules are adhered to by actors
in the public realm. The first is rather
practical and managerial, and is closely
related to NPM and the two are sometimes
treated as part and parcel of the same
reform effort. The second is more
normative and focused on measuring
performance with regard to key reform
objectives, such as transparency, public
accountability, and respect for human
rights. The international discourse on ‘good
governance’ centers primarily on this
second usage of the term, and is discussed
in greater detail in chapter 5. The
discussion here therefore focuses on the
former dimension of governance.
Governance, however, has a separate
rationale in that it relates to the overarching
coordination of policy implementation in
an increasingly disaggregated and more
complicated system of organizational
relationships. In a public sector managed
along the lines of NPM there are a number
of operationally independent actors whose
decisions and actions must be harmonized.
Management consultants tend to believe
that such coordination can be achieved
by non-political means, e.g. by creating
crosscutting  networks of  mutually
interdependent entities. In this perspective,
governance is a rather apolitical term, in
fact one that is meant to neutralize politics.
Experience from African countries,
however, demonstrates that not only are
NPM reforms in themselves political, but
are also the operations of such a system.
Disagreements among agencies or between
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a ministry and an executive agency are
easily politicized. The result is often that
implementation is blocked or side-tracked.
For instance, agencies are not ready to
share the necessary information with others
concerned in order to have a problem
solved in an effective manner (ECA, 2004.).
Governance, therefore, is essentially a
recognition that following NPM reforms,
not only have the boundaries between
public and private sector activities been
blurred, but so has the line between politics
and administration. In fact, many of the
political responsibilities have inadvertently
fallen into the hands of managers. Their
professional responsibilities are being
compromised by having to take on matters
that embroil them in political controversies.

The second usage of the Governance
concept transcends the managerial issues
that arise under NPM. It applies to the
overall quality of not just the public sector
but the ‘system’ at large, including the
relationship between state and society,
public and private sector, and government
and citizen. With some over-simplification,
one might say that the normative purpose
of governance is to promote the rule of
law.

The World Bank and other agencies
compile data on Governance, specifically
to how it relates to such issues as rule of
law, the extent to which governments are
transparent and publicly accountable, and
how far citizens have an undisputed
opportunity to participate in politics
(Kaufmann, 2004). None of these
approaches to dealing with Governance is
free from controversy. For example,
questions arise over whether Governance

should be measured primarily in relation to
corruption, as Transparency International
does, and over how relevant the aggregate
measures of Governance that the World
Bank Institute uses actually are. According
to Hyden et al (2004), the first seems too
narrow and the second seems to be ‘mixing
apples and oranges’.

In addition to the above development
paradigms and theoretical perspectives,
there was the influence of the East Asian
development experiences, where the State
had played a complementary role to, and
sometimes corrective influence on, the
market. Indeed, the success story of most
East Asian countries in promoting rapid
growth had been invigorated through a
mixture of complementary institutional
reforms, notably the creation of a sound
technocratic bureaucracy, good govern-
ance, prudent macroeconomic manage-
ment and effective industrial and
manpower policies. Clearly, some African
countries, particularly Botswana and
Mauritius, had tried to consider the East
Asian model in pursuit of their own
development strategies and policies.

The idea of the developmental state is
associated with Johnson (1981) who
analyzed Japan’s very rapid, highly
successful post-war reconstruction and
(re)industrialization. Johnson’s argument
was that Japan’s remarkable industrial
renaissance was a result of the efforts of a
‘plan rational state’ (Beeson, 2003). A ‘plan
rational’ or developmental state is one that
is determined to influence the direction and
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pace of development by directly inter-
vening in the development process, rather
than relying on the uncoordinated
influence of market forces to allocate
economic resources. The developmental
state took upon itself the task of
establishing economic and social goals,
which guided the process of development.
In the case of Japan, its goal was the
reconstruction of its industrial capacity.
Essentially, such a state is one whose
underpinning is ‘developmentalist’ in the
sense that it conceives its ‘mission’ as
that of ensuring economic development,
usually interpreted to mean high rates
of accumulation and industrialization
(Mkandawire, 2001). The most successful
imitators of Japan were Taiwan and South
Korea.

A distinguishing feature of the develop-
mental state, as reflected in the East Asian
success story, is a highly competent
bureaucracy dedicated to devising and
implementing a planned process of
economic development. An essential
prerequisite for managing the development
process is the existence of a pilot agency,
which directs the course of development.
In Japan, the Ministry of International Trade
and Industry (MITD fulfilled this role. Many
East Asian states also had efficient
bureaucracies, staffed by bright and
competent staff, among the nation’s best.
The pilot agencies enjoyed a high degree of
legitimacy and prestige, which allowed
them to recruit outstanding personnel. This
pattern of state-led intervention was
adopted by other states in the region with
varying degrees of success. Japan’s North
East Asian acolytes were the first to copy

the Japanese model. They were more
successful than the South East Asian
countries that followed later (Beeson,
2003). In any case, the developmental state
has been central to East Asia’s development
process and the countries experienced
substantial sustained increases in per capita
incomes.

In the early 1960s, many expected rapid
growth in Africa and stagnation in Asia
(Court and Yanagihara, 1998). In Gunnar
Myrdal’s three celebrated volumes of Asian
Drama, he saw Asia, with its wvast
population and limited land resources,
doomed to stagnation. Africa was, in
contrast, viewed as poised to grow steadily
along a path of relative prosperity. Many
African countries were better off than their
Asian counterparts, their strong natural
resource bases augured well for future
trade, growth and development. For
example, in 1965, incomes and exports per
capita were higher in Ghana than in South
Korea (World Bank, 2000d). However,
while Asian countries have grown rapidly,
the majority of African countries have
stagnated. Although the East Asian financial
crisis of the 1990s dented the image of the
region, there are some lessons of
experience for African countries, which
tried state-led development with very
limited success.

The East Asian experience demon-
strates that the following elements were
essential for success (Beeson, 2003):

e A key to an effective development
state is state capacity, or the ability to
formulate and implement develop-
mental policies. Key bureaucratic
agencies should have the staff and
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policy tools to guide the develop-
ment process.

e A competent bureaucracy is essential.

¢ An effective relationship between the
bureaucracy and the domestic
business class lies at the center of any
successful developmental initiatives.
The bureaucracy should be close
enough to the business class so it can
nurture it, but not so close as to risk
capture by particular interests which
prevent it from acting in the national
interest.

e Institutionalization of the develop-
mental state is essential for its initial
success. Care should be taken to

guard against the dangers of
collusion, corruption and non-
transparency if the relationship

between the bureaucracy and private
interests become too cosy.

Experiences of the South East Asian
countries, whose achievements were less
spectacular than their North East Asian
counterparts, showed that institutions for
general effective performance should be in
place. These institutions include a reliable
judiciary, secure property rights, the rule of
law, and competent core economic
agencies (see Box 3.3). A high level of
political commitment is essential, implying
the willingness to risk political capital in the
interest of growth. A high degree of
political stability is also important. Regimes
in South East Asia were willing to shield top
economic planning agencies from political
pressure and to follow their policy advice.
In Africa, by contrast, governments have
tended not to be able to put long-term

Box 3.3: Broad Policy Message of the
South East Asian Experience for Africa

The main message from the Southeast Asian
experience for African countries trying to
integrate into the global economy and promote
economic growth are:

» Sound ‘general’ economic policies are
important: These include investment in
human and physical capital, a stable
macroeconomic  environment, and
greater outward orientation.

* Improving ‘general’ institutional
foundations is important: Rather than
technical capacity building, reform
should aim at improving general
institutional foundations. Key institutional
foundations include: political commit-
ment and credibility; an efficient and non-
corrupt bureaucracy; a degree of
bureaucratic insulation from political
pressures; a positive relationship
between government/bureaucracy and
the private sector; ensure basic property
and contractual rights.

 Policy choices should be matched with
institutional capacity: Scarce institutional
capacity should be concentrated on the
most important development priorities.

Source: Court and Yanagihara, 1998

national development priorities over their
more immediate political or personal ones
(Court and Yanagihara, 1998). Furthermore,
while clientelistic and rent-seeking
behavior existed in both regions, East Asian
countries appeared to have been able to
keep them within bounds, or to grow in
spite of such behavior.

Merit-based recruitment and promotion
practices in the bureaucracy helped to
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foster a capable and highly motivated civil
service. Adequate compensation was used
to attract and retain competent staff, while
merit-based promotion ensured relatively
efficient performance. Many African
countries, on the other hand, were more
preoccupied with securing public employ-
ment than with promoting the quality of the
civil service. Key positions in public sector
institutions were rendered ineffective
because of political appointments and
politically controlled funding. Trans-
parency and accountability of public
institutions was consequently minimal.
Inadequate  economic  management
capacity and cumbersome administrative
structures of some African bureaucracies
limited successful formulation and
implementation of economic policies. It is
therefore important to improve capacity of
state institutions, if African states are to be
able to assume the roles of developmental
states. However, it should be noted that the
international environment may pose
several hurdles to African countries
wanting to follow the East Asian model.

Firstly, the global economy is at this
stage characterized by increased competi-
tion, because of the large number of
countries attempting ‘export-oriented’
strategies. Secondly, the levels of debt in
Africa are much higher than they were in
South East Asia. Thirdly, many policies
undertaken by the South East Asian
countries would no longer be permitted in
the new global trading environment as
represented by the WTO.

The experiences of two African
countries (Mauritius and Botswana) that
adopted the roles of developmental states,

however, demonstrate that it is possible for
African states to achieve successful state-
led development if the political will exists.
Mauritius followed the East Asian model in
terms of adopting an export-led growth
based on manufacturing, complemented by
generous tax incentives. Mauritius currently
enjoys a high GDP per capita and relatively
low unemployment level. According to
Osei (2001), its success is attributable to the
following factors:

e Mauritius has implemented policies
providing a conducive environment
for the private sector to propel the
economy. In this respect, the
government in the 1980s imple-
mented structural adjustment that put
in place the conditions for
sustainable growth.

e An exchange rate regime helped to

make exports internationally
competitive.
e Favorable terms of trade for

Mauritian exports in developed
countries were a major factor. For
example, Mauritian exports benefited
from the Lome Convention.

e Availability of cheap labor facilitated
the export-oriented strategy.

Botswana, initially a very poor country,
has one of the world’s best rates of growth,
surpassing that of Mauritius, Korea, and
other East Asian countries. In the 1980s, it
had the fastest economic growth rate in the
world, averaging 10 percent per annum,
despite a six-year drought that hit the cattle
industry (Osei, 2001). Several factors
contributed to Botswana’s success. First,
mineral resources, especially diamonds,
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have propelled economic growth. Second,
Botswana has invested its earnings in social
and infrastructural services, with rapid
expansion of education and health
facilities, housing and roads, in both urban
and rural areas. Third, the political and
bureaucratic elite pursued realistic foreign
exchange, fiscal, monetary and wage
policies, attractive to private foreign
investment and conducive to national
development. An effective partnership
allowed politicians to seek and accept
economic advice from technocrats,
especially concerning national develop-
ment plans and budgets. Fourth, an
efficient, politically neutral and stable
bureaucracy has meant proper utilization
and allocation of resources. The bureau-
cracy is characterized by relatively low
levels of corruption among the senior
bureaucratic and political elite. Botswana
has continually been one of the highest-
rated African countries by the Corruption
Perception Index, as well as indices of
economic freedom and governance (see

Chapter 5).
Analysts tend to attribute Botswana’s
development performance more to

effective state management than to her
‘diamond fortune’ because of the sharp
contrast with several oil-rich countries in
Africa that have remained poor. However,
its story of good governance and sustained
development has not translated itself into a
significant degree of socio-economic
transformation, as reflected in the country’s
continued dependence on one mineral —
diamonds — as well as high unemploy-
ment and poverty levels. To overcome this
problem, the government has embarked on

new generation public sector reforms
aimed at changing its development strategy
from state-led to private sector-led
development.

When African countries gained inde-
pendence in the 1960s, the state was the
institution of choice for nationalist
politicians and international donors alike.
For approximately two decades, the
assumption in these circles was that the
state is the sole engine of growth and
development. The political emphasis was
on accelerating the indigenization of public
institutions so that they better reflected the
values and priorities of the new nations.
Virtually all energy was devoted to
capacity-building aimed at strengthening
the role of the state in development.
Institutions in the private and voluntary
sectors were largely ignored in the early
planning of development.

Because of the poor performance of the
public sector, it eventually became
apparent that the state could not deliver on
its promise. The watershed took place in
the early 1980s with the publication of the
Berg Report. Since then, a series of reform
measures have been carried out under the
overall rubric of ‘structural adjustment’, to
reduce the role of the state in the economy
and enhance the position of both market
and civil society as contributors to national
development. A second generation of
public sector reforms in the 1980s and
1990s, focused on a broader set of issues,
involving changes not only in the internal
structure of the public service but also the
relationship between state and market,
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government and citizen. Thus the shifting
emphasis of development agenda in Africa
was grounded in the principle of ‘getting
the politics right’ and in the growing
recognition that the basis for sustainable
growth and development lies in markets
and good governance.

The changing nature of public sector
reforms in Africa also reflected the
subsequent developments associated with
the emergence of a wide range of theories,
such as the new institutional economies,
public choice theory and new public
management. In principle, key reform
measures in Africa, encapsulated in the
banner of the structural adjustment
programs, creation of autonomous
executive agencies, decentralization of
public management, commercialization
and privatization schemes all have their
roots in these theories. Although good
progress has been made in recent years
with respect to public sector management
in many African countries, the limited
success of such reforms owe much to the
limitations and constraints of these
theoretical approaches. The assumptions
of some of these models were based on
structural characteristics of developed

countries and implemented in Africa and
other developing countries with little
regard to the institutional constraints of
these countries. As a result, too many
reform programs were externally (supply)
driven and were based on ‘quick fixes’
rather than on sustainable results.

Lessons from the East Asian develop-
ment experiences, however, suggest that
the success of public sector reforms
depends on an effective development State
that can influence the direction and pace of
development through selective interven-
tions. The key to an effective development
state is state capacity, grounded in a
competent bureaucracy dedicated to
devising and implementing a planned
process of economic development. It also
requires a strong political will. It is argued
that the success stories of a few African
countries, such as Botswana and Mauritius,
in the development process were largely
attributable to an effective state manage-
ment. To a large extent, these countries
followed the Asian model of State-led
development with reforms being home-
grown, demand-driven, internally consist-
ent and nationally coordinated.



CHAPTER 4

The demands of development require the
state, amongst its other responsibilities and
functions, to be an effective regulator,
facilitator and provider, as discussed in
Chapter 3. A development-oriented state
therefore needs a strong administrative
capacity, comprising an efficient, open and
accountable civil service, one that is
competent to design and implement
appropriate policies and to manage the
public sector. Without an effective public
sector and civil service, it is difficult for
governments to formulate or implement
sound economic strategies and policies, to
create an enabling legal and regulatory
framework, or to provide social services,
such as education and health, efficiently.
Effective implementation of development
policies requires strong administrative
capacity, not only in central government,
but also at the regional, provincial, and
local levels. While the central adminis-
tration can concentrate on national
strategies and policies, the local and
provincial administrations can assist with
implementation and monitoring, and to
some degree even set local policies,
following the principle of ‘subsidiarity’.
This chapter examines the process of
public sector reform in Africa, reviewing
the reforms undertaken in the past and
present, and pointing out what needs to be

done in the future. Public sector reform is
concerned with improving the capacity of
institutions to make policy and deliver
services in an efficient, effective, and
accountable manner. This also implies the
need to strengthen the way the public
sector is managed. Public sector reforms
usually include a range of reform measures
dealing with core government functions
such as civil service reform, financial and
fiscal reform, decentralization, enhancing
accountability, legal and judicial reform,
and improving corporate regulatory
frameworks. Democratization, decentral-
ization, devolution of responsibility,
improvement in service delivery, and local
government reform have all been major
components of public sector reforms in
Africa. The chapter discusses these issues
and difficulties encountered. It concludes
with a forward-looking analysis.

Three Waves of Reform

Since the early 1980s, three distinct waves
of public sector reforms in Africa have been
identified (Mutahaba and Kiragu, 2002).
The first wave covered the decade of the
mid-1980s to the mid-1990s. The impetus
for this phase emerged from the macro-
economic and fiscal reforms embedded
in structural adjustment programs. The
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primary focus of public service reform was
on fiscal consolidation by way of reducing
fiscal deficit and achieving macro-stability.
This resulted in cost reduction and
containment measures, including rational-
izing the machinery of government through
divesting it of non-core operations,
downsizing the civil service and adopting
measures to control the wage bill. The
second wave was dominant in the late
1990s with the emphasis on capacity
building. The third wave started around
2000, with the focus on improving service
delivery. African countries achieved
varying levels of success with these
reforms.

Today, it is widely recognized that
public sector reform is about strengthening
the way the public sector is managed. The
public sector is generally synonymous with
government. It includes not only the
executive arm of government, but also the
legislature and the judiciary. The executive
arm implements government policies. It
consists of the political leadership — the
president and/or prime minister, cabinet
ministers, and a set of public departments
or ministries, and/or agencies whose staffs
are on the public payroll and which report,
ultimately, to a cabinet minister. Central
agencies are specialized around various
government functions. Yet, there has been
an increasing tendency in recent years for
government to take some defined functions
of government outside line ministries and
place them in specialized agencies, for
example, customs and revenue collection.
The public sector also comprises state-
owned enterprises that undertake com-
mercial, industrial or financial activities.

At independence, most countries in sub-
Saharan Africa (SSA) inherited public
administration (PA) systems that performed
two key functions of a modern state fairly
satisfactorily: assuring the continuity of the
state and maintaining law and order within
each country’s territorial boundaries. Most
countries moved quickly to recruit and
train nationals to replace the departing
colonial officials and to assure the steady
supply of trained personnel for their
expanding public services. There was also
a re-orientation of the service delivery
function of the PA from the interests of the
colonial countries to those of the new
states. In many cases, this meant more
rapid expansion of the provision of services
in agriculture, the social sector, and
infrastructure than was the case during the
preceding decades of colonial rule. The
functions of the public services were
further expanded through the establish-
ment of many public enterprises that were
operated with varying degrees of
autonomy from the civil services that were
at the heart of the machinery of govern-
ment in each country.

Another significant re-orientation was
making the PA accountable to national
political leaders and the public instead of
the erstwhile accountability to colonial
masters. In general, the momentum for
nurturing a development-oriented PA was
maintained up to the mid-1970s in most
countries. At different times from the late
1970s through the 1980s, the decline of the
PA system in many SSA countries became
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noticeable. At the onset, the deterioration
in the PA system coincided with a steady
decline of commodity prices and the
weakening of the economies of many
countries, widespread political instability,
and the accession to power of new political
leaders (many of them military officers)
who undermined rather than nurtured PA
institutions. By the late 1980s, there was
widespread  acknowledgment of a
development crisis in SSA and the decline
of the PA in the majority of the countries.

During the early 1990s, events in SSA
evolved in two diametrically opposed
directions. On the one hand, the govern-
ance crisis deepened in a few states,
culminating in the phenomenon of failed
states or failing states, suffering from civil
strife or civil wars of varying magnitude.
On the other hand, many states were
joining the worldwide waves of demo-
cratization and economic liberalization.
Significantly, the two waves broadly relate
to the interlinked problems of bad
governance and poor economic perform-
ance. Given the critical functions that a PA
system performs in the modern state, it is
not surprising that reversing its decline was
one of the priority actions of the countries
that embraced both democratization and
economic liberalization. This section re-
views the public management reforms
(widely used expression to refer to efforts
aimed at rehabilitating PA systems) that
were embarked upon in many SSA
countries since the early 1990s.

Civil Service Reforms

The most critical public administration
institution at the central government level is

the civil service and it was logical that it
was a major focus of attention in the public
management reforms launched in the 1990s
in most SSA countries. In general, each
country with a public management reform
program sought to rehabilitate its civil
service system. Regardless of whether the
reform program was home grown or
introduced within the context of structural
adjustment programs financed by multil-
ateral and bilateral donors, they had two
common goals. First, there was the
influence of some elements of the
“Weberian model” of career civil service
inherited by the countries at independence
that still had relevance within the new
political and economic contexts. The idea
of a body of permanent officials appointed
to assist successive political executive
teams in formulating and implementing
governmental policies is a good example.
Other elements of the model that have had
continued relevance are the concept of
political neutrality, the principle of
recruitment on merit and an emphasis on
efficiency in the conduct of government
business. The problems that needed to be
addressed in these areas were the
significant failures that took place in the
1970s and 1980s (decades of crises in
public administration systems) in many SSA
countries: meritocracy was diluted in
varying degrees and politicization was
rampant (in the name of one party ideology
or patronage politics under civilian and
military rulers).

The second, and more recently, public
sector reform had also been influenced by
NPM (see chapter 3). The NPM, which had
originated from reforms in some OECD
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countries, seeks to apply market principles
to governmental administration, with an
emphasis on competition, contracting, and
customer orientation. It also emphasizes
merit-based recruitment and promotion
and increased autonomy for managers with
corresponding responsibility, performance-
related pay, continuous skills development
and upgrading. There is also an emphasis
on performance measurement, with
particular attention to the delivery of
services to the public.

By 2004, drawing on three existing
assessments of civil service rehabilitation
efforts in SSA, the countries can be
classified into four groups: advanced
reformers, committed reformers, hesitant
reformers, and beginners/non-starters.

The first group (advanced reformers)
comprises a few countries that did not
experience significant public administra-
tion decline because the inherited tradition
of merit-based and politically neutral civil
service system was maintained and
nurtured (e.g. Botswana and Mauritius).!
The same countries made reasonable
progress in socio-economic development
and were, therefore, able to finance the
cost of nurturing their civil service systems
— providing decent pay levels for officials;
funding educational institutions at fairly

1 Up to 1990, Namibia and South Africa were
one country under the infamous apartheid system.
Because of its racial exclusion policy, the
similarities in institutional capacity, socio-economic
development between it and Botswana and
Mauritius cannot be described as virtuous.
However, post-independent Namibia and post-
apartheid South Africa qualify to be in the same
category as Botswana and Mauritius.

adequate levels to assure supply of trained
manpower; and progressively consolidat-
ing democratic political culture, including
respect for the rule of law. In a sense, these
developments constitute a virtuous cycle.
In Botswana and South Africa, for example,
the nurturing of a career civil service
remains a priority of the governments
despite the introduction of NPM-style
appointments in the late 1990s. The
governments reacted to a new reality in
which the fairly decent pay for qualified
and experienced senior administrative and
professional staffs in the civil service was
lagging behind pay levels for comparable
staffs in the private sector. The Botswana
experience is discussed in Box 4.1.

The second group of SSA reformers
comprises countries that experienced a
decline of their PA system but were
seriously committed to rehabilitating their
civil service systems. They also embraced
the democratization wave of the 1990s but
with significantly varying speeds towards
establishment of democratic institutions
and respect for the rule of law. Benin,
Burkina Faso, Ethiopia, Ghana, Kenya,
Mali, Malawi, Mauritania, Senegal, Rwanda,
Tanzania, Uganda and Zambia belong to
this group. Because of the strong com-
mitment to reform in these countries, both
bilateral and multilateral donor agencies
accepted to provide assistance. Such
external support, tied to the implementa-
tion of structural adjustment programs, was
largely aimed at reducing the civil service
wage bill. In practical terms, attention was
focused on civil service staff reduction,
freezing of new recruitments, and removal
of ‘ghost’ workers. Only modest results
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Box 4.1. Botswana: Role of a competent administration in public sector management

Botswana is well known for its good institutions,
prudent macroeconomic management, political
stability and efficient civil service. Enforcing market
discipline and promoting efficient allocation and
use of economic resources, through the
encouragement of private sector activity in
economic development has been one of the key
aspects of public policy and public sector reform
agenda in Botswana. Recent reforms include the
adoption of the Performance Management System
(PMS), Work Improvement Teams (WITS),
Computerized Personnel Management System
(CPMS), Organization and Methods (O&M)
Reviews, Performance Based Reward System
(PBRS), and Decentralization. The Government has
also reorganized and restructured some of the
Ministries and Departments in order to improve
efficiency and effectiveness in service delivery.
Part of the reform has led to the establishment of
autonomous authorities or boards, working largely
on commercial principles. All these reforms have
been driven largely by a succession of competent
leadership and dedicated workforce who are
committed to continuous administrative reform. As
Ayeni (1992) points out:

The [Botswana] public service has been
generally well respected, and it enjoys the
confidence of the political elites for its

Source: ADB, Development Research Department, 2004

were, however, achieved as some
retrenched workers returned through
revolving doors, some new appointments
had to be made in the social sector, and the
largest numbers of retrenched staff came
from the lower level cadres.

While none of the ‘committed
reformers’ has fully rehabilitated its civil
service system by 2004, several of them

professionalism ... Botswana’s record of
performance has been made possible, to a
large extent, by the quality of its public
administration, the caliber of people
employed in it, and the appropriateness of
the institutions and processes put in place
(pp.192-212).

Indeed, public management reform features
prominently in  the country’s successive
Development Plans and in its ‘Vision 2016’. The
following lessons can be learned from Botswana'’s
public sector management:

1. Institution  building, development-oriented
leadership, and committed workforce play an
important role in nurturing a well functioning PA
system.

2. Administrative reform is a continuous exercise
and it tends to develop its own momentum that
successive political and administrative leader-
ship teams would deepen, depending on
prevailing circumstances within and outside the
country.

3. Sound economic policies and a vibrant public
service are key ingredients for keeping a
country in a ‘virtuous’ cycle zone of governance/
public administration continuum.

have implemented key reforms that
resulted in varying degrees of improved
efficiency and effectiveness of the civil
service. Some of the reform measures
include the enclaving of tax administration,
creation of executive agencies out of
government’s ministries or departments,
and salary enhancement for some groups
of civil servants. Enclaving implies the
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transfer of tax administration function from
the civil service to new structures (called
tax administration or revenue authorities)
run at arms-length from the civil service
and enjoying significant autonomy in staff
recruitment and compensation, linked to a
clearly articulated performance regime. In
Kenya, for instance, tax revenues as
percentage of GDP has been consistently
over 25 percent since the revenue authority
was created, compared to an average of
about 16 percent in the majority of SSA
countries. Results in some other countries
that have adopted the approach have yet to
produce similar outstanding results
(Zambia and Uganda).

In the case of executive agencies, they
have responsibilities for discreet service
delivery or development programs for
which they are accountable. The staffs in
the executive agencies are regarded as civil
servants but they can be hired or fired
depending on performance. Ghana was the
first SSA country to create an executive
agency in 1994, but Tanzania has gone
furtherest with 12 executive agencies by
2001 and 50 more in the pipeline.
Assessments of the Tanzania experience
suggests that the executive agencies have
impacted positively on service delivery:
“better roads maintenance, higher quality
airport services, faster business registration,
improved counter services and a more
efficient and effective National Statistics
Office.”? In addition, there is what is called
a selective accelerated salary enhancement

2 Tanzania Government’s Public Service Reform
Annual Report, 2000/2001, cited in Mutahaba and
Kiragu (2002).

(SASE) scheme, aimed at raising the salaries
of key technical and professional staff in
line with (if not better than) those of the
private sector. By 2003, only Tanzania was
implementing the SASE scheme and was
receiving donor support in financing the
significant salary increases involved. Donor
support is provided over a five-year period
during which Tanzania would progres-
sively assume full responsibility for the
scheme, pending the time that a competi-
tive salary regime can be introduced for the
entire civil service.?

The third category of countries consists
of ‘hesitant reformers’. These countries
have introduced some of the reform
initiatives undertaken by the ‘committed
reformers’ but without any noteworthy
successes (see Box 4.2).

The fourth group of SSA countries
consists of ‘beginners’ of reforms. These
countries appear to have been caught up in
a vicious cycle of heightened conflicts and
weak economies, with decaying PAs.
Liberia, Sierra Leone, and Somalia belong
to this group. Nonetheless, Sierra Leone, in
particular, has been vigorously pursuing
reform initiatives. It has identified the
enclaving of tax administration (through
the establishment of a national revenue
authority) as an “entry point” to public
management reform.

Downsizing the civil service

Civil service reforms in Africa generally,
implemented as part of structural
adjustment reforms, have taken the form
of civil service downsizing, compensation

3 See Stevens and Teggermann (2004).
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Box 4.2. Togo: Limited Progress in Civil Service Reform

During an interview survey conducted in
2001/2002, senior public officials in Togo (a
minister and several senior civil servants) stated
that the main thrusts of the government’s proposed
civil service modernization efforts were:

(i) revision of the statute of the civil service with a
view to incorporating new ideas such as
emphasis on neutrality of civil servants,
transparency, honesty and efficiency (the
statute adopted in 1968 has never been
revised);

(i) human resources management (including staff
reduction and functional review);

(iii) professional training, including the strengthen-
ing of the National School of Administration;
and

(iv) decentralization.

An Inter-Ministerial Commission was to be
appointed to develop a modernization strategy,
including an implementation plan. More than a year
after the decision was announced, the chair of the
Commission who was the Director of the Civil
Service was still unable to convene the first meeting
because the members to be nominated from the
coordinating ministries (Finance and Planning) and
the Office of the Prime Minister had not been
designated.

Another illustration of inadequate attention to
civil service modernization is the failure of the
government to implement the guidelines of the sub-
regional organization, West Africa Economic and
Monetary Union, regarding wage bill control (wage
bill not to exceed 40% of government revenue in
the late 1990s, with 35% as the target for 2002). A
joint team of officials from the Civil Service
Department and the Military organized a manpower

Source: ADB, Development Research Department, 2004

audit in 1997. The objective was not achieved as
the wage bill remained at over 50% of total
revenues. Two subsequent audits undertaken in
2000 and 2001 made no difference. Significantly,
the desirable administrative reform (modernization)
issues identified by participants involved in three
Focus Group Discussion sessions organized in
2002 are broadly similar to those in the
government’s outline agenda for modernizing the
civil service. The participants in the Focus Group
Discussion sessions were drawn from the
government, civil society, academia, and the
private sector. In other words, there is broad
consensus among all the key stakeholders on what
needs to be done; it is government’s willingness to
act that is lacking. The Focus Group Discussion
participants not only linked the decline in the
capacity of the civil service to the poor
performance of the economy in the last decade or
so, but they were also of the view that turning the
situation  around  would  require faithful
implementation of the reform measures they
recommended. Two key lessons can be learned
from Togo’s experience.

1. Lack of champions of reform at the level of the
strategic leadership groups (political and
administrative) in the government can slow
down reform efforts. In such situations, reform
measures would be abandoned along the way.

2. With a declining public administration and a
poor performing economy, both linked to
problems in the governance environment
(political uncertainties, absence of oversight
institutions, and corruption) there is little
incentive for the design and implementation of
meaningful public sector management reforms.

145
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schemes and wage policy reforms.
Governments sought to reduce the civil
service to bring it in line with the new,
scaled down role for the state in economic
activities. The reforms also aimed to
provide civil servants with appropriate
incentives, skills, and motivation as well as
to enhance management and accountability
(Lienert, 1998).

Much of the initial reduction in size of
the civil service in most African countries
was achieved through removal of ‘ghost’
and temporary workers. More recent
downsizing has been achieved through
early retirements and voluntary retrench-
ments with generous severance payments.
In several countries, ministry-by-ministry
audits of civil servants have been carried
out. In francophone countries, govern-
ments have used imaginative methods such
as removal of employment guarantees to
new graduates (Benin, Cote d’Ivoire and
Niger), compulsory retirement at legal age
(Burkina Faso and Senegal) or reduction of
statutory retirement age (Togo). These
measures have been preceded by censuses
of public employees to remove ‘ghost’
workers, elimination of vacant posts and
limits on hiring. Some countries have tried
to use ‘one-to-one’ recruitment policies
(Cote d'Ivoire, Senegal) while others have
used ‘three-out-one-in’ as the basis of
limiting employment in the civil service
(Benin).

Ghana was a pioneer in the World Bank
and IMF-sponsored structural reforms in
Africa, and so it is one of the early starters
of the downsizing policy. The number of
central government employees was
reduced from 301,000 in 1986 to 260,000 in

1990. By 1990, government’s wage bill had
been reduced to 4.5 percent of GDP.
Uganda embarked on similar reforms in the
1990s. Between 1990 and 1997, the number
on the government’s payroll was reduced
by more than half, from about 320,000 to
147,000. The number of ministries was also
reduced from 39 to 17. Tanzania also
followed suit. It reduced its work force by
about 30 percent between 1992 and 1997
from 355,000 to 270,000. Tanzania and
Uganda were, however, successful in
monetizing some in-kind pay benefits and
consolidating these with non-salary
allowances. The objective of lowering the
wage bill was not achieved because the
reduction in staff numbers was offset by
rises in pay levels to reverse erosion of civil
service wages in the previous decade
(Mutahaba and Kiragu, 2002).

The pace of implementing the
downsizing policy was much less far-
reaching in other SSA countries, such as
Kenya and Zambia. In Kenya, the
retrenchment of public servants through a
voluntary early retirement scheme between
1994 and 1996 was reversed through the
hiring of teachers during the same period.
In Zambia, the downsizing of the public
service only started in earnest in 1997.
Between 1997 and 2000, total numbers of
government employees declined from
139,000 to 102,000 (Mutahaba and Kiragu,
2002).

In some countries, such as Malawi,
public service employment increased
rather than decreased in the early 1990s.
Since 1995, however, about 20,000
temporary employees have been re-
trenched and ‘ghost” workers eliminated. In
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spite of this, at the beginning of the 21st
century, the number of civil servants had
again increased from 127,000 to 130,000
(Durevall, 2003).

In the WAEMU zone, several countries
have taken significant steps towards
trimming the size of their civil services. In
many countries, reductions in the civil
service have been through elimination of
ghost workers, voluntary retirement and
retrenchment. But some countries have
experienced difficulties. Niger has imple-
mented four freezes on hiring since 1987
and it has reduced nominal wages in the
public sector twice. Countries such as
Burkina Faso and Mali have been able to
contain labor costs in the civil service; this
has not been the case in majority of
WAEMU countries. In Senegal, the wage
bill increased while it remained constant in
Cote d’Ivoire and Togo in the 1990s.

Civil service reforms have also been
slow in the countries of North Africa, where
the public sector accounts for about 20
percent of total employment and about
one-third of non-agricultural employment
(see Table 4.1). The public sector, which
includes central government, local govern-
ments, and state-owned enterprises, has
served as an employer of last resort,
inflating wage bills. In most North African
countries, the wage bill accounted for 30
percent of government spending in the
early 1980s, and 35 percent in the late
1980s, before leveling off by the late 1990s
(Abed and Davoodi, 2003).

Problems of downsizing

There is no ‘ideal’ size for a country’s civil
service; the actual or optimal size is likely

to be dictated by a country’s macro-
economic realities, such as the need for
fiscal adjustments, the amount of tax
revenue available to pay civil servants, and
the balance between governments’ wage
and non-wage spending. Without taking
these factors into account, downsizing
policy could weaken the civil service.
Downsizing must be done in such a way
that it ensures a sufficient, motivated and
competent workforce in the civil service.
The experience of many African countries
suggests that such a policy was missing,
and this led to reform reversals even in
successful countries such as Uganda and
Ghana where the size of the civil service
has recently risen again (Mutahaba and
Kiragu, 2002).

Overall, excessive or inappropriate
downsizing in several African countries has
constrained the capacity of the state to
perform and deliver services effectively.
Staff reduction and employment freezes
have created shortages of skilled profes-
sionals and technicians throughout the
services, and of front-line workers needed
to sustain, improve quality and expand
public services in key areas such as
education, health and agricultural
extension. Even the reduction of semi-
skilled support staff, such as drivers,
significantly constrained the performance
of the public service managers. (Mutahaba
and Kiragu, 2002). Often, retrenchment has
concentrated on labor in the lower
echelons — drivers, messengers, and daily-
paid workers. Wages saved from such
retrenchments are substantially insufficient
to achieve desired targets. Freezing of
employment also contributes to the ageing
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Table 4.1: Government and Public Sector Employment in North Africa, 1996-2000

General government employment

Public sector employment

Country % of total % of non-agricultural % of total % of non-agricultural
employment employment employment employment

Algeria 257 32.0 1.3 39.0

Egypt 28.2 56.6 34.9 70.3

Morocco 8.5 18.6 9.5 20.7

Tunisia 14.9 191 21.9 28.2

Source: Gardner, 2003

of the civil service, with implications for
pensions payments as the older civil
servants retire.

In some countries, governments found
it difficult to meet the retirement or
severance packages of retrenched and
compulsorily retired workers. In the
WAEMU countries, for instance, in addition
to an average of three months’ pay in lieu
of notice, average severance package was
12 monthly salaries in Guinea-Bissau, 48 in
Mali, and up to 60 monthly salaries in
Senegal. (Danielson, 2001). During the
1990s, however, donors became more
willing to help finance severance packages.
The World Bank decided to provide soft
loans, and the IMF endorsed the treatment
of severance packages as investment rather
than as recurrent expenditures. Several
bilateral donors also acknowledged that aid
to assist retrenched workers may speed up
civil service reforms. This approach
substantially eased the situation and made
it possible for governments to reduce

public sector employment at a faster rate
(Danielson, 2001).

Pay and incentive systems

Public sector reforms in Africa would be
incomplete and will not succeed without
addressing pay policy and incentives in the
civil service. The need for an efficient and
effective civil service requires reforms that
go beyond containment and retrenchment
to address the crisis of incentives that
confront African countries. An important
issue that needs to be addressed is the
public-private salary differential. If public
sector wages continue to be eroded relative
to private sector salaries, skilled personnel
will leave the public service. Those who
remain in the civil service would become
demoralized and engaged in absenteeism,
moonlighting and corruption. Often, the
civil service is unable to attract and retain
highly skilled officials due to the relatively
poor wage structure. To overcome this
problem, the public sector has to offer
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competitive remuneration. The salary
structure within the public sector also
needs to be reformed. Pay and promotion
systems are often not performance-based;
years of service, rather than performance,
determine upward mobility. The public
service cannot be improved until
professional and technical staffs are given
the necessary incentives to perform.

Many African countries have realized
these problems, and have recently started
addressing them, by striking a balance
between ‘quantitative’ and ‘qualitative’
adjustments. ‘Second-generation’ reforms
which address quality issues include:
restructuring remuneration so as to narrow
differentials between the public and private

sectors, as well as changing promotion and
personnel management policies so that
merit and initiative are rewarded. For
example, Senegal launched a reform of
civil service promotions based on both
seniority and merit (Danielson, 2001).
Uganda made efforts to increase real wages
from low levels and improve incentives for
higher-paid staff. In countries such as
Ethiopia and Mozambique, which had
socialist ‘wage equalization’ policies, the
salary structure was extremely compressed
and decompression was part of initial civil
service reforms. Figure 4.1 shows changes
in real wages for the administrative and
professional cadres in the Mozambique
civil service. The decline in real wages

Figure. 4.1 Real Salaries in 1980 Prices: — Mozambique
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Figure 4.2: Compression Factors: Major Salary Grades as Ratio of Lowest Grades in
Malawi, by Year, 1982-2000
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stopped with the adoption of reforms in the
1990s. Reforming countries such as the
Gambia, Ghana and Guinea also set targets
for decompressing their salary structures
and, in general, were able to meet their
targets. Real wages per employee also
increased. In some Southern African
countries, such as Lesotho and Malawi,
governments were unable to resist large
real wage increases, and they made little
headway in restructuring salaries and
employment (Lienert, 1998). In Malawi, the
wage compression that resulted from the
indigenization of the civil service after
independence remained at the core of the
incentive problem (see Figure 4.2). The

government had to resort to non-wage
complements to keep its labor force
motivated.

Although  African countries have
implemented reforms aimed at improving
both the level of real wages and the salary
structure, in many of these countries
success has generally been limited. Very
few countries achieved their objectives.
Real wages continued to decline by 2
percent a year on average during 1990-96.
Francophone countries accounted for most
of the decline; after the 1994 devaluation of
the CFA franc, nominal wage increases
were limited to 10 percent, while inflation
accelerated.
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In Cameroon, there was no nominal
wage increase at all, following a decline of
about 40 percent in salaries in late 1993. In
Congo, following a wage freeze in 1994,
nominal wages were reduced by 15 percent
in 1995. In the countries experiencing
decline in real wages, evidence suggests
that there was further compression of
upper-wage salaries (see Table 4.2). In
Cameroon, for example, the highest civil
service wage was six times the lowest
salary in 1994, and ten times as large during
1984-92 (Lienert, 1998). At the beginning of
the 1980s, top government employees in
Malawi were earning up to 45 times more
than the lowest paid messenger and the
gap was reduced to between 12 and 18

compression was more for those in the
middle cadres, with some ratios falling
from around 20 to only about 5.
Government tried to reverse the effects of
wage compression by inventing a variety of
employment benefits such as housing and
transportation allowances to keep its
workers motivated.

Progress in reducing differentials
between civil service and private sector
salaries has been limited. Evidence from
seven francophone countries showed that,
on average, civil service remuneration at
the beginning of the 1990s, including both
cash and in-kind benefits, was higher than
average private sector remuneration, due
mainly to the higher skill levels of civil

times in the following decade. The  servants. However, there are indications
Table 4.2: Real Wage per Civil Servant in CFA Franc Countries (1990 = 100)
Country 1986 1988 1993 1994 1996
Benin n.a 100¢ 120 108 120
Burkina Faso 76 97 85 73 66
Guinea-Bissau 9= 104 81 70 65
Mali 121b 121 140 133 126
Niger 68 87 116 97 59
Senegal 81 96 105 89 87
Togo 80 97 94 82 79
Non-CFA, averaged n.a. n.a. 93 88 85

Note: Data for Cote d’'lvoire unavailable
n.a. not available

a 1987

b/ 1988

¢/ 1989

9 unweighted average for Burundi, Ethiopia, The Gambia, Ghana, Kenya, Lesotho, Madagascar, Malawi, Mauritania,
Rwanda, Sierra Leone, Tanzania, Uganda, Zambia and Zimbabwe

Source: Lienert and Modi, 1997
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that the situation has changed since the
devaluation-induced declines in civil
service real wages.

Salaries still need to be restructured
comprehensively to enhance transparency
and improve the ability of government to
recruit and retain skilled staff. There is a
need to replace automatic ‘in-grade’ salary
increases and promotions based solely on
seniority with policies that reward the most
competent staff and penalize poor perform-
ers. Public-private sector wage differentials
in jobs that require the same skills and
experience should be monitored so that
wage gaps for comparable jobs are even-
tually eliminated. Thus for countries that
have achieved a relatively low wage
bill/revenue ratio, the focus should move
towards increasing salaries for skilled
professionals, especially where these salaries
are much lower than in the private sector.

To attract and retain highly-skilled civil
servants it may be necessary to create a
cadre of senior civil service into which
entry will be competitive and based on
merit. The senior cadre should be given
better professional opportunities and
rewarded with higher pay, close to or even
higher than levels in the private sector. This
will require African governments to accept
widening differentials between low and
highly skilled civil servants (ADR, 2001). In
several countries, there is an urgent need to
increase the remunerations for profes-
sional, technical and managerial positions.
This measure, it is hoped, will not only
reduce the brain drain from the civil service
to the private sector, but it will also reduce
corruption as low salaries are highly
correlated with civil service corruption.

Reform should also address other factors
that encourage corruption such as lack of
explicit performance standards, highly
subjective recruitment and promotion
procedures, and failure to apply
administrative sanctions on erring workers.

Public Enterprise Reforms4

Besides the civil service, the other public
organizations that have been affected by
public management reform efforts are the
public enterprises (PEs), also referred to as
state-owned  enterprises (SOEs)  or
parastatals®. Addressing the failures of PEs
has been at the center of economic
structural reform programs all over the
world. Many of such enterprises have
constituted a burden on the budget through
payment of subsidies. Others have engaged
in activities that could have been
performed better by private economic
operators. In both cases, the objective of
reform is to free states from these
commercial activities in order to better

4 See Laleye (1999).

> The term “parastatal” is used in a broader
sense than PE to refer to all government-sponsored
bodies that are outside the framework of the civil
service. In addition to PEs, they include
autonomous or independent agencies, advisory
governmental bodies and administrative tribunals.
They are sometimes considered as part of the
public service in the broadest sense. In France and
francophone Africa, the term fonction publique is
used to refer to this broader definition and it is
commonly translated as the synonym of both civil
service and public service. The French-inspired
usage is also common in continental European
countries and some other countries in Asia and
Latin America. PE is used in this report as
synonymous with parastatal.
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focus on core state functions. The main
responses to the problems of PEs in both
developed and developing countries were
privatization, market liberalization and
changes in incentives and control, often
through changed ownership. For changes
in incentives and control, the options
ranged from commercialization, through
alternative forms of management such as
public private partnerships (PPPs), to
partial or full privatization (Commission for
the European Communities, 2003).

Privatization

Privatization of public enterprises is one of
the preferred approaches to rationalization
of public sector activities in Africa. By 2002,
the majority of SSA countries have been
involved in some form of privatization
exercises. These countries can be divided
into two broad groups, first according to
their degree of privatization — whether
‘major’, ‘modest’ or ‘minimal’ privatizers —
and secondly according to when countries
embarked on privatization programs —
whether ‘early’ starters, ‘not-so-early’ and
‘late’ starters. ‘Major’ privatizers, where the
majority of state enterprises were divested,
include: Benin, Guinea and Mali. ‘Modest’
privatizers are those countries where less
than 10 percent of total value of assets were
divested, and these include Burkina Faso,
Cote d’Ivoire, Gambia, Ghana, Kenya,
Madagascar, Mozambique, Niger, Nigeria,
Senegal, Tanzania, Togo, Uganda and
Zambia. Other countries in Sub-Saharan
Africa are ‘minimal’ privatizers. ‘Early’
privatizers, from the late 1970s to the
mid1980s, included Benin, Guinea, Niger,
Senegal and Togo. This group was

followed by the ‘not-so-early’ countries
whose privatization programs took effect
from the late 1980s, including Cote d’Ivoire,
Ghana, Kenya, Madagascar, Malawi, Mali,
Mozambique, Nigeria and Uganda. ‘Late’
starters, which did not privatize until the
1990s, include Burkina Faso, Cameroon,
Ethiopia, Sierra Leone, Tanzania and
Zambia (Etukudo, 2000).

Outcomes of privatization have varied
widely between countries and sectors.
While many countries have moved
vigorously  with privatization, some
countries remain sluggish. Countries that
have recently accelerated the process of
privatization include Ethiopia, Ghana,
Guinea, Madagascar, Mali, Mozambique,
Tanzania, Uganda and Zambia. Notable
positive results from privatization have
been recorded in the telecommunication
sector (for example, South Africa and
several francophone countries) and in air
transportation (for example, Kenya and
Tanzania). Box 4.3 illustrates cases of
privatisation with positive outcomes in SSA.

North African countries have also
engaged in privatization exercises. In
addition to outright sale of government
assets, privatization attempts took other
forms such as financial contracts and PPP
agreements. A successful use of the PPP
was the Moroccan telecommunications
business. In 1999, Morocco awarded a $1.1
billion mobile phone concession for 15
years to Medi Telecom, a consortium of
Spanish Telefonica, Portugal Telecom and
Moroccan investors. The government used
the proceeds, which represented half of its
total annual capital inflows, to repay some
6 percent of the country’s debts as well as
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Box 4.3: Examples of Privatization with a
Positive Impact

Privatization can have a positive impact on
firms’ financial performance. In Kenya, profits of
the Housing Finance Company, privatized in
1992, rose by more than 100 percent between
1992 and 1993. Privatization also enabled firms
to diversify product lines, upgrade and
rehabilitate facilities. In Uganda, Shell
International reported that privatization allowed
the firm to concentrate on core activities and to
contract out more non-core activities.
Investment far exceeded requirement under the
privatization deal to invest $10 million over three
years; in just two years $13 million was invested
in new and rehabilitated filling stations.

Management changes and new invest-
ments associated with privatization have
resulted in improvements in performance. In
Ghana, the acquisition of a majority stake by
Lever International in Unilever Ghana Limited,
which increased its shareholding from 45
percent to 70 percent brought about significant
changes in the company. It gave the investor
the necessary flexibility on matters relating to
strategic direction, capital investment, mergers
and acquisitions. The capital investment made
has enabled the company to reduce unit costs
and to report a 50 percent increase in
production  without increasing  energy
consumption.

Source: Commission of the European Communities,
2003

to make fresh investments in the public
sector (Commission of the European
Communities, 2003). In Egypt, some
government holdings were divested by the
use of domestic stock exchange floatations
and employee buyouts. Morocco raised an
estimated $1.2 billion by awarding a

second global systems license for mobile
communications in 1999, and $2.1 billion
with the sale of Morocco Telecom in 2000
(Abed and Davoodi, 2003).

However, there are cases of flawed
privatisation in Africa. The most common
criticism of the privatization processes was
the lack of transparency. Often, public
assets were transferred to private hands by
non-competitive methods, fuelling the
system of political patronage and
corruption. Lack of transparency also
reduced proceeds. The privatization of the
Zambian copper mining is an example of
how lack of transparency and adverse
market trends can lead to shortfalls in
divestiture proceeds (see Box 4.4). Sales
revenue can also be reduced because of
lack of real competition in the bidding
process or lack of bargaining power on the
part of government.

Commercialization

For some SSA countries, the preferred
choice of public enterprise reform was
commercialization, which involves reforms
aimed at making PEs more efficient. —
subjecting PEs to market-related manage-
ment disciplines while retaining state
ownership. There is partial commercializa-
tion as well as full commercialization. Fully
commercialized PEs are expected to
become entirely self-sufficient, with
capacity to contribute a proportion of its
profits to the state treasury. They are
supposed to raise their capital and
operating expenses from the capital
markets. Partly commercialized PEs are
expected to at least cover their operating
costs. However, where the operations of a
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Box 4.4: Zambia Consolidated Copper
Mines (ZCCM): A Flawed Reform Process

ZCCM, with its own farms, schools and hospitals,
was more than a mining company, accounting
for over 10 percent of Zambia’s GDP and at one
stage 90 percent of total foreign currency
earnings. After nationalization in 1972, lack of
maintenance and capital re-investment, and
widespread mismanagement, reduced ZCCM'’s
copper output from a peak of 720,000 tonnes in
1969, to just over 286,000 tonnes in 1999. At the
time of its privatization, it was losing $1-1.5
million a day (9 percent of GDP in 2000) and had
a total indebtedness of US$1 billion.

The Privatization Act entrusted the Zambian
Privatization Agency with the responsibility for all
divestiture, a task it had been performing in
transparency and honesty in most other
instances. However, the divestiture of ZCCM was
carried out in an opaque manner by a special
negotiating committee appointed by the Presi-
dent, amid widespread allegations of corruption
and asset stripping. Attractive bids were declined
and the process became stalled for several
years. The Asian financial crisis led to a sharp fall
in copper prices. Potential buyers either lost
interest or sought to renegotiate their deals.

Finally in 2000, after the World Bank withheld
a $530 million credit until ZCCM was sold, the
divestiture process was completed. Many
analysts contended that the deal compared very
unfavorably with the June 1997 bid by the Kafue
consortium, especially when incentives to Anglo
American Corporation, such as a cut in corpora-
tion tax, a 20-year exemption from profit tax and
a reduced power tariff, are taken into account.
This rather generous treatment did not, however,
prevent Anglo American from deciding to halt its
operations in 2002 after it had spent over $350
million, leaving the government with the daunting
task of finding another operator.

Source: Commission of the European Communities,
2003

partly commercialized enterprise require a
high level of capital investment, the
government might have to intervene.

In many cases, commercialization
involves the change of the relationship
between the management of the PE and
the government through performance
contracts or management contracts. A
commonly cited example of successful
commercialization is the case of Ethiopian
Airlines. The restructuring of PEs that
remain in the public domain and are not
commercialized most often involve the
introduction of reform measures that
include greater clarity in the definition of
PEs’ objectives, increased managerial
autonomy, explicit performance agree-
ments, introduction of new oversight
bodies, and emphasis on profitability.

Burkina Faso provides a good example
of the commercialization method for the
reform of its water sector (see Box 4.5). The
range of management options within the
public sector include price liberalization,
removal of barriers to entry of private
competitors, the introduction of perform-
ance contracts, and greater autonomy to
managers of state-owned enterprises to
determine prices, hire and fire employees
and make investment decisions.

In an era of persistent economic problems
and adjustments, many national govern-
ments in Africa have been forced by
circumstances to withdraw from certain
activities and reduce the services they
provide. Justification for government
withdrawal from providing certain goods
and services include resource constraints,
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Box 4.5: Reform of Water Sector in Burkina Faso: Successful Commercialization

During the 1990s the national Burkinabe water
provider, ONEA, underwent extensive technical
and management restructuring, including the
separation of rural and urban water supply. The aim
was to make the public utility commercially viable
and to extend both water and sanitation access to
low-income areas at an affordable price. The
government identified its objectives clearly through
a series of policy documents setting time-bound
targets for reform. At the end of the process in
1999, ONEA had achieved 95 percent cost
recovery and 80-85 percent of the population was
served with clean water, regardless of their income,
a better achievement than in most of Africa.
Sustainability of service provision and
affordability were secured through higher tariffs for
large consumers in order to cross-subsidize social

Source: Commission of the European Communities, 2003

the need for adjustment, and the fact that
development experience has shown that
highly centralized top-down approach to
service delivery is expensive, cumbersome,
inflexible and prone to abuse (Wunsch,
2000). Although the private sector can and
should provide some of these services, the
problem is that some of these services are
non-profitable public goods. In these cases,
the most logical step is for the services to
be provided by sub-national or local
governments, that is service provision
should be decentralized (see Table 4.3).
Beyond delivering public services,
building effective and efficient local
governance is increasingly seen as a crucial
component of the democratic project in
Africa and as a way to establish a well-

tariffs, allowing tariff revenue to cover operational
and capital costs. Improvements in access to water
were mainly obtained by connecting existing small-
scale systems to the network and placing
commercially-operated kiosks in informal settle-
ments. This allowed for a minimum service
affordable to all, and tacked the problem of
unregulated mobile vendors. Quality was improved
through government investment programs and
subsidies for installing sanitation.

There was heavy pressure for privatization, but
the strong political commitment of the Burkina Faso
government and the support of some EU member
states, plus the provision of technical and financial
assistance by the whole donor community, made
reform within the public sector a success.

functioning economic and political system.
The relevance of local governance for
socio-economic progress stems from the
need for local economic development,
improved service delivery, increased
popular participation in governance, and
the desire to bring governments closer to
the people. Good governance must be
rooted in the effective participation of the
people in decision-making, and function-
ing local self-governance institutions.

Experiences of Decentralization

While decentralization had been the
practice in many African countries since the
colonial era (for example through the
‘indirect rule’ system in British colonies),
some countries have introduced reforms to



Table 4.3: Key Political, Fiscal and Administrative Features of Decentralization for Service Delivery

Degree of Political features

decentralization

Fiscal features

Administrative features

Deconcentration .
(minimal change) .

Delegation .
(intermediate stage)

No elected government
Local leadership vested in
elected officials, such as
a governor or mayor, but
appointed by and
accountable to the center.
Voice relationships are
remote and possibly weak.

Local governments may
be led by locally elected
politicians, but it is still
accountable, fully or
partially, to the center.
Voice relationships are
more to local and
proximate, but can be
overruled by center.

Local government is a
service delivery arm of
the center and has little
or no discretion over
how or where services
are provided.

Funds come from the
centre through individual
central ministry or
department budgets.

No independent revenue
sources.

Spending priorities are
set centrally, as well as
program norms and
standards; local
government has some
management authority
over allocation of
resources to meet
local circumstances.

Provider staff working at local level are
employees of center, and are
accountable to center, usually through
their ministries, weak local capacity is
compensated by central employees.
Accountability remains distant; the short
route to of accountability may be weak
and citizens may have to rely on a weak
long route stretching to politicians at the
center; a strong compact between policy-
makers and providers can compensate
to some extent.

Providers could be employees of central

or local government, but pay and
employment conditions are typically set

by the center.

Local government has some authority over
hiring and location of staff, but less likely to
have authority over firing.

Both long and short routes of accountability
potentially stronger; greater local knowledge
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Table 4.3: Cont.

Degree of Political features Fiscal features

decentralization

Administrative features

Devolution » Local government is led by
(substantial change)  locally-elected politicians
expected to be
accountable to the local
electorate.
 Voice relationships can be
very strong, but also
subject to capture by elite, *
social polarization,
uninformed voting, and
clientelism.

Funding is provided by
the center through
transfers, usually a
combination of block and
conditional grants.

No independent

revenue sources.

Subject to meeting
nationally set minimum
standards, local
government can set
spending priorities and
determine how best to
meet service obligations.
Funding can come from
local revenues and
revenue-sharing
arrangements and
transfers from center.

A hard budget constraint
is imperative for creating
incentives for account-
able service delivery.

can allow better matching and monitoring
of supply with local preferences,
strengthening both the compact and client
power.

Providers are employees of local
government.

Local government has full discretion over
salary levels, staffing numbers and
allocation, and authority to hire and fire.
Standards and procedures for hiring and
managing staff may still be established
within an overarching civil service
framework covering local governments
generally.

Potentially strongest long and short

routes of accountability, but now also
more influenced by local social norms and
vulnerable to local capacity constraints and
politics.

Source: World Bank, World Development Report, 2004a
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decentralize their administrative and
political processes as part of on-going
adjustment and reform programs. An
important aim of the revolution in public
sector governance is to move decision-
making for services closer to the people.
For many countries, the creation of
effective local institutions for decentraliza-
tion has only just begun. Reforms have
been introduced partly because decentral-
ization is seen as a key element in the
process of democratization generally, and
of participatory approaches to develop-
ment. It is also seen as helping to slim
down ineffective central administrations by
shedding some functions and transferring
the costs of others to their users. Decentral-
ization to democratic local government
units was expected to improve governance
through increased government responsive-
ness and greater accountability (Ayee and
Tay, 1998). African countries have recorded
mixed experiences with decentralization.
Broadly, the Anglophone countries
have moved faster in implementing
decentralization  policies  than  the
Francophone countries.® The progress of
implementing decentralization in Ghana,
South Africa, Tanzania, and Uganda is far
superior to the slow progress in Benin and
Senegal. Togo is an example of hesitant
decentralization implementation. It is
noteworthy that Sierra Leone, a ‘beginner’
in public management reform, has

¢ This difference is a carry over from the former
colonial rulers: Britain’s decentralized “indirect
rule” system in Africa and the extension of France’s
centralized national administration to its colonies in
Africa.

identified  decentralization, including
elected local governments, as an ‘entry
point’ to public management reform; local
government elections were held in the
country in July 2004 and the on-going
implementation of a decentralization
project is supported by a World Bank
credit.

By the end of 2003, there were elected
local governments or municipal govern-
ments in many SSA countries, including
Benin, Botswana, Burkina Faso, Cameroon,
Ethiopia, Ghana, Madagascar, Mali, Nigeria,
Senegal, South Africa, Tanzania, Uganda,
Zambia, and Zimbabwe. In some of these
countries, the tradition of self-governing
local governments predated the new wave
of democratization of the early 1990s. But
in a majority of countries, local govern-
ments were extensions of central govern-
ments and instruments of control under
one party or military regimes.” An example
of good practice in respect of fiscal
decentralization is that for Kenya (see Box
4.0).

On a broader level, the commonly cited
examples of good practice in achieving
improved development performance
through elected sub-national governments
in SSA are Ghana and Uganda.

In 1988/89, Ghana adopted a package
of reforms aimed at decentralizing its

7 With the exception of Botswana that has
maintained elected local governments without
interruption since independence, elected local
governments have appeared and disappeared at
intervals in some Anglophone countries before
1990. Examples include Ghana, Kenya, Nigeria and
Tanzania.
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Box 4.6: Limited fiscal decentralization
yields results in Kenya

In Kenya, where a clear-cut decentralization
policy is not yet in place, the public service
reform program has a component of local
government reform that reflects the need for
institutional pluralism in service delivery. In this
context, Government has introduced a Local
Authority Transfer Fund to which it disburses 5
percent of all its revenues to the local
government councils. However, the release of
funds to a council is tied to the submission of
service delivery improvement plans, and a plan
to achieve a 5 percent reduction in spending on
staff each successive year in the medium term.
This simple fiscal decentralization measure
appears to be effective. Accountability by the
councils has vastly improved, with 100 percent
return of proposals and accounts. There is also
ample anecdotal evidence of significant
improvements in service delivery in many local
government councils.

Source: Mutahaba and Kiragu (2002:61).

political and administrative system. The
structure of decentralization is a mixed type
of authority where institutions extending
from the central government combine with
locally  based institutions  (district
assemblies) that are linked into one
organizational structure. The ultimate aim
was to abolish the distinction between local
government and central government field
agencies. The objectives of decentralization
in Ghana included empowerment,
participation, accountability, effectiveness,
efficiency, responsiveness, decongestion of
the national capital and checking of rural-
urban drift. Decentralization increased

access of people living in previously
neglected areas to resources and institu-
tions of the central government and created
opportunities for young people to aspire to
politics. The process failed, however, to
achieve the stated objectives of empower-
ment, accountability and efficiency.
Mechanisms  for transparency and
accountability have proved difficult to
implement. The provision of basic
amenities (education and health facilities,
water, electricity, etc) to rural areas, and
their accessibility to a wider majority of the
population — the most important functions
of decentralized units — were not achieved
(Ayee and Tay, 1998). Studies showed that
the district assemblies generally ignored the
preferences of the communities.

In Uganda, the post-independence
constitution provided for decentralization
based on regional governments. These were
abolished in 1966 when the constitution was
abrogated and all executive powers were
vested in the presidency. Central govern-
ment centralized all powers until 1993 when
Parliament enacted the Local Government
(Resistance Councils) Statute and functions,
powers and services were gradually
transferred from the central government to
the local government. Objectives of
decentralization were to: transfer power
(devolution) to local governments, thereby
reducing the workload on central govern-
ment officials; ensure citizens’ participation
and democratic control in decision-making;
and achieve good governance. Other goals
included: bringing political and administra-
tive control over services to the point where
they are actually delivered, thereby
improving accountability and effectiveness;
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promoting people’s feeling of ownership of
programs and projects executed in their
areas; and improving capacities of councils
to plan, finance and manage delivery of
services to their constituents. To enhance
accountability, grants to local governments
are categorized into conditional and uncon-
ditional grants. Conditional grants are
disbursed when the local government has
met approved targets. Allocations to local
councils are also published in local
newspapers as a deterrent to financial
abuse. Results have been mixed, but success
has been achieved for some objectives.
Limited success has been achieved in
service delivery because of limited financial
and human resources. Given that con-
ditional grants account for up to 80 percent
of local government revenue in some cases,
their discretionary powers to allocate funds
to their priority areas have been curtailed.
Overall, the experience of decentraliza-
tion in Africa reveals local governance to be
highly inadequate with regard to develop-
ment planning, financing, administration,
and accountability. In some cases there are
no clear guidelines on the interface
between central line ministries (such as
education and health) and local govern-
ments. In some countries, decentralization
has been used by ruling parties at the
central level to renew or consolidate their
influence at the grassroots level. Others
have, however, adopted a decentralization
scheme that deliberately fragmented
potential local power bases into smaller,
weaker, and politically insignificant units.
Inadequate finance is a major constraint
to local government performance. Local
governments are heavily dependent on

national and regional governments for
funds. The tendency in many SSA countries
is for central governments to assign or
transfer functions to local governments
without due regard to the financial and
human resources required to carry them
out. For instance, Nigeria has a constitu-
tional arrangement that provides for the
allocation of a fixed proportion of national
revenue to local governments to perform
functions that are clearly spelled out in the
country’s constitution. In practice, the
discretion of the local governments to use
the funds is constrained by spending
decisions imposed by state and federal
governments. Another factor that has
affected the functioning of local govern-
ments in some countries is the challenge of
accommodating traditional chiefs who
remain influential, especially in rural areas.
In a few countries such as Botswana and
Senegal, there is also a need for accom-
modating them at the national level.

Decentralization should not be used by
the central government as a way to reduce
its responsibilities. It must be part of a
national strategy to create more responsive
and equitable governance and service
delivery. Effective communication must be
maintained between central and local
governments. Resources should be ‘appro-
priately’ shared between all levels of
government and mechanisms should be
put in place to promote accountability and
to reduce corruption. Local institutions will
have to be strengthened and capacity of
local authorities built to manage the
development process.

The central government has an
important role to play in facilitating the
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decentralization process through establish-
ing financial guidelines, capacity building
(for policy-making and fiscal manage-
ment), enabling legislation, and setting up
advisory or regulating bodies. Lack of
human resources limits the ability of local
governments to perform effectively. Poor
salaries and working conditions, lack of
training opportunities, and unwillingness to
work in rural areas make it difficult to
attract competent staff at the local level.
Fostering capacity is best done in
partnership between the center and the
local governments. In the partnership, the
functions of central staff should change
from line management to policy formula-
tion, technical advice and monitoring
(World Bank, 2004a). Civil service reforms
should be extended to all levels of
government and not targeted only at
central government staff.

Sustained long-term development in
Africa will require viable local governance.
The consolidation of local governance is
necessary to create a democratic develop-
mental state. This requires not just
decentralization, but also a genuine
devolution of authority to local govern-
ments and building a viable local political
process that can mobilize people and
demand accountability from local officials.
Effective local governance, which will
facilitate long-term growth and develop-
ment, will require real decentralization.

Fiscal management (that is, the mobiliza-
tion, allocation and utilization of resources)
is at the core of public sector management.
Its key objectives can be summarized as

follows: (i) proper planning and budgeting
for public expenditures; (i) effective and
efficient administration of government
revenues; (iii) proper use of budget
resources; (iv) effective control of public
expenditure; (v) accounting and reporting
on public finance; and (vi) full account-
ability for all public spending.®

Broadly, fiscal policy management,
which comprises tax administration and
expenditure management, is crucial to
economic outcomes. Tax policies have
significant implications for investment
decisions and could be used to enhance
national competitiveness and economic
performance.  Similarly,  expenditure
management has important ramifications
for the performance of government
functions and for the economy.

Tax/Revenue Reforms

In principle, the reform of the tax regime
should be guided by three axioms. First,
the tax system should promote economic
efficiency by limiting its interference with
labor, investment and consumption
decisions. It should consider the extent to
which the tax code introduces distortions in
economic decision-making and the impact
of the tax structure on economic outcomes.
Second, the tax system should involve a
strong notion of fairness and strive to
ensure that the overall tax burden is fairly
distributed among members of society. Fair
distribution of burdens is frequently called
tax equity, which has two directions:
horizontal equity and vertical equity.
Horizontal equity involves imposing similar

8 See Kiragu (1999).
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burdens on people in similar circumstance,
i.e. ensuring that individuals with equi-
valent incomes pay equivalent tax. Vertical
equity involves creating an appropriate
differential in burdens for people in unlike
circumstances. The desire to instill vertical
equity is the rationale for a ‘progressive’ tax
system, which imposes higher tax rates for
individuals with higher incomes. Third, the
enforceability of the tax regime should be
ensured. What may appear as an ideal tax
policy on paper may fail to achieve its
objectives on the ground due to the
difficulty of enforcing it or a lack of
adequate information and education
among taxpayers.

In the 1980s, large fiscal deficits in most
African countries were a result of growing
expenditures and a weak revenue base.
Government revenues were about 18
percent of GDP, with variation between
countries. A review of 30 countries showed
that one-third of them had revenue-to-GDP
ratios of less than 12 percent for the period
1988-93, which was barely enough to cover
interest payments and salaries. One of the
factors contributing to this was that limited
efforts were made by governments to
improve tax and non-tax revenues. The
revenue base was weak and the tax
structure was heavily weighted in favor of
levying taxes on international trade,
leading to instability in tax revenues.
Resource mobilization was also hampered
by the existence of large informal sectors.

Another factor contributing to weak
revenue performance was lack of
indexation of taxes to domestic prices to
offset losses in revenue due to collection
lags, especially in countries with high rates

of domestic inflation. A further major
constraint in domestic resource mobiliza-
tion was the weak administration of
existing tax systems. Real wage reductions
in the public sector had affected public
sector efficiency, especially in tax
administration and the enforcement of tax
regulations.

With respect to non-tax revenues,
African countries make little use of user
fees as in other developing countries. The
share of non-tax revenue in current
revenue was only 12 percent, compared to
21 percent for other developing countries.
There is considerable scope for revenue
mobilization through user charges for
services such as electricity, water, roads
and communications. However, issues of
equity and impact on vulnerable sectors
have to be borne in mind if user fees
are to be charged for such services
(Ramakrishnan, 1998). Thus improvements
in tax administrations and tax compliance
are important fiscal reforms necessary to
improve the efficiency of the tax systems.

A key priority in developing a capable
fiscal administration regime is to build a
revenue department made up of competent
and committed professionals, and a fair
integrated tax assessment and collection
mechanism. In addition to the infra-
structure for assessing and collecting
revenues, it is important to design and
formulate appropriate tax policies. This will
help to overcome the problem of tax
compliance. Tax evasion, in which both the
taxpayer and tax collector can escape legal
censure, is all too common in African
countries as a result of corruption and
ineffective state institutions. Private gain
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from tax evasion, in Africa, is quite high,
while the risk of punishment is low
because of corruption and the lack of
enforcement.

Tax reforms in African countries have
been targeted at strengthening the tax
administration system as well as extending
the tax bases. Reforms sought to broaden
direct and indirect tax bases and to lower
the marginal income tax rates in order to
make the tax systems simpler, more
efficient, and easier to administer. To
overcome the problem associated with tax
administration in Africa, some countries
such as Ghana, Kenya, Uganda, Zambia
and Tanzania had set up independent and
‘autonomous’ tax authorities outside the

normal civil service with better terms and
conditions of service for its employees. Tax
revenues from such schemes rose
considerably. For instance, in Ghana, the
growth in tax revenues almost doubled
since the introduction of the economic
reform program (ERP) in 1983. The
component of tax revenues had also
changed. Trade taxes which had been the
major source of revenues for Ghana,
declined from an average of 40 percent in
the pre-ERP period to about 28 percent in
1998 (Addison and Osei, 2001). As a result,
there has been a closure of the revenue-
expenditure gap over time (see Figure 4.3).

In North Africa, faced with persistent
fiscal deficits since the 1970s, some

Figure 4.3: Plot of Public Expenditure and Revenue in Ghana, 1970-1997
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countries in the region introduced tax
reforms from the mid-1980s to improve
fiscal balances. IMF policy advice and
technical assistance have contributed to
improving fiscal management in these
countries. Notable successes included the
introduction of VAT in some countries.
Some fiscal reforms were also aimed at
reducing the cost of domestic resource
mobilization by improving the admin-
istration of the tax system. Adoption of VAT
and its associated tax administration
improvements, helped to enhance the
efficiency of the entire tax system. Other
fiscal reforms were targeted at broadening
the tax base through reduction or elimina-
tion of tax exemptions; the modernization
of procedures, including computerization;
and the reforms of customs administration
in countries such as Egypt and Morocco
(Abed and Davvodi, 2003).

Public Expenditure Reforms
A distinguishing feature of many African
countries was their tendency to rely heavily
on trade taxes and donor support to meet
their ever-increasing public expenditure
programs. Yet governments in these
countries have generally found it difficult to
control the rate of growth of public
expenditure, even under very restrictive
fiscal conditions. Expansion in government
payrolls and subsidies for public enter-
prises financed by short-term revenues,
create future commitments that are difficult
to cut back when resources are no longer
available.

Public expenditure reforms in Africa
have largely focused on reducing capital
expenditures, subsidies, and wage bill. In

recent years, several countries have
approached these reforms through medium
term expenditure frameworks (MTEFs). An
MTEF is a whole-of-government strategic
framework for ensuring effective linking of
policy, planning and the budget. The
objectives of MTEF are to: improve
macroeconomic balance by developing a
consistent and realistic resource frame-
work; improve the allocation of resources
to strategic priorities between and within
sectors; increase commitment to predict-
ability of both policy and funds so that
ministries can plan ahead and programs
can be sustained; and provide line agencies
with a hard budget constraint and
increased autonomy, thereby increasing
incentives for efficient and effective use of
funds (World Bank, 2004a).

However, before a country introduces
an MTEF, there is a need to get the basics
of budgeting right. The following “basics”
of public financial management can be
highlighted:? a realistic budget that is
faithfully implemented; high transparency
in public finance; public funds spent for
authorized public purposes; reported
expenditure  corresponds to  actual
expenditure; reliable external and/or
internal controls; and spending units have
reasonable certainty as to the funds that
will be available.

Against this backdrop, public financial
management reform efforts in most SSA
countries have sought to combine getting
the basics right with the introduction of
MTEF. Predictably, this has proved diffic