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Executive Summary

TWO-TRACK RECOVERY AMID ELEVATED UNCERTAINTY

The economic recovery in sub-Saharan Africa continues, but there is duality in growth performance and
prospects within the region. Aggregate growth is set to pick up from 3 percent in 2018 to 3.5 percent in
2019 and stabilize at slightly below 4 percent over the medium term—or about 5 percent, excluding the
two major economies, Nigeria and South Africa. These aggregate numbers mask considerable duality in
growth prospects within the region. About half of the region’s countries, mostly non-resource-intensive, are
expected to grow at 5 percent or more, and see a faster rise in income per capita than the rest of the world
on average over the medium term. However, the remaining countries, comprising mostly resource-intensive
countries are expected to fall behind. And as these countries—including Nigeria and South Africa—are
home to more than two-thirds of the region’s total population, it is important for the policy uncertainties
that are holding back growth to be addressed for the lion’s share of sub-Saharan Africans to enjoy improved
standards of living.

External and domestic headwinds are weighing on growth prospects.

* The global expansion is losing momentum, including in key trading partners such as China and the
euro area; trade tensions remain elevated; global financial conditions are volatile and have tightened some-
what relative to October 2018; and commodity prices are expected to remain low. On the domestic front,
climate shocks are likely to impact agricultural output in southern Africa, while policy uncertainty is
weighing on growth prospects in several countries.

*  Debt vulnerabilities remain elevated in some countries. Weaknesses in public balance sheets are also
weighing on countries” external positions, with reserve buffers below levels typically considered adequate
in more than half of the countries in the region.

* At the same time, high nonperforming loans continue to put a strain on financial systems, while weak-
nesses in public financial management systems are manifesting themselves in large domestic arrears with
potential effects on growth and domestic financial systems.

The familiar challenge of finding ways to address human and physical capital investment needs is being
complicated by declining fiscal space and a less supportive external environment. Central to resolving this
challenge is building fiscal space, enhancing resilience to shocks, and fostering an environment conducive
to sustained, high and inclusive growth. Meeting this challenge would be even more difficult if the
downside risks to growth materialize (for example, if global growth is even weaker than envisioned in the
current baseline). This underscores the need to accelerate reforms and calibrate the size and pace of policy
adjustments to ensure that any shift in policies is consistent with credible medium-term macroeconomic
objectives, available financing, and debt sustainability.

While the dualism between resource-intensive and non-resource-intensive countries is manifest in their
economic prospects, policy priorities, and the severity of their budgetary constraints, these countries also
share the challenges of strengthening resilience and creating sustained high and inclusive growth. Addressing
these challenges would require:

*  Stepping up revenue mobilization, ensuring efficient public investment, strengthening public financial
management, containing fiscal risks from state-owned enterprises, improving debt management and res-
olution frameworks, and enhancing debt transparency. Enhancing exchange rate flexibility, in countries
that are outside monetary unions, and strengthened monetary policy and financial systems are also key.
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* Raising both productivity and private investment, while ensuring a more equitable sharing of the benefits
of increased prosperity. Achieving this will require policies to enhance the contestability of markets and
create an environment that fosters a dynamic private sector, such as addressing salient constraints to busi-
ness operations and deeper trade integration (notably through the African Continental Free Trade Area,
AfCFTA), and by improving access to and the provision of financial services and basic services (including
health and education).

THE ECONOMIC CONSEQUENCES OF CONFLICT

The second chapter explores the challenges faced by conflict-affected countries in sub-Saharan Africa,
providing a comprehensive analysis of the trends and economic consequences of conflicts. Although the
intensity of conflicts in recent years is lower than that observed in the 1990s, the region remains prone to
conflicts, with around 30 percent of the countries affected in 2017. Moreover, the nature of conflicts has
changed, with traditional civil wars being replaced by non-state-based conflicts, including the targeting of
civilians through terrorist attacks.

Conflicts in the region are associated with a large and persistent decline in per capita GDP and have
significant spillover effects on nearby regions and countries. They also pose significant strains on countries’
public finances, lowering revenue, raising military spending, and shifting resources away from development
and social spending, which further aggravates the conflicts’ economic and social costs.

The findings highlight the significant costs and formidable challenges faced by countries suffering from
conflict and underscores the need to prevent conflicts, including by promoting inclusive economic
development, building institutional capacity, and social cohesion. For countries in conflict, efforts should
focus on limiting the loss of human and physical capital by protecting social and development spending.
While this may be especially daunting given fiscal pressures, well-targeted and coordinated humanitarian aid
and concessional financial assistance can provide some relief.

IS THE AFRICAN CONTINENTAL FREE TRADE AREA A GAME CHANGER FOR
THE CONTINENT?

The third chapter takes stock of intraregional trade in Africa and examines the potential benefits and
challenges of implementing the AfCFTA. The AfCFTA agreement envisions elimination of tariffs on most
goods, liberalization of trade of key services, addressing nontariff obstacles that hamper intraregional trade,
and eventually creating a continental single market with free movement of labor and capital.

The AfCFTA will likely have important macroeconomic and distributional effects. It can significantly
boost intra-African trade, particularly if countries tackle nontariff bottlenecks to trade, including physical
infrastructure, logistical costs, and other trade facilitation hurdles. The picture is not uniform. More
diversified economies and those with better logistics and infrastructure will benefit relatively more from
trade integration. Fiscal revenue losses from tariff reductions are likely to be limited on average, with a few
exceptions. Moreover, deeper trade integration is associated with a temporary increase in income inequality.

The findings suggest that, in addition to tariff reductions, policy efforts to boost regional trade should focus
on reforms to address country-specific nontariff bottlenecks. To ensure that the benefits of regional trade
integration are shared by all, policymakers should be mindful of the adjustment costs that integration may
entail. For less developed and agriculture-based economies, trade policies should be combined with structural
reforms to improve agricultural productivity and competitiveness. Furthermore, governments should facilitate
the reallocation of labor and capital across sectors (for example, active-labor market programs such as training
and job-search assistance, and measures that enhance competitiveness and productivity) and bolster safety
nets (income support and social insurance programs) to alleviate the temporary adverse effects on the most
vulnerable.



1.Two-Track Recovery Amid Elevated Uncertainty

Economic recovery in sub-Saharan Africa is set to
continue with growth projected to pick up from
3 percent in 2018 to 3.5 percent in 2019.

But economic performance remains bifurcated
(Figure 1.1).

e Some 21 countries, mainly the region’s more
diversified economies, are expected to sustain
growth at 5 percent or more and remain on
the impressive per capita convergence path
they have been on since the early 2000s.

*  Butin the 24 other more resource-dependent
economies, including the largest (Nigeria
and South Africa), the growth looks set to
remain anemic in the near term. With some
two-thirds of the region’s population residing
in these countries, this implies much slower
improvement in standards of living for the
lion’s share of sub-Saharan Africans.

Against the backdrop of a complex and less-sup-
portive external economic and geopolitical
environment, the implications for policies (in the
broadest of terms) are twofold:

*  For the fast-growing economies, there is need
to hand over the reins of growth from the
public to the private sector. High growth
in many of these countries has in part been
spurred by higher levels of public investment,
leading to a steady increase in public debt
levels, notwithstanding rapid growth. This is
a sign that fiscal policy has been procyclical,
and the focus should switch toward limiting
the increase in public debt and looking for
alternative approaches to create fiscal space
for further development spending, including

through higher revenue mobilization, strength-

ening public financial management, and
enhancing the efficiency of public investment.

¢ In the more resource-intensive countries
and slower growing economies, there is a
pressing need to complete the required fiscal

and external account adjustments to lower
commodity prices, for reforms to facilitate
economic diversification, and to promptly
address the policy uncertainties that are
holding back growth (particularly in Nigeria
and South Africa). Weaknesses in public
and private balance sheets are weighing on
credit to the private sector and growth.

On current plans, macroeconomic policies are
reasonably well calibrated in most countries in the
region. Most sub-Saharan African countries have
either a neutral or a tight monetary policy stance
and have announced fiscal consolidation plans,
which if implemented would contain their debt
trajectories. These macroeconomic policies may
need to be recalibrated to support growth in the
event downside external risks materialize. However,
countries would need to ensure that any shift

in their policy stance is consistent with credible
medium-term macroeconomic objectives, available
financing, and debt sustainability. Fast-growing
countries that face elevated debt vulnerabilities
would need to prioritize rebuilding their buffers.
In contrast, in the face of shocks that are deemed
temporary, slow-growing countries could seek
additional financing to accommodate a more
gradual macroeconomic adjustment. And where
this additional financing is not available, they
should design the composition of macroeconomic
adjustments with the least damage to near- and
medium-term growth prospects.

Figure 1.1. Sub-Saharan Africa: Real GDP per Capita, 1990-23

185 Non-resource- ,’
intensive Vi
i V4
165 countries /
3
145 —
s ———
< 125 Resource-
& intensive
2 countries
105
85

1990 95 2000 05 10 15 20
Source: IMF, World Economic Outlook database.

Note: See Statistical Appendix for country groupings table.

This chapter was prepared by a team led by Papa N’Diaye, coordinated by Nkunde Mwase and composed of Seung Mo Choi,
Jesus Gonzalez-Garcia, Cleary Haines, Andresa Lagerborg, Miguel Pereira Mendes, and Torsten Wezel.
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Such policies, together with measures to raise
productivity growth and ensure more equitable
sharing of the benefits of increased prosperity,
would help sub-Saharan African countries
strengthen resilience and create the conditions for
sustained high and inclusive growth.

The rest of this chapter looks more closely at (1)
the challenges the global environment poses for the
region, (2) the causes behind and impact of rising
public debt levels, and (3) some of the reforms
needed to facilitate higher productivity growth.

Chapter 2 is devoted to a comprehensive analysis

of the challenges faced by conflict that is exacting

a toll on human lives and economies in a number
of countries in the region, in particular, the analysis
considers (1) the evolution in prevalence and
intensity of conflicts over time in sub-Saharan
Africa, (2) the impact (both directly and indirectly,
through spillover effects) of conflicts on economic
growth, (3) the key channels through which conflict
affects output, and (4) the fiscal implications.

Chapter 3 assesses the opportunities for the region
from the African Continental Free Trade Area
(AfCFTA), which is in the process of ratification
by countries. The agreement should create an
important avenue to expand trade and foster closer
economic integration between countries in the
region. The analysis focuses on three key questions
(1) How has Africa’s intraregional and interna-
tional trade evolved over time and what lessons
can be drawn from the continent’s subregional
economic communities on the potential for further
integration? (2) What is the potential impact of
the AfCFTA on intraregional trade, and what
policies are needed to foster further regional trade
integration? and (3) How will the AfCFTA affect
the welfare, income distribution, and fiscal revenue
of African countries?

MACROECONOMIC DEVELOPMENTS
AND PROSPECTS

A Complex External Environment

The global expansion has weakened amid rising
trade tensions, volatile global financial conditions,
and lower commodity prices (Figure 1.2). Global
growth is estimated at 3.6 percent in 2018,

0.1 percentage point less than projected in the
October 2018 World Economic Outlook (WEQO),
and is expected to slow to 3.3 percent in 2019
before recovering to 3.6 percent in 2020. The
outlook for the global economy reflects a persistent
weakening in activity in advanced economies,
especially the euro area, and a slowdown, albeit
temporary, in emerging markets. Over the medium
term, global growth is expected to remain below the
average prior to the global financial crisis amid weak
productivity growth and a declining labor force
growth in advanced economies.

Meanwhile, countries continue to deal with sharp
swings in commodity prices (Figure 1.3). Volatility
in commodity prices has increased, with a sharp fall
in oil prices during the last quarter of 2018. Other
non-oil commodity prices have also weakened,
partly due to subdued demand from China. This
marks a break from the sustained commodity price
recovery since 2016, and markets are expecting
most commodity prices to weaken further in
2019-20. Thus, the terms of trade for the region’s
oil exporters are expected to deteriorate, while
those for the oil importers are poised to improve
somewhat (Figure 1.4).

Volatility has also increased in global asset markets,
and at the same time global financial conditions
tightened in the latter half of 2018 (Figure 1.5).
Nevertheless, foreign investors’ appetite for

the region’s securities remained elevated, with
issuances of international sovereign bonds by
sub-Saharan African frontier markets reaching
US$17.2 billion in 2018, higher than the annual
total in any previous year. Nigeria and Angola

Figure 1.2. Global Growth Projections: Current versus October 2018

4 ecsccoec®
_ 3
o
8
& 2
World
1 e Advanced economies
Emerging market and developing economies
0 e SIh-Saharan Africa

2016 17 18 19 20
Source: IMF, World Economic Outlook database.

Note: Solid lines show current projections; dotted lines show projections
of October 2018, IMF, World Economic Outlook database.



accounted for over half of the issuances, with

about US$5.4 billion and US$3.5 billion worth of
Eurobonds, respectively, with the remainder broadly
evenly distributed across four other countries

(Cote d’Ivoire, Ghana, Kenya, Senegal). But while
Figure 1.3. Real Commodity Price Indices: Volatility of Changes in
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Figure 1.4. Sub-Saharan Africa: Goods Terms of Trade Growth,
2013-21

20
10
0 Svee .-..y' A8 LS
L~ 0 -
5]
5 -2
o
-30 e Syb-Saharan Africa
e Ol exporters
-40 Other resource-intensive countries
50 e NON-resource-intensive countries

2013 14 15 16 17 18 19 20 21
Source: IMF, World Economic Outlook database.
Note: See Statistical Appendix for country groupings table.

Figure 1.5. Sub-Saharan African Frontier and Emerging Market
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the issuances were oversubscribed, the borrowing
cost at issuance for the 30-year maturity has
increased (for example, by about 162.5 basis points
for Nigeria over the past year). The tightening

in financing costs reflects monetary policy
normalization in advanced economies and increased
risk aversion, with some differentiation based on
countries’ underlying fundamentals.

The Recovery Is Expected to Continue at a
Slower Pace than Envisaged in October 2018

Against the backdrop of a less supportive external
environment, sub-Saharan Africa’s average growth
(weighted by GDP in purchasing power parity
terms) is expected to increase from 3.0 percent

in 2018 to 3.5 percent in 2019 and 3.7 percent
in 2020 (Figure 1.6), about % percentage point
less than envisaged in the October 2018 World
Economic Outlook. But these aggregate figures mask
considerable heterogeneity across countries, with
substantial differences between resource-intensive
and non-resource-intensive countries.

Starting with resource-intensive countries, the
overall performance remains weak in the largest
economies, especially Nigeria and South Africa.

*  Growth in Nigeria was 1.9 percent in 2018 and
is expected to reach 2.1 percent in 2019, driven
by recovering oil production and a pickup
in the non-oil economy in the aftermath of
the election. However, the near-term outlook
remains subdued as a result of lower oil prices,
which have large spillover effects, including
to the non-oil economy. Over the medium

Figure 1.6. Sub-Saharan Africa: Real GDP Growth, 2013-23
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term, and under current policies, growth is
projected to plateau at about 2% percent,
implying that per capita income will remain
broadly unchanged. These subdued growth
prospects are likely to weigh on the region’s
growth performance both directly and indi-
rectly through spillovers to Nigeria’s trading
partners, remittances to recipient countries,
and financial linkages (see IMF 2018a).

*  South Africa is expected to grow at 0.8 percent
in 2018 and 1.2 percent in 2019. The recovery
is predicated on a gradual improvement in
business and consumer confidence as policy
uncertainty diminishes. Under current
policies, growth is expected to stabilize at
about 1.8 percent over the medium term,
barely above population growth. As a result,
positive spillovers to other countries through
import demand and the financial sector
are likely to be limited (see IMF 2018a).

Non-resource-intensive countries are expected to
continue growing rapidly at about 6.3 percent on
average in 2019-20. Ethiopia, the region’s third
largest economy, is expected to see growth accelerate
to 7.7 percent as the uncertainty engendered by
political headwinds and external shocks abates.
The government has also announced its intention
to pursue reforms to hand the reins of growth

to the private sector, which, if implemented
properly, could raise growth in the medium term.
Growth will remain driven mainly by rapid public
investment (Senegal) and private consumption
(Cote d’'Ivoire, Kenya), particularly in the western
and eastern parts of the region. Growth in other
resource-intensive countries is expected to pick
up, albeit at a more moderate pace of about

3.1 percent on average.

For the region as a whole and based on current
policies, medium-term growth is expected to
plateau at about 3% percent, or 1% percent in per
capita terms. This is well below what is needed to
lift the living standards of the region’s population to
the average of the rest of the world and help create
the 20 million jobs a year needed to absorb new
entrants to labor markets.

Inflation Pressures Are Easing, Driven by Low
Oil Prices

Average inflation in sub-Saharan Africa is projected
to decline to 8.1 percent in 2019 from 8.5 percent
in 2018, reflecting the large decline in global energy
prices. The pass-through of lower energy prices is
expected to more than offset the lingering effects
from past exchange rate depreciation (Figure 1.7).
Demand pressures have played a limited role in
inflation dynamics, and there is little persistence in
inflation pressure, with only a quarter of each year’s
inflation manifesting itself into the next year, on
average, across countries.

External Buffers Remain Low

The (simple) average current account deficit is
projected to widen to 7.3 percent of GDP in

2019 from 6.6 percent of GDP in 2018, mainly
reflecting a larger deficit in non-resource-intensive
countries and oil-exporting countries. The deficit
in oil-exporting countries is expected to widen,
owing to projected lower oil prices. The size of

the current account deficit primarily reflects
imbalances in public accounts (Figure 1.8), with
public savings-investment deficits about three times
as large as for the private sector in non-resource-
intensive countries. The region is highly vulnerable
to terms-of-trade shocks, and these have a large
impact on current account positions, mainly
through the trade balance. In particular, a 1 percent
change in the commodity terms of trade translates
into a 0.3-0.6 percent of GDP change in the trade
balance, with the effects varying across countries
and between positive and negative shocks.

Figure 1.7. Sub-Saharan Africa: CPI Inflation
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Figure 1.8. Sub-Saharan Africa: Savings-Investment Balance, 2014-19
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Current account positions in the region remain
below levels consistent with medium-term
fundamentals and desired policies.! However,
the range of current account imbalances varies
widely across countries, ranging from no gaps
in oil-exporting countries to large ones in
non-resource-intensive and other resource-intensive
countries.

Widening current account balances are expected

to further weaken foreign exchange reserve buffers,
which are projected to fall to 3.7 months of imports
in 2019, weakening particularly in oil exporters,
and remaining below levels deemed adequate based
on metrics derived from the crisis experiences

of emerging market and developing economies
(Figure 1.9).2 The level of reserves in the region had
been bolstered somewhat in 2018 by large capital
inflows, especially following Eurobond issuances by
frontier economies.

Fiscal Consolidation Is Expected to Proceed
More Slowly as Terms-of-Trade Gains Erode

Following a significant contraction in 2018 by
about V2 percent of GDD, the (simple) average

fiscal deficit in the region is expected to narrow to
about 3.2 percent in 2019-20 and continue on a
consolidation path beyond 2020. The consolidation
path primarily reflects the evolution of fiscal
positions in oil-exporting countries, which are now
expecting much lower oil revenue (Figure 1.10).
This highlights the procyclicality of revenue and

1. TWO-TRACK RECOVERY AMID ELEVATED UNCERTAINTY

Figure 1.9. Sub-Saharan Africa: Reserve Buffers
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capital spending to oil prices. In the face of adverse
terms-of-trade shocks, fiscal adjustment tends

to be uneven and skewed toward revenues and
capital expenditure, particularly for oil exporters
(Figure 1.11).

But this procyclicality is asymmetric. In general, an
increase in the terms of trade above trend during
“good times” raises revenues in oil exporters, while
during a decline below trend in the terms of trade
in “bad times,” revenues generally fall by an even
larger margin. This reflects in part the sensitivity
of corporate profits to commodity price cycles,
compounded by tax design challenges (related,

for example, to forward-carry losses). Similarly,

oil exporters tend to expand capital expenditure

Figure 1.10. Sub-Saharan Africa: Overall Fiscal Balance, 2018-19
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! Based on the findings from staff analysis in “The Revised EBA-Lite Methodology” (forthcoming).

* The assessment of reserve adequacy is made using IMF tools specifically designed for emerging market economies and credit-
constrained economies. See http://www.imf.org/external/np/spr/ara/ for details.
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when the terms of trade are increasing and contract
such expenditure during bad times by an even
larger margin. Recurrent expenditures are much
less sensitive to terms-of-trade cycles, reflecting
some rigidities in spending items. Fiscal positions
are expected to remain broadly unchanged in

other resource-intensive countries and improve
somewhat in non-resource-intensive countries. The
improvement in non-resource-intensive countries
mostly reflects some increased grants.

While some countries have made some progress
on domestic revenue mobilization, most have

not. Noncommodity revenue (excluding grants)
increased as a ratio of GDP in 2018 in 25 countries,
with the largest increases in the Democratic
Republic of the Congo, Equatorial Guinea, Niger,
Sierra Leone, and Togo. Most of the revenue
increase stemmed from tax revenue.® Progress

on domestic revenue mobilization reflected (1)
tax policy reforms, including through lower
exemptions, and (2) improvements in revenue
administration, including by assigning tax
identification numbers to commercial importers,
improving the land registry, and strengthening
tax audits. In other countries, non-commodi-
ty-related revenue remained broadly unchanged
or even declined as a share of GDP in a few cases
(Botswana, Republic of Congo, Nigeria). The

fall in noncommodity revenue partly reflects
one-off factors and the introduction of exemptions
(Botswana). Weak revenue administration and
narrow tax bases continue to hold back domestic
revenue mobilization. Overall, for sub-Saharan
African countries, the revenue gap, estimated at

3-5 percent of GDP on average across countries, is
not expected to be closed through the medium term
(Figure 1.12).

Public Debt Vulnerabilities Remain Elevated

Sixteen sub-Saharan African countries are classified
as having either a high risk of debt distress
(Burundi, Cameroon, Cabo Verde, Central African
Republic, Chad, Ethiopia, Ghana, Sierra Leone,
Zambia) or being in debt distress (Republic of
Congo, Eritrea, The Gambia, Mozambique,

Sao Tomé and Principe, South Sudan, Zimbabwe)
(Figure 1.13). The remaining 19 low-income and
developing countries have low to moderate debt
vulnerabilities. For middle- and upper-income
countries, public debt remains sustainable under
the baseline in most cases. However, debt ratios are
close to or exceed risk thresholds in a few countries
(Namibia, Seychelles).

Figure 1.12. Sub-Saharan Africa: Medium-Term Fiscal Plans, 2018-23
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Average public debt in sub-Saharan Africa was
estimated at close to 56 percent of GDP at the end
of 2018, with wide heterogeneity in debt dynamics
across countries. Oil exporters have seen some
debt reductions, while other resource-intensive and
non-resource-intensive countries continue to see
increases in debt. Debt reductions mostly reflect
fiscal consolidation in non-resource-intensive
countries and a growth rebound in oil exporters.

Recent GDP rebasing contributed to a sizable drop
in the debt ratio (The Gambia) and to a lesser
extent elsewhere, as this was partially offset by
commercial bank resolution (Ghana) and expansion
in the debt perimeter to cover the broader public
sector (Senegal). Also, in some highly indebted
countries, continued improvement in revenue

performance (Republic of Congo) and higher GDP

Figure 1.13. Sub-Saharan Africa: Debt Risk Status for PRGT Eligible
Low-Income Developing Countries, 2008-18
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Figure 1.14. Sub-Saharan Africa: Public Debt to GDP, 2011-23
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growth (The Gambia) are expected to strengthen
debt-servicing capacity. Progress with debt
resolution has helped reduce outstanding external
arrears (Chad), and a number of other highly
indebted countries are making good faith efforts to
reach agreement with creditors (Republic of Congo,

The Gambia).

Looking ahead, under current consolidation

plans, public debt ratios are expected to stabilize

or even decline across country groupings on
average (Figure 1.14). But the baseline public

debt trajectories are subject to significant
uncertainties, including foreign exchange and
rollover risk. Furthermore, fiscal uncertainties
related to state-owned enterprises (SOEs) and the
accumulation of public domestic arrears also weigh
on public balance sheets (Cameroon, Ethiopia,

The Gambia, Mozambique). In some cases, SOEs
pose significant fiscal and financial risks, in part due
to their relative economic size (Angola, Cabo Verde,
South Africa), and have contributed to crowding
out higher-priority public spending (Botswana,
Cabo Verde, Madagascar).

Weaknesses in Bank Balance Sheets Are
Weighing on Credit Growth

Nonperforming loans (NPLs) remain high in
many sub-Saharan African countries and have
continued to rise, particularly in some countries
where the ratios are already elevated (Central
African Economic and Monetary Community
[CEMAC]) (Figure 1.15). The high NPL levels
reflect the legacy of the 2014 commodity shock,

Non-Resource-Intensive Countries
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and real GDP growth components are as in baseline projections. Excludes Burundi, Eritrea, and South Sudan due to data availability. See Statistical
Appendix for country groupings table.
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weak risk management practices, and government
arrears (Central African Republic, Chad, Equatorial
Guinea). In Ghana, write-offs are helping reduce
the NPL overhang, as the systemwide NPL ratio
reached 18.2 percent at end-2018. More generally,
high NPL levels are weighing on credit growth
(Figure 1.16) and encouraging banks to hold more
government bonds (Bouis, forthcoming).

Despite some improvements in capital adequacy
ratios, pockets of vulnerability remain. Banks’
capital has increased as a ratio to risk-weighted
assets in several countries (Chad, Republic of
Congo, Equatorial Guinea, Gabon, Ghana,
Malawi, Namibia), though zero risk weighting of
government bonds could mask underlying capital
coverage in the event that sovereign risk materializes
(Figure 1.17). In many countries, capital increases
reflect recent measures to raise minimum capital
requirements, to resolve insolvent banks, or to
Figure 1.15. Sub-Saharan Africa: Nonperforming Loan Ratio
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Figure 1.16. Sub-Saharan Africa: Nonperforming Loan Ratio and Real
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support illiquid ones (Ghana, Kenya). However,

in a number of countries, a few small banks remain
undercapitalized (Kenya, Nigeria, Togo), and

in a few cases, systemic banks remain undercap-
italized as well. Other sources of concern for the
health of banks’ balance sheets include foreign
currency liquidity mismatches (Angola), high loan
concentration (Benin, Equatorial Guinea, Eswatini,
Malawi, Namibia), insufficient provisioning
(Angola), and increased household and corporate
debts (Tanzania).

RISKS TO THE OUTLOOK

Risks are mainly tilted to the downside in the

near term and balanced over the medium term.

In the near term, deteriorating external conditions
could slow growth in sub-Saharan Africa amid

an escalation and broadening in trade tensions,
stronger-than-anticipated tightening of global
financial conditions, and greater policy uncertainty.
In addition, the region’s dependence on agriculture
makes it vulnerable to extreme weather conditions.
Over the medium term, while low potential
growth and slow employment creation raise

risks of dislocation and threaten social cohesion,
further trade and financial integration promise to
improve living conditions and facilitate structural
transformation.

Trade Tensions

Trade tensions between the United States and China
and several advanced economies have contributed to
slowing global demand, especially in China, which
in turn has led to lower commodity prices and
Figure 1.17. Sub-Saharan Africa: Regulatory Capital Ratio
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weaker demand for sub-Saharan Africa’s commodity
exports. Intensification of these tensions beyond
what is already incorporated in the forecast could
slow growth in the region significantly. Indeed,
growth-at-risk analysis indicates that heightened
trade tensions along with increased trade policy
uncertainty in the United States, slower growth

in China, lower commodity prices, and tighter
global financial conditions could lower growth in
sub-Saharan Africa by 2 percentage points in 2019
and 1% percentage points in 2020 (Figure 1.18).
Sub-Saharan African countries most affected by
trade tensions would be commodity exporters,
along with those countries (commodity exporters
and importers alike) that have stronger linkages
with China and global markets, and those with
large refinancing needs.

However, if there is a resolution of trade differences
without increasing distortionary barriers, improved
sentiment and continued easing financing

Figure 1.18. Trade Tensions, China Slowdown, and Global Financial
Conditions
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conditions could lift global growth, with positive
effects on sub-Saharan Africa.

Sharper-than-Anticipated Growth Slowdown
in China

China’s economic ties with the region have
deepened markedly over the past 20 years both
through trade and financial linkages. China is the
region’s largest trading partner, accounting for
about 20 percent of total trade. About 70 percent
of the region’s exports to China are related to
commodities, particularly oil, minerals, and metals.
About 20 percent of the region’s imports are from
China, and they are dominated by consumer
goods imports (45 percent) and to a smaller extent
physical capital goods and intermediates. Imports
from China amounted to US$67.5 billion in 2017,
compared with US$13.7 billion imports from the
United States and US$79.7 billion imports from
Europe. At the same time, China has become a
major creditor for the region, providing significant
lending to several countries as well as foreign
direct investment (about 5 percent of total foreign
direct investment). China’s direct investment into
the region is typically in metals and energy and
flows primarily to resource-intensive countries.
These investments are then channeled back into
China through exports of metals and minerals
(Figure 1.19).

Thus, a sharper-than-anticipated slowdown in
China has the potential to affect growth in the
region significantly, mainly through trade linkages,
particularly the demand for commodities with

its attendant effects on commodity prices.

Figure 1.19. Sub-Saharan Africa and China Trade and Investment Flows, 2005-16
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Overall, empirical estimates indicate that, over

a one-year horizon, a 1 percent fall in industrial
production in China leads to a 5-7 percent fall

in metals and fuel prices (see IMF 2016b). These
effects could be compounded by several factors,
including a reduction in China’s investment in
resource-intensive countries and increased volatility
in global financial markets as uncertainty rises about
economic prospects in China. Increased volatility
in global markets could lead to a tightening in
financing conditions for the region’s frontier
economies.

Tighter Global Financial Conditions

Stronger-than-anticipated tightening of global
financial conditions could arise from a range

of triggers besides escalating trade tensions,
including higher-than-expected inflation in the
United States, a “no-deal Brexit” withdrawal of

the United Kingdom from the European Union,

or a deeper-than-envisaged slowdown in China.
Tighter global financial conditions could constrain
financing and growth for many sub-Saharan African
countries, especially the region’s frontier economies,
which have relied heavily on global markets to
finance development needs. Furthermore, as
tighter financial conditions are likely to manifest
themselves in higher US interest rates, a stronger
US dollar, and lower commodity prices, capital
outflows and refinancing risks—particularly given
the lumpy maturity of bonds (Figures 1.20 and
1.21)—could rise, increasing the likelihood

Figure 1.20. Net Financial Flows: Estimated Cumulative Impact of
External Factors
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estimation based on Chapter 2 in Regional Economic Outlook:
Sub-Saharan Africa, October 2018.

of a balance of payments crisis in sub-Saharan
Africa. Second-round effects could be substantial,
compounded by growing sovereign-bank linkages
that make banking sectors increasingly vulnerable
to tightening global financial conditions and fiscal
challenges.

Climate Shocks

Climate shocks such as excessive rains or a delayed
rainfall season can lower agricultural output,
increase food imports, reduce export and tax
revenue capacity, and increase public spending
needs. Below-average precipitation can reduce
growth by up to 1% percentage points within the
same year in extreme cases (Figure 1.22). Cyclone
Idai made landfall in March 2019 in southeast
Africa with more than 2.6 million people affected
and a decimation of physical infrastructure and
farmland. In addition, El Nino could cause
droughts in southern Africa (Botswana, Lesotho,
Malawi, Mozambique, South Africa, Zambia,
Zimbabwe) as well as above-average rainfall in east
Africa (Ethiopia, Kenya, Tanzania, White Nile
Basin). Thus, southern African countries are likely
to suffer from lower crop production, while east
Africa could benefit from abundant production in
certain areas while suffering from flooding in others
(particularly along the river systems of Kenya).
These weather vagaries could also imply significant
welfare implications with potential effects on
conflicts.

Figure 1.21. Sub-Saharan African Frontier and Emerging Market
Economies: Maturity of International Sovereign Bonds
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Figure 1.22. Impact of Droughts on GDP*
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" Drought is defined as a dummy for average annual rainfall being at
least one standard deviation below the mean.

Security

Heightened security risks have taken a toll on
several countries, displacing millions of people and
causing significant economic and social costs. The
number of internally displaced persons is estimated
to have reached 18 million in 2018 alone. As shown
in Chapter 2, the loss of human life; destruction
of infrastructure, human capital, and institu-
tional quality; political instability; and elevated
uncertainty associated with conflicts hamper
investment and economic growth—not only in

the year of the conflict but also afterward, making
it difficult to escape the “conflict trap.” Intense
conflicts could lower output by a cumulative

7Y2 percentage points through the medium term
(Figure 1.23). They could also place significant
strains on countries’ public finances, raising
expenditure (including military spending) and
lowering revenue, hampering governments’ ability
to effectively respond to public finance challenges
and thereby exacerbating the economic and social

Figure 1.23. Sub-Saharan Africa: Cumulative Impact of Intense
Conflicts on GDP'
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" Intense conflict is defined as moving from 0 to the top quartile of
countries in terms of conflict-deaths-to-population ratio.
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costs of the conflicts. Furthermore, these effects

are also transmitted to neighboring regions and
countries. In particular, the empirical evidence in
Chapter 2 shows that large conflicts (involving 100
fatalities or more) in neighboring states within 500
kilometers are associated with a reduction in growth
of about 2 percentage points. Thus, persistent
security challenges could have global economic and
humanitarian consequences.

POLICIES

For close to 20 years starting in the mid-1990s, the
lion’s share of sub-Saharan countries recorded strong
economic growth and improved development
outcomes. During this period, growth was spurred
by reforms and improved economic policies,

a boom in commodity prices that benefited
commodity exporters, fiscal space created by debt
relief, and increased trade and investment flows.

But since 2015 this period of rising incomes has
stalled, mainly for resource-intensive countries, and
baseline projections indicate limited improvement
over the medium term. The deterioration in
economic outcomes and prospects is mainly due

to the historically large adverse terms-of-trade shock
in 2014. Oil exporters faced the largest real oil price
decline since 1970—a decline that was unanticipated
both in timing and magnitude, with real GDP

for oil-exporting and other resource-intensive
countries turning out to be significantly below
earlier projections. At the same time, economic
outcomes for non-resource-intensive countries have
been broadly in line with projections, if not slightly
better than expected, and baseline projections
suggest continued strong growth over the medium
term. Nevertheless, by 2023 more than half of
sub-Saharan African countries won't see a narrowing
in their per capita income gap with the rest of the
world. And as these countries are home to more
than two-thirds of the region’s total population,

it is imperative that the challenges they face be
resolved if the region is to achieve its Sustainable
Development Goals. Meeting these goals would
require substantial investment in infrastructure,
education, and health care, the financing of which
hinges on the ability to spur joint efforts from
national authorities, the donors’ community, and
the private sector (Gaspar and others 2019).
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The rest of this section considers the reforms
required to strike a balance between continuing

to invest in much-needed human and physical
capital, keep public debt levels at manageable levels,
and create conditions to generate jobs for some

20 million new entrants into the labor market

each year.

Ensuring Macroeconomic and Financial
Stability

Striking the right balance between addressing
development needs and containing public debt levels.

The reasons for the pronounced increase in public
debt in many sub-Saharan African countries are
generally country-specific. Some of the debt increase
reflects efforts by countries to address much-needed
human capital and infrastructure development
needs at a time of easier global financial conditions.
In other cases, the debt increase was unanticipated
and instead reflected the adverse impact of the
commodity price shock—in many cases, the impact
of the 2014-16 commodity price slump on output
(and public debt) was commensurate with that
observed in the wake of the global financial crisis on
many advanced and emerging market economies.
And in other cases, the contributory factors to the
public debt buildup have included the migration

of contingent liabilities to the public sector balance
sheet, sometimes reflecting losses by SOEs and
valuation effects associated with exchange rate
depreciations.

The concerns with the rising level of debt are

threefold:

First, seven countries, mainly in fragile situations
and/or hard-hit by the commodity price slump have
found themselves unable to service their debt and
thus needing to restructure it. This includes Chad,
Mozambique, and the Republic of Congo.

Second, even where public debt remains at
manageable levels, higher public debt is translating
into higher debt service payments that are
consuming a growing share of tax revenues.

Debt servicing costs have increased sharply in
sub-Saharan Africa, with the median interest
payment burden doubling to about 10 percent of
revenue since 2011 (Figure 1.24). This increase

Figure 1.24. Sub-Saharan Africa: Interest Payments
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in debt service is due both to higher debt levels
and a shift in the composition of debt. As official
development assistance has declined in relation to
recipient countries’ GDP, and against a backdrop
of increased fiscal space from debt relief, many
countries in the region have turned to commercial
and other nonconcessional sources to borrow to
meet their development needs.

Third, the composition of public debt has

become more complex in many cases. Of the
US$366 billion increase in debt between 2010

and 2017, about two-thirds was due to market
borrowing (either from domestic financial systems
and/or international capital markets) and thus
subject to repricing risk; about 43 percent was in
foreign currency and thus sensitive to exchange

rate movements; and 13 percent was from bilateral
creditors. Of course, the increased availability of
alternative funding sources has also been helpful in
some instances—for example, Céte d’Ivoire, Ghana,
Kenya, Nigeria, and Senegal, have used favorable
global financing conditions to improve the maturity
structure of debt, replacing short-term debt with
longer-term debt, thus reducing rollover risk.

These challenges highlight the need for fiscal policy
to pay strong attention to avoiding an unsustainable
debt buildup as well as strengthening debt

management practices.

While debt ratios have gone up, the investment
needs remain large, including in infrastructure,
education, and health. To navigate these challenges
and strike the right balance between meeting
development needs and reducing debt vulnerabil-
ities, the focus should be on:



Ensuring efficient public investment. This
requires improved project planning, allocation
and implementation phases (IMF 2015a).

In particular, it entails assessing the macro-
economic consequences and potential risks
associated with alternative financing strategies,
different public investment trajectories, and
changes in investment efficiency. The appro-
priate trade-off between these two competing
priorities clearly depends on country-specific
circumstances and conditions, including
financing modalities. The baseline projections
assume higher efficiency in public investment
for countries with high debt (Figure 1.25), but
the case for ramping up infrastructure spending
varies across countries based on needs, capacity,
and fiscal space. Where debt dynamics are a
serious cause for concern, the case for using
fiscal savings to contain debt accumulation
and rebuild fiscal buffers is stronger. Even

so, rebalancing public spending away from
nonessential recurrent spending and subsidies
toward social and development spending could
help provide space to advance development
needs. Where infrastructure gaps are impeding
growth and public investment management
capacity is high, the case for using fiscal space
for development purposes would be strong.

Implementing growth-friendly fiscal policies.
Multipliers of both public investment and
consumption expenditure are significantly
larger in countries where public investment is
most efficient, and lower in countries where

Figure 1.25. Sub-Saharan Africa: Public Investment Incremental
Capital Output Ratio and Public Debt

Incremental capital output ratio, 2018-23
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it is less efficient (IMF 2017). In many cases,
improving the composition and quality of
spending requires decisive action to substan-
tially cut low-priority capital expenditure
and recurrent spending while protecting
social outlays to mitigate the impact on

the most vulnerable population. Efficiency
improvements in goods and services (including
reducing subsidies), payroll cleanup, and limits
on nonwage compensation (as successfully
done in Benin) could help contain recurrent
spending while placing priority on social
spending on health, education, and social
safety nets. The region’s growth potential
could also benefit from growth-friendly fiscal
policies. For example, simulations indicate
that reducing income and gender inequality
in the West African Economic and Monetary
Union (WAEMU) could boost real GDP per
capita by 0.5 percentage point on average
and reduce the volatility of GDP growth.

Stepping up revenue mobilization. With an
average revenue gap estimated at 3—5 percent
of GDP, all countries have significant room to
raise revenue. And yet progress on domestic
revenue mobilization has been elusive. Revenue
advanced in 2018 by about 0.3 percent of
GDP on average across countries, mainly on
the back of higher-than-anticipated oil prices.
This compares with an average increase in
revenue (excluding grants) of 1% percent

of GDP in past successful cases of revenue
mobilization, which was mostly contributed
by noncommodity revenue (Liberia, 2006—10;
Mozambique, 2007-12; Rwanda, 2012-14;
Senegal, 2001-03; Tanzania, 2005-07;
Uganda, 2014-16). These successful episodes
were based on improvements in revenue admin-
istration and tax policy reform (IMF 2018c).
To increase the efficiency of the tax system
and enhance tax administration, a number

of countries are considering measures to
broaden their tax base, such as introducing

or reforming the value-added tax system
(Angola, Senegal), bringing the informal sector
into the tax net (Senegal), and reducing tax
expenditures (Benin, Kenya)—including by
streamlining tax exemptions and ensuring

that those exemptions in place are granted
through a rules-based transparent process.
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e Improving economic efficiency and contain-
ing fiscal risks from SOEs. In the context
of continued restructuring efforts, several
countries have increased transparency by
publishing findings of official reports on SOE
performance (Cabo Verde, Cameroon, Ghana),
strengthening and improving the governance
of an SOE oversight agency (Angola, Ghana),
auditing SOE governance and operations
(The Gambia, Niger, Seychelles), updating
the legal framework for SOEs (Cameroon,
Guinea, Mozambique), and outsourcing
SOE management (Guinea-Bissau). In some
cases, an SOE restructuring program includes
resolving insolvent SOEs (Angola) or possible
privatization of nonstrategic SOEs (Angola,

Cabo Verde, Chad, Ethiopia, South Africa).

* Reducing procyclicality of spending. Some
countries plan to develop a fiscal rule to support
transparent and prudent management of
future oil revenue and move to a fiscal stabi-
lization fund to help reduce the procyclicality
of spending (Angola, Senegal, Uganda).

*  Strengthening public financial management.
The failure of existing systems and tight
financing conditions is manifesting itself in
large domestic arrears (Cabo Verde, Cameroon,
Ghana, Sdo Tomé and Principe, South Africa,
Zambia), with attendant negative effects
on growth and domestic financial systems.
Enhancing the medium-term expenditure
framework (Angola, Botswana), switching
to the Treasury Single Account (Republic
of Congo, Cote d’Ivoire), moving to per-
formance-based budgeting (Botswana), and
enforcing internal controls (Angola, Uganda)
could help avoid misallocation of expenditure
and smooth arrears management. Furthermore,
improving capital project selection (Benin,
Senegal, Seychelles, Tanzania) would
enhance the efficiency of investment and
reduce potential risks arising from SOEs and
public-private partnerships (Seychelles).

* Improving debt management frameworks
to better manage currency and rollover
risks. A number of countries have used debt
buybacks to ease near-term refinancing risks
and reprofile external debt (for example,

Ghana’s buyback of the 2022 Eurobond
with proceeds from the 2018 Eurobond,
which was also its first ever bond with a
30-year maturity) and to better align the
repayment currency with foreign exchange
earnings (Seychelles). To reduce bunching of
external loan repayments, most countries have
turned to multitranche Eurobond issuances.
Nevertheless, caution is warranted as delayed
buybacks with the Eurobond proceeds

could result in unnecessary carry costs.

Strengthening the effectiveness of monetary policy

The monetary transmission mechanism in the
region has strengthened, but there are large
differences across countries. Empirical evidence
suggests that the transmission mechanism is
much stronger in countries where monetary
authorities clearly communicate their policy
objective, instrument, and strategy. Strengthened
communication and transparency have helped
reduce the frequency of surprise monetary policy
decisions (Mozambique, South Africa). However,
in recent years, a few countries (Kenya, Malawi,
Nigeria) have witnessed a reversal of some of
these gains. In those cases, central bank financing,
redirecting bank lending toward government
securities (Malawi), crowding-out effects (Nigeria),
and lending rate caps that reduce the central bank
policy rate’s signaling effect (Kenya) have affected
the transmission mechanism. In addition, concerns
about access to credit and borrowing costs have
led to populist pressures to introduce interest
controls (Kenya, Malawi), with attendant adverse
consequences on the availability of credit.

Enhancing the monetary transmission mechanism
would require raising caps on interest rates; moving
toward a more market-oriented monetary policy
operating system and reducing fiscal dominance;
improving secondary bond and interbank markets;
reducing excess liquidity in banking systems
through active use of open market operations;
enhancing transactions in interbank markets,
including by addressing concerns about counter-
party risks ,such as a new collateral mechanism for
bank refinancing operations (CEMAC, WAEMU);
and expanding the collateral framework to include
all government securities (CEMAC, Botswana).
Additional policy recommendations include
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bringing short-term interest rates into positive further exchange rate flexibility, barring balance
territory in real terms and keeping them there sheet vulnerabilities, as part of a broader product
(especially in Angola); narrowing the overnight and labor market reform effort would enhance
interest rate corridor and establishing a symmetrical resilience and facilitate structural transformation.
interest rate corridor with rates linked to the key In countries with de jure fixed exchange rate
policy rate; developing robust forward-looking regimes, such flexibility would mainly stem from
frameworks for forecasting liquidity and managing relative price adjustments, and thus would require
inflation; and strengthening the independence of further structural reforms to enhance wage and
central banks. price flexibility.

Enhancing real exchange rate flexibility Securing financial stability

Lower external buffers have meant increased Several sub-Saharan African countries have
exchange rate pressures in some countries and have tightened macroprudential policies to safeguard
exacerbated foreign exchange shortages. This has financial stability, including through restrictions on
translated into large premiums between official banks’ foreign exchange positions, higher reserve
and parallel market exchange rates, particularly for requirements, and capital requirements (Angola,
oil exporters (Angola, South Sudan) (Figure 1.26) Ghana, Mozambique, Nigeria). Some countries
and a few other resource-intensive countries, such are taking steps to reduce NPLs, including by

as Ghana. Countries have generally responded strengthening creditor rights and reducing lengthy
to market pressure by relying more on reserves judicial processes in recovering collateral, halting
than exchange rate flexibility. In part this reflects net accumulation of public domestic arrears to
concerns about large foreign-currency-denominated the private sector (Equatorial Guinea), improving
liabilities, significant pass-through of exchange rate the credit information system, modernizing
changes to inflation (estimated at about 40 percent), the insolvency regime, implementing financial
and limited responsiveness of output and exports education programs for medium-size corporates,
to real exchange rate changes (owing to the small and providing adequate safeguards to borrowers,
size of the manufacturing sector). Nevertheless, including through customer protection measures.*

Figure 1.26. Sub-Saharan Africa: Exchange Market Pressure, 2017-18
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Sources: IMF, International Financial Statistics database; and IMF staff calculations.

Note: The indicator of exchange market pressure index is the sum of the negative percent change in US dollar/local currency exchange rate plus the
percent change in reserves. The changes are December to December of previous year. Negative values indicate pressure. EMPI = exchange market
pressure index. See page vi for country abbreviations table and Statistical Appendix for country groupings table.

4 Many countries in the region have recently engaged in several initiatives to promote bank lending. Cabo Verde is considering
providing partial guarantees on loans to small and medium-size enterprises; CEMAC plans to update the credit registry (though the
initiative has been postponed until the end of 2020) and to have an operating credit bureau by early 2020; Guinea has operationalized
a new credit information system to provide better information on customers’ creditworthiness; Kenya is improving information from
credit reference bureaus and has adopted a law on a movable collateral registry to expand the collateral available against bank lending;
and Niger has strengthened the credit bureau through March 2018 legislation that obliges utilities to provide information about the
payment discipline of their clients, and is preparing a law on “warrantage” (defined as granting credit with grain as collateral in secure
warehouses).
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Nevertheless, addressing persistent NPLs requires
comprehensive NPL reduction strategies, including
regulatory efforts to accelerate loss recognition,

a stronger supervisory focus on recovery actions

by banks and reforms of insolvency and debt
enforcement frameworks to enable swift restruc-
turing of the debt of distressed but viable borrowers,
and support for the consistency and efficiency of
judicial proceedings. Authorities could also establish
permanent macroprudential buffers (on top of a
microprudential minimum) that could be relaxed at
the discretion of regulators in the event of shocks,
thereby allowing NPLs to be absorbed by capital
and for continued provision of credit.’

Sub-Saharan African countries have made progress
in strengthening their banking sectors. CEMAC
adopted a number of new regulations, including on
the definition of systemically important institutions
(in line with the Basel Committee recommen-
dations), the accelerated resolution of small
microfinance institutions, and a sound emergency
liquidity assistance framework. WAEMU adopted
new prudential rules aligned with the Basel II/111
principles that should help consolidate banks’
balance sheets and address vulnerabilities. Despite
this progress, transitioning to the International
Financial Reporting Standard 9 (IFRS 9) requires
further strengthening banks’ balance sheets, since
the requirement to increase provisioning has meant
raising further capital for many countries. Banks’
compliance with IFRS 9 could have substantial
macro-financial implications during the transition,
including for credit growth and sovereign exposures,
though it is too early to tell if the transition to
IFRS 9 has had any such effect (Box 1.1).

The loss in correspondent banking relations is
compounding financial sector challenges

A number of countries have responded to the loss
of correspondent banking relationships (CBRs) by
upgrading their anti-money-laundering/combating
the financing of terrorism frameworks and other
related legal and regulatory amendments in line
with Financial Action Task Force standards (Angola,
Seychelles). The decline in CBRs has resulted in

a higher concentration in those relationships that
remain, which carries a risk to financial stability

> For more details, see IMF (2014 a, b).

should any of the few remaining correspondent
banks struggle to honor obligations. Looking ahead,
ongoing reforms to strengthen the financial stability
framework are expected to help reduce the risk of
further loss of CBRs, especially through interna-
tional capital adequacy requirements (Seychelles).
In addition, countries are actively engaging with
correspondent banks and their supervisors to

better understand the specific reasons for the loss
(Seychelles). There are various initiatives underway
to help countries develop more sustainable
frameworks, including at the multilateral level. For
example, the IMF has established regional initiatives
to facilitate policy dialogue and identify solutions

to CBR issues, including a high-level workshop on
CBR withdrawal for Southern African Development
Community (SADC) countries in 2018 and three
more events covering all of Africa planned for

2019. Some countries are also implementing a

data monitoring framework (Angola, The Gambia,
Seychelles) with some capacity support from the IME

Raising Medium-Term Growth

The region’s medium-term growth prospects

are held back by low productivity growth and
limited physical capital accumulation, compared
with countries at similar levels of development

in Asia, developing Europe, and Latin America
(Figure 1.27). Raising these growth prospects will
require increasing productivity and promoting
private investment and risk taking, including by
deepening financial systems, while sustaining the
gains will require making growth more inclusive.

Increasing productivity and enhancing the business
environment

Increasing productivity will require enhancing the
contestability of markets and nurturing a dynamic
private sector. This in turn means removing the
most salient constraints to business operations,
especially access to reliable electricity provision, rent
seeking, informal sector practices, security concerns,
tax rates, and access to credit (Figure 1.28). Thus,
measures aimed at leveling the playing field between
public and private firms and between firms in the
formal and informal sectors, improving governance,
and fostering trade openness and integration could
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Figure 1.28. Selected Emerging Market and Developing Regions:
Major Constraints to Business Operations
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spur competition and help lift productivity.® As
shown in Chapter 3, further trade integration
through the AfCFTA could significantly boost
intra-African trade, foster competition, and increase
efficiency. The growth impact would be positive,
but relatively muted, amounting to an estimated

1 percent increase in GDP levels if tariffs are
eliminated and nontariff barriers are halved.

Deepening financial markets

Deepening financial systems with improved
provision of and access to financial services as well
as increased efficiency requires improving financial
regulation and supervision, and more broadly,

¢ See IMF 2019a for a discussion on governance issues.

improving the relevant institutional environment.
Such efforts could help enhance access to finance,

particularly for small and medium-size enterprises,

as firm-level survey data suggest that access to
finance tends to be more constrained in economies

with very high NPL ratios or severe corruption.

Countries in sub-Saharan Africa have focused

on strengthening controls and anti-corruption
frameworks (Angola, Benin). Additional measures
to deepen financial markets include promoting
credit/collateral registries (Angola, Benin, Tanzania),
enhancing financial literacy (Seychelles), developing
regional capital markets, and leveraging fintech

(for example, mobile money, see Box 1.2) for
greater financial inclusion.

Equality of opportunities

Empirical evidence suggests that most of the
return to capital in sub-Saharan Africa accrues

to nonfinancial corporates (55 percent), while
households receive the least (20 percent), and

their share has been declining over time. Within
corporates, those with high levels of state ownership
seem to enjoy higher benefits, including greater
access to credit. Within households, there has

been some progress toward greater equity, with the
share of income earned by the highest 20 percent
of the income distribution declining” and that of
the “middle-income earners” increasing. This is
consistent with a scenario in which there is a rising
middle class with increasing opportunities to reap
benefits from returns to capital. Despite these

7 However, there are well-known underreporting issues for earners at the top of the income distribution.
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improvements, however, there is scope to foster *  Fiscal reform, including domestic revenue
greater inclusion. Some 40 percent of people in mobilization and subsidy reform, to create
sub-Saharan Africa still live on less than US$1.25 space for transfer mechanisms targeted

a day, and the region has among the highest levels to the poor, and efficient spending

of gender inequality in the world. Addressing these on physical and human capital.

challenges will require, in particular
*  Deepening financial systems with

*  Facilitating the movement of labor greater financial inclusion to help
toward other sectors than the government further reduce inequalities.
and agriculture to generate significant
gains in efficiency (Figure 1.29). *  Enhancing women’s participation in the
Figure 1.29. Sub-Saharan Africa: Labor Productivity and Earnings economy, including by abolishing legal
Relative to Government Sector restrictions for women to open bank accounts
7 or accept jobs, and addressing inequality
_ 6 o Utiies in education (Box 1.3) to strengthen inclu-
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Box 1.1. Transitioning to International Financial Reporting Standard 9

International Financial Reporting Standard (IFRS) 9, which changes the accounting rules for financial
instruments, became effective worldwide in 2018. Adopting IFRS 9 is expected to provide more transparent
disclosure of financial instruments, but banks would need to possibly increase provisions and possibly raise
capital during the transition. Transitional arrangements, as introduced in some countries in the region, can
help mitigate the potential impact on credit, while quantitative impact studies can help measure their severity.

Banks may need to increase loan loss provisions and raise capital, which is costly, during the transition to
IFRS 9. IFRS 9 is used in about four-fifths of sub-Saharan African countries. While sectoral application
of the standards differs across countries, banks are required to use IFRS 9 in many of them. Under

the old standard (International Accounting Standard 39), provisions depended on actual incidences

of default, implying that if a default had not occurred, banks did not have to take impairments. This
implied a delayed recognition of credit losses in some cases, which was identified as a weakness of the
old standard after the global financial crisis. Thus, the new standard, IFRS 9, intends to ensure that the
credit risk of financial assets is assessed based on a forward-looking “expected credit loss” framework.
This means that provisions are based on the likelihood of a default and potential losses. Overall, IFRS 9
is expected to provide more transparent disclosure of financial instruments. However, banks may need to
raise regulatory capital due to increased provisions during the transition to IFRS 9, which is costly.

The modalities of the transition to IFRS 9 for banks vary across sub-Sabaran African countries. In order to

mitigate the potential impacts of IFRS 9 on capital positions, some authorities responded by allowing

banks to adjust their capital over an extended period (for example, for three years in South Africa, four
years in Rwanda and Nigeria, and five years in Kenya). Some authorities took a further step by setting
the provisioning for government securities at zero (Rwanda).!

There is a concern that adopting IFRS 9 could have adverse macro-financial impacts during the transition
period, including downward pressure on credit growth. A quantitative assessment of the impact of the move
to IFRS 9 on South African banks found a 39 percent increase in credit impairment but no breaches

of capital adequacy ratios (SARB [2018]). In Rwanda, the provision coverage ratio has been on an
increasing trend since the adoption of IFRS 9, and credit growth remains lower than the 2017 average
(Figure 1.1.1). That said, the causality from
IFRS 9 adoption to credit growth has so far been

hard to establish (particularly given e Figure 1.1.1. Rwanda: Provision Coverage Ratio and Credit Growth'

: : 80 25
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Source: IMF, Financial Soundness Indicators.
" Credit refers to total gross loans.

This box was prepared by Seung Mo Choi and Amadou Sy.

! However, setting the provisioning for government securities at zero could distort banks’ decision to allocate assets.
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Box 1.2. Financial Development and Mobile Money Growth in Sub-Saharan Africa

Financial development—excluding mobile money transactions—has grown faster in sub-Sabaran Africa
than in other regions, but its overall level continues to trail that of other economies.' Progress in financial
development differs across countries, with faster growth among countries that started off with lower
financial development (Burkina Faso, Chad, Democratic Republic of the Congo, Republic of Congo,
Cote d’Ivoire, Gabon, Sierra Leone, Togo). Overall, during 201116, the pace of development in
financial markets has far exceeded that of financial institutions, albeit starting from a low base. Financial
markets benefited primarily from deepening in the stock and bond markets, while financial institution
development was propelled by improved access to banking sector infrastructure (branches and ATMs).
Sub-Saharan African countries outperformed comparator regions in Asia and the Middle East and
central Asia in these categories but trailed in financial deepening of banking and nonbanking sectors
(Figure 1.2.1).

Figure 1.2.1. Financial Development Index
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Source: IMF staff calculations.

Note: EAP= Asia and Pacific; EUR = Europe; MENAC = Middle East, North Africa, and Central Asia;
SSA = sub-Saharan Africa; and WHM = Western Hemisphere.

Usage of mobile money accounts has continued to surge at a faster pace than in other regions. Indeed,
mobile money accounts have surpassed traditional deposit accounts in sub-Saharan African (IMF 2019a)
(Figures 1.2.1 and 1.2.2).

Figure 1.2.2. Sub-Saharan Africa: Mobile Money Accounts, 2017 Figure 1.2.3. Sub-Saharan Africa: Mobile Money versus Traditional
Banking, 2012-17
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This box was prepared by Amadou Sy and Torsten Wezel based on findings from IMF (2019b).

! Financial development is measured by the Financial Development Index, which encompasses financial institutions—banking
and nonbanking—as well as markets across three dimensions: depth, access, and efficiency (Sahay and others 2015).
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East Africa, which has the highest mobile money usage in sub-Saharan Africa, offers useful lessons as
it developed an infrastructure that uniquely built on the latent demand for mobile financial services in

the region

East African countries favored a telecom-led regulatory model. In this framework, the
telecom provider works with the financial regulator to establish the infrastructure for mobile
payments. The telecom-led model has proved more successful in attracting users than the
bank-led model that other sub-Saharan African countries promoted.

East African countries tended to have a dominant telecom provider with a large market
share, which provided an initial critical mass of users needed to push mobile money past
the niche level. In Kenya, Safaricom has a share of nearly 70 percent of the market; in
Tanzania, Vodacom has a market share of close to half. Having a large market share allowed
most mobile payment users to operate on a single platform without facing compatibility
issues, though this raises concentration and potential stability concerns. Mobile money
interoperability is increasingly allowing transactions between users of different service
providers.

East African countries, particularly in the East African Community, have national
identification systems. These systems facilitate faster mobile payment adoption rates
and enable more secure transactions.
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Box. 1.3. Sub-Saharan African Demographic Trends and Gender Gaps in Education

Sub-Saharan Africa’s population is growing rapidly, presenting an opportunity for a demographic dividend.
The region’s population could double in the next three decades, and quadruple by the end of the century
(Figure 1.3.1). The large entry of young people into the labor force is associated with a decline in the
dependency ratio as fertility rates are expected to decline from current levels. This declining dependency
ratio presents a large opportunity for the region. Indeed, many developing economies in south and east
Asia that saw their dependency ratios decline witnessed a demographic dividend and rapid growth

(IMF 2015b; Aiyar and Mody 2011). However, for the region to harness its demographic dividend,
declining dependency ratios are not sufficient but need to be complemented by creating jobs to absorb
new entrants into the labor market and scaling up human capital through improvements in health

and education to ensure that new workers enter the labor market at higher wages and into higher-
productivity employment.

Scaling up human capital to support growth will require closing gender gaps in education which requires work
on several margins. While gender gaps in education have narrowed substantially in many countries, some
still see fewer than three girls enrolled in secondary education for every four boys in some sub-Saharan
African countries (Figure 1.3.2). Higher public spending on education is part of the solution. Better
infrastructure, in particular, improvements in sanitation facilities and women’s health, and in some cases
raising the legal age of marriage for men and women, are other factors that are associated with narrower
education gaps across all developing economies (Jain-Chandra and others 2018). These policies should
be complemented by measures to level the playing field for economic participation by women, including
in the context of rapid technological advances, including automation. Overall, such measures would level
the playing field between women and men and could result in higher productivity growth and stability
gains (Cuberes and Teignier 2016; Sahay and Cihak 2018).

Figure 1.3.1. Sub-Saharan Africa: Projected Population Size Figure 1.3.2. Selected Sub-Saharan African Countries: Ratio of
and Dependency Ratio Female-to Male Secondary Enroliment, 2016
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2. The Economic Consequences of Conflicts

Armed conflict in its various forms and manifes-
tations remains pervasive around the world.! In
sub-Saharan Africa, while a declining trend was
observed in the incidence and intensity of conflicts
since the early 2000s, there has been an uptick

in violence in recent years that mirrors the global
increase in conflict. Overall, about a third of the
countries in the region have been affected by
conflict in recent years.

As history has repeatedly shown, conflicts impose
immeasurable human suffering and large economic
and social costs. The loss of human life; destruction
of infrastructure, human capital, and institutions;
political instability; and greater uncertainty
associated with conflicts can impede investment
and economic growth—not only during conflict
but also afterward, making it difficult to escape

the “conflict trap.”” In addition, conflicts tend to
complicate public finances, lowering revenue by
destroying part of the tax base while raising military
expenditures. Fiscal deficits and public debt rise as
a result, and resources shift away from social and
developmental spending, which further accentuates
the conflicts’ debilitating consequences.

At the regional level, conflicts pose an additional
challenge because of their potential spillover effects.
Conflicts can spread to neighboring states—a
direct spillover effect (Hegre and Sambanis 2006).
They can also have indirect spillover effects by
depressing economic activity (for instance, due to
increased uncertainty or trade disruption) or by
creating social strains (for example, due to a large
influx of refugees) in nearby countries, even if
those countries remain uninvolved in the conflict
(Murdoch and Sandler 2002; Gomez and others
2010; Qureshi 2013).

Against this backdrop, this chapter explores
the economic consequences of conflicts in sub-
Saharan Africa by focusing on four key questions:

*  How have the prevalence and intensity of
conflict evolved over time?

e What is the impact of conflict on economic
growth both directly, and indirectly through
spillover effects?

*  What are the key channels through which
conflict affects economic growth?

*  What are the fiscal implications of conflict?

The analysis, based on country- and state-level data
for a sample of 45 sub-Saharan African countries
during 1989-2017, shows that after peaking in

the late 1990s, the number of conflict incidents
and deaths in the region fell substantially during
the 2000s. Since 2010, however, there has been

a resurgence in conflict-related deaths, especially

in the Sahel region—although they remain below
the levels observed in the 1990s. Moreover, the
nature of conflicts has also changed in recent years,
with traditional civil wars being largely replaced by
non-state-based conflicts, including the targeting of
civilians through terrorist attacks.

The findings presented in this chapter show that

the economic impact of conflict in sub-Saharan
Africa is large and persistent. On average, annual
growth in countries in conflict is about 3 percentage
points lower, and the cumulative impact on per
capita GDP increases over time. This effect can be
attributed mostly to intense conflicts (that is, those
with at least five conflict-related deaths per million
people). Given the intensity of conflicts, however,
those affecting the key economic/commercial hubs

This chapter was prepared by a team led by Siddharth Kothari and comprising Xiangming Fang, Lisa Kolovich, Cameron McLoughlin,
Monique Newiak, Rasmane Ouedraogo, Brooke Tenison, Jiaxiong Yao, and Mustafa Yenice, under the supervision of Mahvash Qureshi

and David Robinson.

! This chapter uses a broad definition of conflict based on the Uppsala Georeferenced Event Dataset, which includes civil wars and
terrorist incidents. Criminal activity is usually excluded. See Online Annex 2.1 for data-related details.

> “Contflict trap” refers to the vicious cycle between conflicts and economic performance, whereby conflicts retard economic growth
and development, in turn raising the likelihood of a conflict (Collier and Sambanis 2002).
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within a country have a larger effect on macroeco-
nomic growth than those located in the periphery.
The effect of conflict also appears to be conditional
on certain macroeconomic characteristics, with
stronger institutions and fiscal fundamentals
helping to mitigate the adverse economic impact
of conflicts.

Decreased investment, trade, and productivity,
along with human and physical capital destruction
(including through forced displacement and
devastating effects on education and health care),
are some of the key channels through which conflict
impedes economic growth. Taken together, these
factors lead to a persistent decline in the productive
capacity of an economy; counterfactual analysis
suggests that conflicts imply a drop in real GDP per
capita of 15 to 20 percent over five years compared
with a no-conflict scenario.

These country-level findings are corroborated by
more granular satellite-based data on night lights at
the state level, which show a statistically significant
reduction in night-light activity in sub-Saharan
Africa during conflicts, thereby indicating a strong
local impact of conflicts on economic growth. In
addition, state-level data indicate strong spillover
effects of conflicts, suggesting that growth is lower
in nearby regions, with the effect being one-third
of the effect in the home state.

In tandem with growth, public finances also deteri-
orate significantly following conflicts, with real tax
revenues falling, on average, by over 10 percent in
intensive conflict cases relative to no-conflict cases.
While, on average, the findings do not suggest a
statistically strong effect of conflicts on total public
spending, the composition of spending tilts away
from capital expenditures toward military spending.
Consequently, the fiscal balance deteriorates and
there is a sharp increase in public debt over the
conflict period.

The analysis thus highlights the significant costs and
formidable challenges faced by countries suffering
from conflicts, underscoring the need to prevent

their occurrence—including by promoting inclusive
economic development and social cohesion.?

For countries in conflict, efforts should focus on
limiting the loss of human and physical capital by
protecting social and developmental spending, and
on trying to maintain well-functioning institutions
to lessen the harmful long-term economic effects
of conflict. While this may be especially daunting
given fiscal pressures, well-targeted and coordinated
humanitarian aid and concessional financial
assistance could provide some relief and help to
create room to respond to the ravaging effects of
conflicts. Moreover, assistance may also be essential
for countries suffering from the spillover effects

of conflicts to protect the displaced populations
and alleviate the economic and social strains often
generated in host countries.

PREVALENCE AND INTENSITY OF
CONFLICTS

Sub-Saharan Africa has been marred by conflicts
during the past several decades, though their
intensity, nature, and geographic distribution have
varied over time. The region was particularly prone
to conflicts in the 1990s, with the number of
conflict-ridden countries averaging about 15 during
1990-99 (about 35 percent of the total number

of countries in the region; Figure 2.1).* Following
the declining global trend, the average number of

Figure 2.1. Selected Regions: Share of Countries in Conflict
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period. MENA = Middle East and North Africa, SSA = sub-Saharan Africa.

3 Economic development; lack of economic, political, and social inclusiveness; higher resource intensity; and poor state capacity are
important drivers of conflict in the literature (Blattman and Miguel 2010; United Nations and World Bank 2018).

“ According to the Uppsala Conflict Data Program, a country is defined as being in conflict if it experienced at least 25 conflict-
related deaths in a calendar year. See Online Annex 2.1 and Sundberg and Melander (2013) for details.



countries affected by conflict in the region dropped
to nine during 2004-12. However, that trend

has reversed in recent years, with the number of
countries in conflict reaching a peak of 17 in 2016
(Figure 2.2).°

Conflicts in sub-Saharan Africa have been
particularly deadly. While the exact number of
conflict-related deaths is difhicult to ascertain,
especially for widespread and persistent conflicts,
estimates suggest that in the 1990s alone, verified
conflict-related deaths totaled at least 825,000 (over
two-thirds of global conflict deaths). The high death
toll was driven by the genocide against the Tutsi in
Rwanda; the Ethiopian-Eritrean war; and protracted
violence in Angola, the Democratic Republic of

the Congo, Liberia, and Sierra Leone. As several of
these conflicts ended in the early 2000s, the number

Figure 2.2. Number of Countries in Conflict, 1989-2017
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2. THE ECONOMIC CONSEQUENCES OF CONFLICTS

of conflict-related deaths in the region fell sharply,
reaching its lowest level of about 2,200 deaths in
2010. A resurgence in violence in recent years,
however, implies an increase in conflict-related
deaths, which have averaged about 14,000 a year
since 2014 (a significant number, though well below
the average of 82,000 seen during the 1990s;

Figure 2.3). This rise mirrors the global trend of an
increase in conflict-related deaths, driven largely by
violence in the Middle East, especially in Syria.

The number of conflict-related deaths in relation to
total population—a measure of conflict intensity—
also shows a varying trend over time. In eight
sub-Saharan African countries, on average, the ratio
of conflict-related deaths to population was in the
top quartile of the world distribution in the 1990s,
but the number of countries in the region experi-
encing such intense conflict had fallen to zero by
2010. Yet deadly conflicts have reemerged recently:
since 2013, about four countries have (on average)
experienced intense conflict that places them in the
top quartile (including Central African Republic,
Democratic Republic of the Congo, South Sudan,
and several Sahel countries; Figure 2.4).

Distribution of Conflicts

Across the region, there has been some change

in the geographic distribution of conflicts over
time. Southern Africa has become relatively
peaceful since the turn of the century, but conflict

Figure 2.4. Sub-Saharan Africa: Countries in High-Intensity Conflict,
1989-2017
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Note: Countries binned into quartiles based on the world distribution of
conflict-related deaths as a share of population (among conflict countries).
The top quartile correspond to about 29 conflict-related deaths per million.

> The decline in conflict in the region during the 2000s has been attributed to several factors, including the end of the Cold War and
stronger conflict-reduction mechanisms, especially international peacekeeping and regional diplomacy (see Straus 2012).
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Table 2.1 Sub-Saharan Africa: Share of Countries in Conflict by
Geographic Region and Economic Classification

1. Geographic Regions

Pre 2000 Post 2000

Central Africa 424 36.4
Eastern Africa 35.2 274
Western Africa 35.2 244
Southern Africa 20.0 1.1

2. By Resource Intensity

Pre 2000 Post 2000

Oil exporters 52.0 39.9
Other resource-intensive countries 35.2 25.2
Non-resource-intensive countries 29.3 20.5

Sources: Uppsala Georeferenced Event Dataset; and IMF staff
calculations.

Note: Table shows percent of country-years in conflict in a group.
See Online Annex Table 2.2. for country classifications.

remains widespread elsewhere (Table 2.1; Online
Annex Figure 2.4). Among the different types of
countries (resource-intensive and non-resource-in-
tensive countries), conflict continues to be more
prevalent among oil exporters and least prevalent
among non-resource-intensive countries.

Although the overall prevalence of conflict in the
2000s has declined across regions and country
groups compared with the 1990s, the Sahel region
has experienced a significant increase in violence
in the post-2000 period, especially since 2010
(Figure 2.5). Across the Sahel countries, the Lake
Chad Basin (where Nigeria, Cameroon, Chad,
Figure 2.5. Number of Conflict-Related Deaths in Sahel Region,
1989-2017
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and Niger share a border) has seen a particularly
significant increase in violence during 201017,
with the number of deaths in the region accounting
for 77 percent of all conflict-related deaths in the
Sahel, and about 40 percent of all conflict-related
deaths in sub-Saharan Africa (Figure 2.6).¢

Nature of Conflict

In principle, conflicts can be differentiated along
several dimensions—for example, the actors
involved (state versus nonstate), motivation
(religious, political, ethnic), location (domestic
versus international, center versus periphery),

and so on. In practice, however, the classifications
are often not mutually exclusive and tend to
involve some subjective judgment. Moreover, the
information needed for classification purposes may
also be lacking.

Notwithstanding these limitations, this chapter uses
the available information on conflicts involving

the state and those not involving the state (but
involving other organized armed groups) to
differentiate between the types of conflict. It shows
that large-scale, state-based conflicts such as those
in Angola, Eritrea, Ethiopia, and Sierra Leone
largely drove developments in conflict-related
deaths in sub-Saharan Africa during the pre-2000
period (Figure 2.7, panel 1).” Since then, however,

Figure 2.6. Distribution of Conflict-Related Deaths in Sahel Region,
201117
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¢ In this chapter, the Sahel region is defined as including Burkina Faso, Cameroon, Chad, Mali, Niger, and Nigeria. The states
included in the Lake Chad Basin are Yobe, Borno, and Adamawa states in Nigeria; Diffa cercle in Niger; the Lac region in Chad; and

Extreme-Nord in Cameroon.

7 The Uppsala Georeferenced Dataset defines conflicts as state-based (between two organized groups where at least one party is the
government); non-state-based (between two organized groups, neither of which is a government); and one-sided (where an organized
group—either a government or nongovernment actor—targets civilians). Since most one-sided conflicts involve nonstate actors, in
this chapter the last two categories are jointly referred to as non-state-based conflicts.



Figure 2.7. Sub-Saharan Africa: Nature of Conflict
1. Conflict-Related Deaths in Different Types of Conflicts,
1989-2017
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the share of non-state-based conflict deaths—
broadly defined to include conflicts between two
nongovernmental armed groups, as well as violent
events, such as terrorist attacks in which organized
armed groups target civilians—has increased
significantly. The number of terrorist incidents

has increased not just in the Sahel region, but
elsewhere as well, with the Democratic Republic of
the Congo, Kenya, and Nigeria affected the most
(Figure 2.7, panel 2; Online Annex Figure 2.2).8

Persistence of Conflict

Conflict in sub-Saharan Africa tends to be
persistent, although there is considerable variation
in the duration of conflicts across the region (Annex
Figure 2.7). Although some countries, such as the
Democratic Republic of the Congo and Nigeria,
have been involved in some form of conflict over
most of the sample period (29 years and 27 years,
respectively), the median conflict duration in the
region is about four years.

However, the persistence of conflicts has generally
declined over time: the probability of a country
exiting conflict has increased from 20 percent in the
pre-2000 period to about 24 percent afterward. This
aggregate trend does not hold for the Sahel region
though, where conflicts have become substantially
more persistent in the post-2000 years (Figure 2.8;
Online Annex Table 2.3).

2. THE ECONOMIC CONSEQUENCES OF CONFLICTS

2. Sub-Saharan Africa: Terrorism Incidents, 1970-2016
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Note: Calculations subject to change in Global Terrorism Database
methodology in 2012 (see Online Annex for details).

Population Displacement

A major consequence of conflicts in sub-Saharan
Africa, as well as elsewhere, is the displacement

of populations. This carries significant economic,
fiscal, and social costs for the region involved in
conflict, but often also for the nearby regions that
host the displaced people. Over time, the number
of (United Nations—recognized) persons of concern
from sub-Saharan African countries—including
internally displaced persons, asylum seekers, and
refugees—has more than tripled, rising from fewer
than 5 million in the 1980s to 18 million in 2017
(Figure 2.9), with more intense conflicts generally
implying larger displaced populations (Online
Annex Figure 2.9).

Figure 2.8. Sub-Saharan Africa: Conflict Exit Probabilities
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8 The data on terrorist incidents from the Global Terrorism Database are subject to a structural break in 2012 as a result of a change
in the data collection methodology that likely increased the recorded number of incidents. The period after 2012, however, uses a
consistent methodology, implying that the sharp rise in terrorist incidents after 2013 is not a result of the change in methodology but
rather represents a genuine increase in terrorist activity (see Online Annex 2.1 for details).
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Figure 2.9. Persons of Concern from Sub-Saharan Africa, 1980-2017
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Source: United Nations High Commissioner for Refugees database.

Note: Data availabilty for IDPs prior to 2006 is limited. Others include
asylum-seekers, returned refugees, returned IDPs, stateless persons,
and others of concern.

Notably, as of 2017, the majority of the close to

6 million refugees and 1 million asylum seekers
who originated in sub-Saharan Africa had resettled
within the region; a relatively smaller number have
been recorded as refugees in advanced economies
(Figure 2.10). Refugees constituted more than

3 percent of the population of Chad and Uganda in
2017 (only Jordan, Lebanon, and Turkey, following
the Syrian crisis, have a higher refugee-to-pop-
ulation ratio; see Annex Figure 2.8).” Similarly,

the number of internally displaced people in the
region is five times higher—rising from fewer than
2 million to 10 million over the past two decades
(Annex Figure 2.10). The Democratic Republic

of the Congo (4.4 million people), South Sudan
(1.9 million), and Nigeria (1.7 million) have the
most internally displaced people, comparable to
some degree with the numbers for Syria and Iraq

in 2017 (6.2 and 2.6 million, respectively; Online
Annex Figure 2.11).

CONFLICT AND ECONOMIC GROWTH

How does conflict affect economic growth in
sub-Saharan Africa? A simple comparison of
economic growth rates in conflict and nonconflict
cases suggests that real GDP growth is, on average,
about 2.5 percentage points lower where there is
conflict (Figure 2.11), and growth is lowest in cases
of high-intensity conflict (Annex Figure 2.13).
Growth tends to be lower in conflict cases across all

Figure 2.10. Destination of Sub-Saharan African Refugees, 2017
1,400

1,200
1,000
800
600
400
200
0

<

(O]

=)

Source: United Nations High Commissioner for Refugees database.
Note: See page vi for country abbreviations table.
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country groups, but commodity exporters (espe-
cially, non-oil commodity exporters) have suffered
the most. This reflects in part the intense conflicts in
many of these countries (Central African Republic,
Democratic Republic of the Congo, Liberia, and
Sierra Leone; see Figure 2.11).

When the onset of intense conflict episodes can

be clearly identified, the conflict’s effect on growth
is, in general, seen to be most pronounced in the
first year of the conflict, after which it gradually
declines (Figure 2.12)."° However, as growth rates
remain negative on average over an extended period
of time, the cumulative effect on output increases,
with real GDP per capita being 12 percent

lower five years after the onset of the conflict
(Figure 2.12).

Figure 2.11. Sub-Saharan Africa: Average Growth Rate by Country Type
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Source: IMF staff calculations.

Note: Country defined to be in conflict if it had 25 or more conflict-
related deaths in a given year.

? See World Bank (2016) for a detailed study on the refugee management experience in Uganda, including the role of Uganda’s
progressive refugee laws regarding freedom of movement and access to labor markets for refugees.

10 The conflict cases considered are Liberia, 1990; Sierra Leone, 1991; Burundi, 1993; the Democratic Republic of the Congo, 1996;
the Republic of Congo, 1997; Ethiopia, 1998; Eritrea, 1998; Guinea-Bissau, 1998; Céte d’Ivoire, 2002; Mali, 2012; and the Central

African Republic, 2013. See Annex Table 2.9 for more details.



Figure 2.12. Sub-Saharan Africa: Conflict Episodes: Growth Rates
and Cumulative GDP per Capita Losses
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Source: IMF staff calculations.

Note: Based on 11 conflict episodes defined in Online Annex Table 2.9.
Median growth rates of 11 conflict episodes at every horizon. Per capita
GDP indexed to be 1 the year before the start of conflict, and median
growth rate used to construct cumulative losses.

These results are confirmed by more rigorous
empirical analysis, which—while controlling for
other standard determinants of growth—shows
that conflicts have a significantly negative effect on
economic growth in sub-Saharan Africa. An increase
in the conflict-intensity measure from no conflict
to the top quartile of conflict (29 conflict-related
deaths per million people) is, on average, associated
with a reduction in real GDP per capita growth of
3.2 percentage points a year (Figure 2.13)."" These
results generally hold when we address potential
reverse causality concerns of growth on conflict
using a variety of approaches.'

The effect of conflict stems mostly from more
intense conflicts (that is, those involving at least
five conflict-related deaths per million people;
Figure 2.14). This result is similar to that obtained
by Rother and others (2016), who also document
larger effects for more intensive conflicts in the
Middle East and North Africa. In addition, there
is evidence that violence in the economic/urban
hubs of countries has a more pronounced effect on
growth than that occurring in the periphery (Online
Annex Table 2.4). In terms of the type of conflict,
there is no strong evidence of a differential effect,

2. THE ECONOMIC CONSEQUENCES OF CONFLICTS

Figure 2.13. Emerging Market and Developing Economies: Impact on
Growth of Increase in Conflict Intensity
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Source: IMF staff calculations.

Note: Based on increase in conflict intensity from no conflict to 75th
percentile. See Annex Table 2.4, columns 1 and 2, for details. ***, **,
and * indicate statistical significance at the 1, 5, and 10 percent level,
respectively.

and both state and nonstate conflicts have a
statistically strong impact on growth (Online
Annex Figure 2.12; Online Annex Table 2.7).

The effect of conflicts on growth, however, appears
to be conditional on some macroeconomic
characteristics—notably, institutional quality and
fiscal fundamentals—at the onset of the conflict
(Figure 2.15). Specifically, an increase in conflict

Figure 2.14. Sub-Saharan Africa: Effect on Growth of Different
Conflict Intensity Levels
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Source: IMF staff calculations.

Note: Quartiles based on the world distribution of conflict-related deaths
as a share of population (among countries with at least 1 death). Bars
indicate difference relative to no conflict case. Based on regression
results in Annex Table 2.6, column 1. *** ** and * indicate statistical
significance at the 1, 5, and 10 percent level, respectively.

"' Given the extreme observations in the measure of the deaths-to-population ratio, the analysis considers the measure in percentile
terms in the growth regressions. See the Online Annex for technical details.

12 Specifically, the results are robust to applying the difference and system generalized method of moments methodology in which
conflict is instrumented with lagged values (see Online Annex), as well as to considering individual conflict episodes that were not
preceded by economic activity that was particularly weak (see discussion that follows). The results are also robust to using an alternate
conflict variable based on the Uppsala Armed Conflict Dataset, which covers state-based conflicts only but provides information

dating back to 1946.
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Figure 2.15. Impact on Growth of Increase in Conflict Intensity, Role
of Institutions and Fiscal Fundamentals
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Source: IMF staff calculations.

Note: Based on increase in conflict intensity from no conflict to 75th
percentile. “Weak institutions” are defined as countries in the 25th
percentile of the ICRG index of institutional quality, while “Strong
institutions” are defined as countries in the 75th percentile. High and
low deficit are for a fiscal balance of -5 and 0 percent, respectively.
See Online Annex Table 2.4, columns 4 and 5, for details.

intensity is associated with about 1.5 percentage
points lower growth in countries with relatively
strong institutions (defined as falling in the top
quartile of the distribution of the Institutional
Quality Index) compared with 3 percentage points
where institutions are weaker (in the bottom
quartile of the distribution)." Similarly, countries
with weaker fiscal fundamentals, in terms of
higher deficits or debt, experience a larger decline
in growth, presumably because there is less room
to respond to the destruction caused by conflict.
In particular, a country with a negligible fiscal
deficit experiences a growth decline of 2.4 percent-
age points as conflicts break out relative to a decline
of 3.4 percentage points for countries with a fiscal
deficit of 5 percent of GDP (Figure 2.15; Online
Annex Table 2.4) .14

Moreover, the effects of conflicts are dynamic,
lasting at least five years after the onset of the
conflict (Figure 2.16). The onset of a high-intensity
conflict (29 conflict-related deaths per million or
75th percentile of the distribution) is estimated to
lower output per capita by 5 percent in the first
year, with the effect reaching about 7.5 percent after
five years and remaining statistically significant.

Figure 2.16. Impulse Response of per Capita GDP in Response to
Shock to Conflict Intensity

Percent
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Source: IMF staff calculations.

Note: Based on increase in conflict intensity to the 75th percentile of
the world distribution using local projection method (Online Annex 2.1).
Gray dashed lines are the 90 percent confidence interval.

Channels of Disruption

What are the key channels through which conflicts
tend to have such large and persistent effects?
Empirical analysis shows that investment and
trade—important drivers of economic growth in
sub-Saharan Africa—are both affected significantly
by conflict. Increasing conflict intensity from no
conflict to the top quartile is associated with lower
real investment growth of 4.5 percentage points,
driven partly by a decline in private sector credit
growth. Furthermore, conflicts also reduce export
and productivity growth by 5.5 and 1.3 percentage
points, respectively (Figure 2.17).

Figure 2.17. Sub-Saharan Africa: Impact of Conflict on Investment,
Exports, and Productivity Growth
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Source: IMF staff calculations.
Note: Based on increase in conflict intensity from no conflict to 75th
percentile. See Online Annex Table 2.8 for details. ***, **, and * indicate
statistical significance at the 1, 5, and 10 percent level, respectively.

Productivity

13 While the effect of conflicts may be conditional on the strength of institutions, conflicts can also undermine institutional quality,

further exacerbating their negative consequences.

" Among other factors, the results also show a statistically significant association of growth with investment and trade openness. See

Online Annex 2.1 for details.



This decline in productivity, investment, and export
growth following conflict could be attributed to
several factors, including greater security concerns
that make normal business operations difficult;
disruption of traditional trade routes (as has
occurred, for example, around the Lake Chad Basin
as a result of the Boko Haram insurgency; see AFD
2018); destruction of human capital and physical
infrastructure; displacement of skilled labor;
disruption and weakening of institutions; and a rise
in general economic and political uncertainty that
leads investors to delay long-horizon investment.

Social Well-being

That conflicts destroy human capital is evident from
their impact on education and health outcomes.

On average, primary school enrollment rates for
girls and boys are almost 13 and 9 percentage points
lower, respectively, in intense-conflict cases than in
nonconflict cases (Figure 2.18, panel 1).

With regard to health outcomes, life expectancy

is significantly lower during conflicts, partly due

to direct conflict-related deaths. However, other
health indicators—such as maternal mortality—also
deteriorate (Figure 2.18, panel 2).

Furthermore, women and children are often dispro-
portionately affected by conflicts in terms of higher
malnourishment rates among children and increased

Figure 2.18. Sub-Saharan Africa: Impact of Conflict on Social Indicators
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Sources: World Development Indicators database; and IMF staff calculations.
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gender-based violence that makes it difficult for
women to access education and job opportunities
(Box 2.1). These social consequences of conflicts,
often far-reaching and long-lasting, help to explain
the persistent effect of conflicts on growth.

Permanent Output Losses

Given the adverse impact of conflict on economic
growth and social well-being, how large is the
output loss in the long term? While it is difficult

to predict the counterfactual of output if conflict
had not occurred, comparing projected real GDP
per capita before the start of a conflict with the
actual outcome following the onset of conflict can
be illustrative. Using forecasts from the IMF World
Economic Outlook database, a comparison of

10 major conflicts in sub-Saharan Africa reveals that
at conflict onset (¢ = 1), the actual median growth
rate plummets to minus 6 percent, compared with
the projected growth rate of almost 1 percent—
implying a decline in real GDP per capita of

about 7 percent (Figure 2.19)." Five years after

the conflict began, per capita GDP is, on average,
8 percent below its preconflict level compared

with a projected increase of 7 percent, suggesting

a decline in per capita GDP of about 15 percent as
a result of the conflict.

These findings are similar to those obtained from
the synthetic control approach in which for each

2. Maternal Mortality
300
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.
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High intensity

Note: Bars show difference between primary enroliment and maternal mortality relative to the no conflict case, controlling for (lag) income levels and
time fixed effects. “Low intensity” refers to conflicts below the median, while “High intensity” refers to conflicts above the median in the world distribution
of conflict-related deaths as a share of population. ***, **, and * indicate statistical significance at the 1, 5, and 10 percent level, respectively.

1> To account for any optimism bias, WEO forecasts for each country are adjusted by the average bias in growth forecasts. See Online
Annex 2.1 for details. The 10 cases include all the episodes listed in Annex Table 2.9 except Liberia (1990), as WEO projections are
only available starting in 1991. See Annex Figure 2.17 for individual country cases.
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Figure 2.19. Sub-Saharan Africa: Index of Real GDP per Capita,
Actual versus Forecast
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Note: Based on 10 conflict episodes listed in Annex Table 2.9.

conflict episode, a synthetic control group

(a weighted average of nonconflict countries) is
constructed with characteristics similar to those of
the conflict country before the onset of violence.
The results show that five years into the conflict, the
synthetic group saw an increase in per capita GDP
of 12 percent on average, compared with a decline
of 10 percent in the conflict cases (Figure 2.20).'

SPATIAL IMPACT OF CONFLICT

Conflicts in sub-Saharan Africa are often localized
and concentrated in particular regions within a
country—in fact, conditional on a country being in
conflict, on average only 40 percent of states within
the country experience conflict-related deaths
(Annex Figure 2.14). Thus, the impact of conflicts is
unlikely to be uniform across the country. However,
lack of data availability on economic activity at a

Figure 2.20. Sub-Saharan Africa: Index of Real GDP per Capita,
Actual versus Synthetic Control
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Note: Based on 10 conflict episodes listed in Annex Table 2.9. Details
on methodology of synthetic control in Online Annex 2.1, Section Ill.

spatially disaggregated level makes it difficult to
investigate the impact of conflict at the local level,
or its potential spillover effects to nearby regions
within (or across) countries.

To analyze the localized and spillover effects of
conflicts, satellite-recorded night-light data are

used as a proxy for real economic activity. Using
this data, it is apparent that economic activity in
northeast Nigeria, for example, declined after 2010,
when the Boko Haram insurgency became more
violent (Figure 2.21).

Econometric analysis confirms that there is a
statistically and economically strong adverse effect
of conflict on night-light growth at the state level.
Conflicts that result in 100 fatalities (around the
median of the distribution of conflict-related deaths
at the state level) are associated with, on average,

Figure 2.21. Nigeria: Change in Conflict and Night-Light Growth, 2008-10 versus 2011-13
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Note: For each state, panel 1 plots the difference in number of deaths in the period 2011-13 compared with 2008-10, while panel 2 plots the

difference in average night-light growth between the same two periods.

1o The cases include all episodes in Annex Table 2.9 except Eritrea, for which data on control variables were not available.



17 percentage point lower growth in night-light
activity in sub-Saharan Africa—which translates
into about 6.5 percent lower real GDP growth at
the state level (Figure 2.22).

In addition to the direct effect of conflict in
sub-Saharan Africa, there is also evidence of
significant spillover effects of conflict to neighboring
states, though the effect declines with the distance
of the neighbor. Specifically, controlling for state
and time fixed effects, 100 fatalities in neighboring
states within 500 kilometers are associated with
about a 2 percentage point reduction in growth; the
effect is statistically insignificant for more distant
states (Figure 2.22)."7

FISCAL IMPLICATIONS OF CONFLICT

Conflict can have substantial effects both on the
revenue and expenditure sides of a country’s public
finances. This limits the government’s ability to
respond to conflicts in an effective way, thereby
aggravating their economic and social costs. On
the revenue side, conflicts can reduce collections by
disrupting economic activity, destroying part of the
tax base, and lowering the efficiency of tax admin-
istration. There is evidence of these channels being
potentially important for sub-Saharan Africa, where
an increase in conflict intensity from no conflict to
the top quartile is associated with a decline in total

Figure 2.22. Sub-Saharan Africa: Conflict and Economic Activity at
State Level Using Night-Light, Direct and Spillover Effects
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Note: Impact of 100 conflict-related deaths at state level. Assumes an
elasticity of 2.5 between night-light and GDP. Direct effect = effect of
deaths in state itself; Spillover 1 = effect of deaths in states within a
500 km radius; Spillover 2 = effect of deaths in states between 500
and 1,000 kms away. Bars are based on results in Online Annex
Table 2.11, column 1.
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revenue of about 12 percent in real terms or about
2 percent as a share of GDP (Figure 2.23; Online
Annex Table 2.17).

On the expenditure side, an increase in conflict
intensity is associated with, on average, 9 percent
higher real budgetary military spending (or about
0.6 percent of GDP), while real capital expenditures
decrease by about 9 percent. Total public spending,
therefore, does not increase significantly during
conflicts. This suggests that security concerns lead
to a shift in spending from growth-friendly capital
expenditures to military spending (Figure 2.23).
Moreover, the net effect of an increase in conflict
intensity is thus an increase in the fiscal deficit

of about 1.7 percent of GDP (Online Annex

Table 2.17).

As with economic growth, the fiscal effects of
conflict stem mainly from high-intensity conflicts.
Both real revenue and real capital expenditures
fall significantly when conflict intensity is in the
top quartiles, whereas military spending increases
(Figure 2.24).

Looking at the impact of conflict on public debrt,
the deterioration in the fiscal balance, combined
with lower growth, translates into higher debt
levels. The ratio of public debt to GDP increases
by an average of 9 percentage points during intense
Figure 2.23. Sub-Saharan Africa: Impact of Increase in Conflict on
Real Growth of Fiscal Variables
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Note: Based on increase in conflict intensity from no conflict to the
75th percentile. Based on regression results from Online Annex Table
2.13, columns 1, 3, 4, and 6, respectively. The variables are adjusted
for inflation.

17" A burgeoning literature shows that night-light activity is a good proxy for real GDP (Henderson, Storeygard, and Weil 2012;
Online Annex Figure 2.15). The independent nature of night-light activity means that this measure of real economic activity is less
susceptible to systematic measurement error. It is also a useful variable for conflict cases, when data on economic activity tend to be
unavailable or unreliable. See Online Annex 2.1 for technical details on the data and estimation methodology.
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Figure 2.24. Sub-Saharan Africa: Effect of Different Conflict Intensity Levels on Real Growth of Selected Fiscal Variables
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Note: Quartiles based on the world distribution of conflict-related deaths as a share of population (among countries with at least one death). Bars
indicate difference relative to no conflict case. Based on results from Annex Table 2.15, columns 1, 3, and 4. ***, ** and * indicate statistical
significance at the 1, 5, and 10 percent level, respectively.The variables are adjusted for inflation.

Figure 2.25. Sub-Saharan Africa: Impact on Debt-to-GDP Ratio of
Increase in Conflict Intensity
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Note: Based on increase in conflict intensity from no conflict to the

75th percentile. See Annex Table 2.16 for details. ***, **, and * indicate
statistical significance at the 1, 5, and 10 percent level, respectively.
HIPC = Heavily Indebted Poor Country, MDRI = Multilateral Debt Relief
Initiative.

Figure 2.26. Sub-Saharan Africa: Cumulative Change in Debt-to-GDP
Ratio during Conflict Episodes
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Note: Starting years of conflict episodes are defined based on Online
Annex Table 2.9.

conflicts, which is about equal in magnitude to

the average annual decline in debt during the
Heavily Indebted Poor Countries and Multilateral
Debt Relief Initiatives (Figure 2.25). Focusing on
intense-conflict episodes in sub-Saharan Africa, as in
Figure 2.12, the public-debt-to-GDP ratio increases
16 percentage points of GDP in the first two years,
with the effect increasing to almost 20 percent of
GDP by the fifth year (Figure 2.26).

CONCLUSION

After declining in the early 2000s, there has been
an uptick in conflicts in recent years in sub-Saharan
Africa. The analysis highlights the large economic
costs imposed by conflict, both in the country
involved in conflict and in neighboring states.
Notably, the impact of conflict depends on its
intensity, with more intense conflicts leading to
greater destruction of human and physical capital
and implying larger and more persistent economic
costs as a result of reduced investment, trade, and
productivity. Counterfactual analysis suggests that
real GDP per capita may be as much as 20 percent
lower five years after the start of a conflict compared
with a no-conflict scenario. In addition, conflicts
put pressure on public finances by reducing
revenue, shifting the composition away from capital
to military spending, and increasing public debt—
further jeopardizing socioeconomic stability and
increasing the risk of prolonged conflict.



Given these large costs, it is imperative to prevent
the occurrence of conflicts. As earlier literature

has shown, several economic and structural
factors, such as low income levels, poor growth
outcomes, weak state capacity, and inequality of
opportunity—especially across ethnic, religious,
and regional groups—are associated with a higher
likelihood of conflict. Addressing these challenges
will help to prevent conflicts (United Nations and
World Bank 2018). For countries in conflict, efforts
should focus on limiting the loss of human and
physical capital, including by protecting social and

2. THE ECONOMIC CONSEQUENCES OF CONFLICTS

development spending, and on trying to maintain
well-functioning institutions to lessen the harmful
long-term economic effects of conflict. While this
may be especially challenging given fiscal pressures,
well-targeted and coordinated humanitarian aid and
concessional external assistance can help to create
room to respond to the ravaging effects of conflicts.
Moreover, external assistance may also be essential
for countries suffering from the spillover effects of
conflicts, in order to protect displaced populations
and alleviate the economic and social strains often
generated in host countries.

Box 2.1. The Impact of Conflict on Women and Children

Children from conflict-afflicted regions suffer significant health setbacks. Malnutrition rates are higher by
approximately 8 percentage points for children in major-conflict countries compared with nonconflict
countries, often because of increased food insecurity driven by the destruction of livelihoods and agricultural
supply chains (World Food Programme 2018). In Burundi, Céte d’Ivoire, and Nigeria, for instance,
exposure to conflict has been shown to affect children’s height (Bundervoet, Verwimp, and Akresh 2009;
Akresh and others 2012; Minoiu and Shemyakina 2014). The long-term effects of such malnutrition, in
turn, include lower cognitive performance, school enrollment, and lifetime earnings. Surviving child soldiers
tend to be affected long after a conflict ends. In Uganda, for example, they were found to attend school

for one year less than children who were not soldiers, with a significant impact on earnings later in life

(Blattman and Annan 2010).

Women are more likely to experience gender-based violence during conflicts. While men are more likely to suffer
from combat-related deaths, women have a higher likelihood of being victims of gender-based violence and
trafficking during conflicts, which is used as a tactic to subjugate civilian populations (Buvinic and others
2012). Furthermore, insecurity often constrains the movement of girls and women, limiting their access

to schools and employment opportunities (UN Women 2015). Women in refugee camps are particularly
vulnerable to displacement (World Bank 2017). One in six women in refugee camps and among irregular
women migrants is a survivor of gender-based violence (ILO 2003; World Bank 2017).

Given the insecurity faced by these vulnerable groups, the United Nations Security Council has passed
several resolutions that stress the necessity of protecting children and women during conflicts. Protecting
these vulnerable groups could help mitigate the long-term adverse economic effects of conflicts.
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3. Is the African Continental Free Trade Area a Game
Changer for the Continent?

In 2018, member countries of the African Union
took a major step to boost regional trade and
economic integration by establishing the African
Continental Free Trade Area (AfCFTA). They
agreed to eliminate tariffs on most goods, liberalize
trade of key services, address nontariff obstacles
to intraregional trade, and eventually create a
continental single market with free movement of
labor and capital. The AfCFTA has been ratified
by 22 countries and is likely to take effect in
2019, although negotiations on specific features
of the agreement are ongoing. Once operational,
the AfCFTA will establish a market of 1.2 billion
people with a combined GDP of US$2.5 trillion.
This could be an economic game changer for the
continent.’

Trade integration can help propel development and
has prompted spectacular success stories on other
continents (see IMF 2018a). Trade integration
allows countries to specialize in the production of
goods and services for which they have comparative
advantage and to exploit economies of scale, thereby
improving productivity and growth. Trade integra-
tion can also foster structural transformation by
spreading knowledge and technology and spurring
the development of new products (see IMF 2016).
A large free trade area in Africa will amplify the
potential for economic transformation in the
region. It will not only boost intraregional trade,

it will also attract foreign direct investment and
facilitate the development of regional supply chains,
which have been key engines of economic transfor-
mation in other regions.

However, while trade supports growth, it may also
entail costs, and its benefits may not be evenly dis-
tributed across and within countries. Policymakers
are often rightly concerned that further integrating
their economies with those of other countries may

benefit some industries and hurt others, negatively
affect earnings and employment opportunities in
certain sectors and for certain skill levels, and reduce
fiscal revenue.

This chapter examines the potential benefits and
challenges of implementing the AfCFTA for African
countries. It focuses on three questions:

*  How has intraregional trade in Africa evolved
over time and how does it differ from Africa’s
international trade? What does the experience
of the African subregional economic communi-
ties suggest about the continent’s potential
to integrate further?

*  What is the potential impact of the AfCFTA on
intraregional trade, and what policies are needed
to foster further regional trade integration?

¢ How will the AfCFTA affect welfare, income
distribution, and the fiscal revenue of African
countries?

The analysis shows that:

* Intraregional trade in Africa has expanded
rapidly, and a few regional hubs dominate rela-
tively well diversified trade flows. Intraregional
imports, as a share of total imports, almost
tripled over the past two decades to 12-14
percent, or about US$100 billion, as several
new subregional economic communities
(REC:s) boosted trade in the region. In 2017,
three-quarters of African intraregional trade
took place within the main subregional com-
munities. In the process, regional trade hubs
emerged, such as Cote d’Ivoire, Kenya, Senegal,
and South Africa (see IMF 2015). Unlike
exports to the rest of the world, intraregional trade

This chapter was prepared by a team led by Geremia Palomba, coordinated by Reda Cherif and by Yunhui Zhao and comprising
Russell Green, Salifou Issoufou, Thomas McGregor, Adrian Peralta-Alva, Amadou Sy, Bruno Versailles, and Jason Weiss. Research

assistance was provided by Hilary Devine and Miguel Pereira Mendes.

' As of April 2019, 22 countries ratified the AfCFTA fulfilling the requirement for the agreement to take effect. The AfCFTA
envisages agreement on specific tariff reductions, liberalization procedures for trade of services, and rules of origin during 2019.
Negotiations are ongoing. In addition, countries envision a second round of negotiations to start in 2020 on intellectual property

rights and competition policy (Online Annex 3.1).
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flows are relatively diversified, contain higher
value-added goods than exports to the rest of
the world, and include a sizable share of manu-
factured products (for example, motor vehicles
and clothing).

*  Despite this expansion, significant opportunities
for further regional trade integration lie ahead.
After controlling for lower levels of income and
economic size and generally longer distances
compared with other regions, African countries’
particular features appear to limit their ability
to trade (compared with countries in other
regions). Some of these features are structural
and would require a long-term commitment to
change. Others are the result of policy, such as
tariffs, trade regulations, and regulatory require-
ments, and their removal would boost regional
integration. Opportunities to expand intra-
regional trade are particularly sizable for some
agriculture-related commodities (for example,
food products) and manufacturing industries,
as well as in some African subregional economic
communities that trade significantly less than
their peers.

Tariffs and, more important, nontariff bottle-
necks are currently limiting intraregional trade
integration. The experience of the subregional
economic communities suggests that reducing
tariffs alone is not sufficient to boost intra-
regional trade. Poor trade logistics and, to a
lesser extent, infrastructure are major obstacles
to further trade integration in the region. These
bottlenecks are particularly important for land-
locked and low-income countries.

e Removing trade barriers to foster intraregional
trade may unevenly affect countries in the
region. Fiscal revenue losses from lower tariffs
are likely to be limited, on average, but they
may be significant in a few countries that still
apply high export tariffs. Moreover, deeper
trade integration can have adverse effects on
countries’ income distribution, particularly in
countries with more diversified economies and
large shares of skilled labor. However, these
effects are limited in size as large informality in
the economy, while increasing overall inequal-
ity, isolates some segments of the population
from the short-term effects of trade flows.

Moreover, these effects tend to fade away over
time. Finally, small countries, more diversified
economies, and established regional trade hubs,
already open to international competition, are
likely to benefit more from deeper regional
integration than economies dominated by
agriculture and natural resources.

The key findings in this chapter imply that the
AfCFTA could significantly boost intraregional
trade in Africa if both tariffs and nontariff policy
levers are used. Tariff reductions should be com-
prehensive in order to have significant effects on
intraregional trade flows. Eliminating tariffs on

90 percent of existing intraregional trade flows—the
most ambitious target under the AfCFTA—would
increase regional trade by about 16 percent, or
US$16 billion, over time. Tariff reductions should
be complemented with policies addressing nontariff
bottlenecks. Even small improvements in addressing
such bottlenecks are likely to have sizable effects.
Improving trade logistics, such as customs services,
and addressing poor infrastructure could be up to
four times more effective in boosting trade than
tariff reductions. Moreover, reducing nontariff
obstacles to trade would improve the effectiveness
of tariff reductions in boosting trade, especially in
landlocked and low-income countries. Therefore,
policies to reduce nontariff bottlenecks, particularly
poor trade logistics and infrastructure, should be

at the center of the effort to foster deeper trade
integration in Africa.

To ensure that the benefits of regional trade integra-
tion are shared by all, policies should be put in place
to address the adjustment costs that integration may
entail. For less-diversified and agriculture-based
economies, trade policies should be combined with
structural reforms to improve agricultural produc-
tivity and strengthen the competitive advantage of
these economies. In some countries, measures to
mobilize domestic revenues are needed to mitigate
the expected revenue losses from tariff reductions
(IMF 2018b). The temporary adverse effects of
trade liberalization on income distribution need to
be tempered—particularly in countries with more
diversified economies—through targeted social

(for example, income support) and training
programs to ease worker mobility across firms and
industries and promote employment (IMF 2017a).
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REGIONAL TRADE INTEGRATION IN
AFRICA: KEY PATTERNS

Increased Openness and Potential for Further
Regional Trade Integration

Over the past two decades, intraregional trade flows
have expanded rapidly in tandem with Africa’s fast
integration with the international trade system
(Online Annex 3.2).

*  Africa’s trade has grown rapidly in recent
decades. During 1990-2017, the region’s trade
openness (imports and exports of goods and
services) increased from about 53 percent of
GDP to 67 percent, after peaking around 2011
as commodity prices surged. The expansion
reflected an increase in trade volumes as well as
favorable price developments. In the process,
the landscape of Africa’s trading partners has
changed. New partnerships have been forged
with emerging market economies such as
China. Africa’s trade in services also rose over
this period. Total imports (and exports) of
services more than tripled from US$27 billion
(US$20 billion) in 1990 to about US$90 billion
(US$89 billion) in 2017 (Figure 3.1).

* In parallel, Africa’s intraregional trade
increased substantially. As a share of total
African imports, intraregional trade rose from
approximately 5 percent in 1990 to about
12 percent in 2017. These statistics underesti-
mate actual intraregional trade flows though,
as they do not capture widespread informal
cross-border trade.” Nevertheless, the share
of trade with African countries by 2017 was
surpassed only by trade with the European
Union and with China, which has been rising
fast in the past decade, (Figure 3.2).

e On average, the size of intraregional trade in
Africa is broadly in line with patterns observed
in other emerging market and developing
regions, but much lower than in more advanced

regions. Measured as a share of total imports
originating from the region, intraregional trade
in Africa is similar to or exceeds regional trade
in areas such as the Pan-Arab Free Trade Area,
(PAFTA) and the Latin American Integration
Association (LAIA). However, it is much lower
than in the free trade areas of the Association
of Southeast Asian Nations (ASEAN) and

the North America Free Trade Agreement
(NAFTA)? (Figure 3.3).

However, the region’s substantial degree of regional
trade integration belies large heterogeneity across
countries and subregions. As regional trade has
expanded, trade hubs have emerged, including
(measured as a share of total regional imports)

Cote d’Ivoire, Kenya, Senegal, and South Africa.
South Africa alone is the source of about 35 percent

Figure 3.1. Africa: Trade Openness, 1990-2017
(Total imports and exports of goods and services)
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Source: World Bank, World Development Indicators database.

Figure 3.2. Intra-African and Trade Partners’ Trade Shares, 1990-2017
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Sources: United Nations COMTRADE database; and IMF staff
calculations.

Note: Trade shares are defined as the average of two ratios:

(1) share in total African exports and (2) share in total African imports.
EU = European Union.

% Survey data suggest that informal cross-border trade in Africa is significant. In eastern Africa, early in the decade, informal
exports from Uganda to other countries in the region were as high as a third of formal trade. In the Southern African Development
Community area (SADC), informal trade in certain food items in the early 2000s reached 30—40 percent of official trade (AfDB 2012).

3 It is worth noting that reexports, which are sizable in some subregions, such as the Southern African Customs Union (SACU),
may contribute to increased intraregional trade integration indicators and make comparisons uneven. However, lack of data prevents

investigating the role of reexports in import trends.
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Figure 3.3. Intraregional Trade in Selected Regions, 2007-17
(Average share of total imports originating from the region)
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Note: ASEAN = Association of Southeast Asian Nations; LAIA = Latin
American Integration Association; NAFTA = North American Free
Trade Agreement; PAFTA = Pan-Arab Free Trade Area.

of all intraregional imports in Africa (and about

40 percent of intraregional manufacturing imports).
The smaller economies of the continent, particularly
within the SACU, are also very well integrated
(Figure 3.4). In contrast, some of the largest African
economies remain poorly integrated with the

region. Algeria, Egypt, and Nigeria, which

Figure 3.4. Trade Integration, 2015

collectively represent about half of the region’s total
GDP, account for a limited share of regional trade
(about 11 percent).

Intraregional Trade in Africa Differs from
Trade with the Rest of the World and Offers
Opportunities for More Sophisticated Exports

A key feature of intraregional exports in Africa

is that they are more diversified and have higher
technological content than Africa’s exports to the
rest of the world. The latter remain heavily oriented
toward minerals, which (for example, crude oil,
copper) on average accounted for about 75 percent
of total exports during 2007—17, compared with
16 percent for manufactured goods. In contrast,
intraregional exports include higher-value-added
products, with manufactured goods accounting, on
average, for about 40 percent of intraregional trade
(for example, trucks, motor vehicles), minerals for
44 percent (for example, copper), and agricultural
products for 16 percent (for example, maize) over
the same period (Figure 3.5).
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Sources: United Nations COMTRADE Database; and IMF, World Economic Outlook database.

Note: Countries ranked from largest to smallest GDP, excluding South Africa (appearing as a residual). For each country, trade share is the average of
exports and imports as a share of total African regional trade. Relative regional trade integration defined as the ratio of the share of regional trade over

the share of regional GDP. See page vi for country abbreviations table.

Figure 3.5. Intra-African Trade versus Trade with the Rest of the World, 1990-2017
1. Composition of Intra-African Trade

2. Composition of African Exports to the Rest of the World
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Against this backdrop, countries with more diversi-
fied economies tend to trade relatively more within
the region. Even within Africa’s RECs, countries’
structural export sophistication is associated with
more intraregional exports (Figure 3.6).

Trade in Africa nevertheless remains concentrated in
less processed and low-technology goods than trade
in other regions of the world and shows limited
signs of value-chain creation. Compared with other
regions, intraregional trade in Africa is more focused
on minerals and less on manufacturing (Figure 3.3).
Moreover, intra-industry trade in Africa is lower
than in other regions, signaling less regional value-
chain integration (Figure 3.7).

The Experience of Subregional Economic
Communities and the Role of Tariffs and
Nontariff Trade Costs

The experience with Africa’s RECs offers some
insights into the factors that may affect intraregional
trade on the continent. The expansion of regional
trade flows within Africa in recent decades occurred
along with the creation and expansion of several
REC:s, several of which apply near-zero preferential
tariffs to trade within the community (Figure 3.8).
Today, most African countries are part of such
communities, and 75 percent of intraregional trade
took place in five RECs in 2017, with the SADC
alone accounting for half of such trade flows.*

The reduction in tariffs on trade within African
REC:s has, however, had uneven effects on trade
flows within subregions, which points to the
presence of significant nontariff bottlenecks. In
some RECs, trade flows spiked after the reduction
in tariffs (for example, SADC), and the share of
trade within the community rose significantly.

In other RECs, however, tariff reductions were
not associated with larger subregional trade flows
(for example, Central African Economic and
Monetary Community [CEMAC]), which suggests
that factors other than tariffs constrain trade,
including high nontariff trade costs and limited
export diversification. Countries in these latter
RECs indeed have some of the highest nontariff
trade costs in the region (Figure 3.9) and relatively
undiversified exports (Online Annex 3.2).

Figure 3.6. Regional Trade Integration and Export Sophistication, 2015
12
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© Non-sub-Saharan Africa

Relative regional trade integration
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Sources: United Nations COMTRADE database; Cherif, Hasanov, and
Wang (2018); and IMF staff calculations.
Note: Export Sophistication is based on the structural index in Cherif,
Hasanov, and Wang (2018). Relative regional trade integration is
defined as the ratio of the share of regional trade to the share of
regional GDP. SADC = Southern African Development Community.

Figure 3.7. Grubel-Lloyd Intra-Industry Index across Regions, 2015
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Note: Index (between 0—1) measures propensity of two countries

to trade in the same 4-digit-level industry. Higher index indicates

larger intra-industry trade (Online Annex 3.2). ASEAN = Association

of Southeast Asian Nations; EU = European Union; NAFTA = North
American Free Trade Agreement; PAFTA = Pan-Arab Free Trade Area.

Figure 3.8. Africa: Average Tariff Rates by Regional Economic
Community, 2010-17
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Note: Near-zero preferential tariff rates in RECs do not necessarily
imply the absence of tariffs as in some RECs not all members are
part of the associated free trade agreement. AHS = effectively
applied. Rest of Africa and rest of the world refer to AHS. AMU = Arab
Maghreb Union; CEMAC = Central African Economic and Monetary
Community; COMESA = Common Market for Eastern and Southern
Africa; ECOWAS = Economic Community of West African States;
RECs = regional economic communities; SADC = Southern African
Development Community.

4 The analysis focuses on five major RECs covering most of Africa with minimal overlap. It is a subsample of many intertwined
African RECs including free trade areas, customs unions, and monetary unions (Online Annex 3.2).
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Figure 3.9. Africa: Trade Integration in RECs
(Intraregional RECs’ imports as a share of total imports, 2015)
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regional economic community (REC). AMU = Arab Maghreb Union;
CEMAC = Central African Economic and Monetary Community;
COMESA = Common Market for Eastern and Southern Africa;
ECOWAS = Economic Community of West African States;

SADC = Southern African Development Community.
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Moreover, trade between countries belonging to
different RECs remains limited (Online Annex 3.2).
This likely reflects the still relatively high tariffs

on trade between countries from different RECs,
which, on average, are about 12-15 percent

(Figure 3.8). Limited trade between some countries
may also reflect a long-standing problem: many
countries are part of different RECs and agreements,
which apply different trade rules (for example,

rules of origin), raising the cost of trading within
the continent. Addressing these issues is both an

objective and a challenge for the AfCFTA.

HOW CAN THE AfCFTA SUPPORT
REGIONAL TRADE INTEGRATION IN
AFRICA?

Expanded international and regional trade flows
have played a significant role in Africa’s rapid
growth in recent years (IMF 2015, 2018c). The
2018 AfCFTA marks another milestone toward
deeper regional integration and the quest for
stronger and sustained growth. However, the
range of outcomes from Africa’s RECs suggests
that regional integration is a complex process with
several factors at play beyond tariffs. This section
examines the potential for the AfCFTA to further
expand regional trade and identifies policy levers to
deepen trade integration within Africa.

Potential for Further Regional Trade Integration

A key issue when assessing the AfCFTA is to
evaluate the potential to expand intraregional

trade further. A central tenet of trade theory is

that trade flows increase along with countries’ size,
level of development, and geographic and cultural
proximity. This section assesses the degree of regional
integration in Africa by gauging the impact of these
features on trade flows. In so doing, it follows the
empirical literature and estimates gravity equations
covering 148 countries during 200015, using data
on trade in goods disaggregated by industry.

Estimates suggest that African countries are, on
average, expected to trade less than countries in
other regions (Figure 3.10). In other words, partic-
ular features of African economies, besides size and
level of development, imply less trade compared
with other regions. These features include structural
factors of African economies and policy-related
factors such as tariffs, poor logistics and infrastruc-
ture quality, and limited credit (Online Annex 3.3).
Empirical analysis also suggests that there is signif-
icant room for further trade integration in certain
subregions and industries. Several RECs—such as
CEMAC, the Arab Maghreb Union (AMU), the
Common Market for Eastern and Southern Africa
(COMESA), and the Economic Community of
West African States (ECOWAS)—cover a large
share of African countries and trade less than

the top-performing RECs on the continent,

which suggests the potential for additional trade
integration within these subregions (Figure 3.11).

Figure 3.10. Role of Country Features in Regions’ Trade
(Median and interquartile range of country fixed effects from the gravity
model)
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Note: Contribution of country characteristics is measured using the
pooled importer-industry and exporter-industry fixed effects for each
region from a gravity regression (Online Annex 3.3). The lines above
and below indicate the 25 percent and 75 percent quartiles of the fixed
effects.
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Empirical estimates also show that intraregional
trade in goods such as food, forestry products, other
primary products, and manufactured products is
lower than predicted by the gravity model, signaling
room for further trade expansion in these industries.
(Figure 3.12)

Intraregional trade exhibits such gaps despite the
positive effect on trade of the RECs and their
near-zero preferential tariffs. This may reflect the
persistence of significant nontariff bottlenecks
within these communities, along with hurdles such
as differing trade regimes that hinder trade between
the communities.

Figure 3.11. Trade Gaps in African Subregional Economic Communities
(Difference in trade elasticity relative to SADC)
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Note: Whisker lines indicate 95 percent confidence intervals. See Online
Annex 3.3 for details of the gravity regression. AMU = Arab Maghreb
Union; CEMAC = Central African Economic and Monetary Community;
COMESA = Common Market for Eastern and Southern Africa;

EAC = East African Community; ECOWAS = Economic Community of
West African States; SADC = Southern African Development Community.

Figure 3.12. Africa: Intraregional Trade Gap by Industry
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Note: Industries ordered from highest to lowest share of intra-Africa
trade. Bars indicate gap within each industry relative to intra-Africa
trade from gravity model (Online Annex 3.3). Whisker lines indicate
95 percent confidence intervals. Light red = nonsignificant coefficient.

Benefits from the AfCFTA and Significant
Scope for Policies to Foster Regional Trade
Integration

Understanding the drivers of the substantial gaps in
intraregional trade and identifying policies to help
boost the region’s trade will be key to the success of

the AfCFTA.

The most observable and measurable form of trade
barrier—and one of the AfCFTA’s focal points—is
the tariff level. Do tariffs represent a significant
obstacle to intraregional trade in Africa? Empirical
analysis using a gravity model for African countries
shows that tariff reductions may boost intraregional
trade in the region, particularly for the mineral,
manufacturing, and agriculture-related sectors
(Figure 3.13). While the estimated elasticity of trade
flows to tariffs in Africa is somewhat limited, the
overall effect of an extensive reduction in tariffs,

as planned under the AfCFTA, may be sizable.
Eliminating tariffs on 90 percent of currently

taxed intraregional trade flows would increase
intraregional trade by about US$16 billion or
about 16 percent over recent average levels (Online
Annex 3.3). More limited tariff reductions would
of course have smaller overall effects on trade.’

Figure 3.13. Elasticity of Intraregional Trade to Tariffs by Industry
(Intraregional RECs’ imports as a share of total imports, 2015)
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Sources: UNCTAD Trade Analysis Information System; and IMF staff
estimates.

Note: Industries ordered from highest to lowest share of intra-Africa
trade. Bars indicate the tariff sensitivity of trade from gravity model
(OnlineAnnex 3.3). Whisker lines indicate 95 percent confidence
intervals.

> Under the AfCFTA, countries are expected to eliminate tariffs on 90 percent of products, leaving open the possibility of applying
the reduction to either tariff lines or import values. The potential impact of these two options on the extent of trade liberalization is
quite different. Targeting tariff lines could yield tariff reductions as low as 15 percent only in terms of import values (UNECA 2018).
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Beyond tariffs, distance appears to be a greater
barrier to intraregional trade in Africa than in other
regions of the world (Online Annex 3.3). This
indicates that factors other than tariffs make trading
goods particularly costly for African countries and
likely contribute to regional trade gaps. A key factor
is the poor trade facilitation services, including
logistics and transportation infrastructure, border
processes, and customs practices. Typical nontariff
barriers such as quotas, licenses, and complex

or dissimilar rules of origin—as well as sanitary,
phytosanitary, and technical barriers—also play

a key role along with an inadequate business and
regulatory environment. In this respect, African
countries have among the highest nontariff trade
costs in the world (Figure 3.14).

Which nontariff factors help explain intraregional
trade gaps in Africa? To shed light on this question,
the gravity model is augmented to include determi-
nants such as quality of infrastructure and logistics.
In line with the literature, the augmented gravity
model also considers factors indirectly affecting
trade, such as the level of credit available to the
private sector and indicators of the business climate
and education.® These factors are found to play a
significant and stronger role than tariffs in hindering
intraregional trade in Africa. All else equal, better
logistics and infrastructure, along with easier access
to credit and a more supportive business envi-
ronment, are associated with higher intraregional
trade flows (Figure 3.15). Looking at logistics,
customs-related services—including clearance pro-
cedures and, to some extent, activities of typically
regulated sectors such as brokerage services—are
particularly important (Online Annex 3.3).

Although nontariff factors are key bottlenecks

to intraregional trade, an important question for
policymaking is which factors matter most. To
address this issue, this chapter relies on principal
component analysis and machine-learning tech-
niques to capture the complex nature of the various
trade-facilitating factors and the nonlinear interac-
tions between these factors and trade flows, which
are usually ignored in standard gravity models.

Figure 3.14. Nontariff Trade Costs, 2015
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Figure 3.15. Elasticity of Intraregional Trade

(Tariff equivalent)
5 Indirect factors
g : 1 .
@ 4
@
3 3
S
g 2
N
g 1
5 1
Z 9 — -
-1
] g £ & . kS
> B < [©) S c ®
S > — = S % o
s = 5 (o= =1
— 12} D o kel
I o4 i}
£ S

Sources: UNCTAD Trade Analysis Information System; and IMF staff
estimates.

Note: Bars indicate coefficients normalized by the standard deviation
of each variable. The whisker lines indicate 95 percent confidence
intervals. Tariffs elasticity refers to the non-augmented model.

Results based on world trade patterns confirm that
trade logistics are the most important nontariff
factor in predicting international trade, followed
by infrastructure and other factors such as credit,
education, and the business climate (Figure 3.16;
see also Online Annex 3.4).

Focusing on intraregional trade, results from the
gravity model confirm that, for Africa (Figure 3.17)

*  Trade logistics are the most significant direct
impediment to intraregional trade. Bringing the
quality of logistics to the global average level
(an improvement of about 19 percent) would
lower the cost of cross-border movement of
goods and increase intraregional trade by

¢ Nontariff factors are broadly defined to include factors that make trade difficult or costly, such as typical nontariff barriers
for example, quotas, subsidies, licenses, and restrictive application of nontariff measures such as rules of origin and sanitary and

ple, q Pp g ry
phytosanitary measures); logistics and transportation infrastructure; and other factors that may indirectly affect trade (for example,

credit, human capital, business climate).
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Figure 3.16. Importance of Nontariff Bottlenecks
(Optimized random forest importance ranking)
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Sources: World Bank, Logistics Performance Index database; World
Economic Forum; and IMF staff calculations.

Figure 3.17. Africa: Potential Increase in Regional Trade
(Percent change in trade flows)
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Note: Numbers on the horizontal axis indicate percent change in each
indicator to reach the world mean.

over 12 percent. Improving customs services,
including clearance procedures and to some
extent the quality of operating and brokerage
services, is particularly important for intra-
regional trade flows in Africa (Online Annex 3.3).

* Infrastructure is another important nontariff
bottleneck to trade flows, although its impact
is more limited. Gravity estimates for Africa
suggest that bringing the quality of infrastruc-
ture to the global average (an improvement
in infrastructure quality of about 40 percent)
would spur a 7 percent increase in intraregional
trade flows. In this respect, the recent efforts by
many African countries to close the infrastruc-
ture gap can help countries reap the benefits of

the AfCFTA.

*  Access to credit for the private sector, the
business climate, and human capital also have
important roles in supporting intraregional
trade. Further financial deepening to a level
comparable to the global aggregate would
support a significant expansion in trade.

To support trade, financial integration should
focus on developing the regional financial
infrastructure. This includes developing and
harmonizing regional payment systems to
further facilitate cross-border payments;
creating swap arrangements across central
banks and a multicurrency clearing center

in the region to reduce risks from trading in
several different regional currencies; and further
coordinating the supervision of pan-African
banks that can facilitate intraregional trade
(Online Annex 3.9). Such an expansion would
need to be accompanied by adequate prudential
frameworks to manage the corresponding risks.
Further efforts to improve the business climate
and human capital would also have a favorable
effect. This requires medium-term policies to
address the continent’s education and skills gaps
and obstacles to business.

The Importance of Tackling Nontariff
Bottlenecks to Reap the Benefits of Tariff
Reductions

Nontariff factors may also shape the effectiveness
of tariff policies. For example, reducing tariffs
may have limited effects on trade flows if there

are significant logistical bottlenecks. To gauge the
extent to which nontariff bottlenecks reduce the
effectiveness of tariff policies, this chapter relies on
empirical analysis using a global panel threshold
model covering more than 120 countries during

1990-2017 (Online Annex 3.4).

Empirical analysis shows that nontariff factors,

such as infrastructure and trade logistics, undermine
tariff policies’ potential to promote trade, possibly
reducing the impact of the AfCFTA on intra-
regional trade.” Specifically, lower tariffs would

have relatively limited effects on trade flows if the
quality of infrastructure is low (for example, below
some minimum threshold). For countries with poor

7 All indices are synthetic measures of existing indicators, for example, the infrastructure index covers eight indicators, including road

and railroad quality and access to electricity.
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infrastructure, improvements in this area could
potentially double the trade-increasing effect of
tariff reductions. This effect is particularly strong

in landlocked countries. These results are relevant
for Africa. Most African countries rank relatively
low in terms of infrastructure quality (Figure 3.18),
and about a third of countries are landlocked, sug-
gesting that poor infrastructure in Africa lowers the
effectiveness of tariff reductions in boosting trade
on the continent. For landlocked countries, logistics
also play an important role. It has a greater effect
on their ability to trade than in other countries, and
basic logistical services greatly enhance the impact
of tariff reductions on trade. Overall, improvements
in infrastructure and basic trade logistics are
particularly important for landlocked countries to
reap the benefits of tariff reductions.

For low-income countries, several nontariff factors
influence the effectiveness of tariff reductions.

In these countries, both the low quality of
infrastructure and level of human capital hinder
the effectiveness of tariff reductions in boosting
trade integration.

Overall, the empirical investigation suggests

that policies to reduce nontariff bottlenecks are
central to boosting intraregional trade in Africa.
The analysis so far relies on partial equilibrium
approaches and does not allow for feedback effects.
Computable general equilibrium (CGE) models

Figure 3.18. Infrastructure and Trade Logistics Gaps in Africa
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allow for trade-diverting and trade-creating effects
in response to tariff and nontariff shocks by
exploiting countries’ comparative advantage and
wage and price adjustments worldwide.® When
applied to intraregional trade in Africa, CGE
models uniformly confirm that reducing nontariff
trade costs has a much larger impact on trade flows
than eliminating tariffs. The elimination of tariffs
on intraregional trade is estimated to increase trade
in the region by about 15-25 percent over the
medium term, whereas reducing nontariff barriers
by half would more than double such effects.
Models also show that tariff reductions have a
limited effect on welfare, and only simultaneous
reductions in tariffs and nontariff bottlenecks can

have significant beneficial effects on countries’
welfare and GDP (Online Annex 3.5).°

The AfCFTA debate has mainly focused on trade

in goods, but liberalization of trade in services,
including financial services, is just as important

for countries’ welfare. Lack of data, however,

often hinders in-depth analysis. In most African
countries, the services sector is the largest part of the
economy (IMF 2017b), and trade in services can
therefore play a key role in countries’ development.
In addition, it may have a positive impact on trade
in goods as it allows countries to better exploit their
comparative advantage (World Bank 2012). Barriers
to trade in services in Africa, however, remain

relatively high (AfDB 2019), and services often

2. Trade Logistics
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Sources: World Bank, Logistics Performance Index database; World Economic Forum; and IMF staff calculations.

Note: Thresholds are estimated using the fixed-effect panel threshold model by Hansen (1999). The thresholds identify structural breaks that divide the
estimation equation into two regimes with different tariff-trade elasticities. See page vi for country abbreviations table.

8 While capturing various economic interactions, these models still do not account for the potential transformative effect of trade on

countries’ economies.

? A review of recent studies suggests that eliminating tariffs on intraregional trade would increase welfare up to 0.5 percent over the
medium term. Combining the elimination of tariffs with reducing nontariff barriers by half would increase welfare over the medium
term up to 0.6-3.8 percent, and GDP by about 1 percent (Online Annex 3.5).
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cover activities that are typically regulated.
Therefore, further liberalizing trade in services
requires coordinating trade policies and domestic
regulatory reforms. This process may be complex
because it entails detailed information on regu-
lations and trade restrictions in each sector and
considerable technical capacity, which is often
lacking in many countries.

IMPLICATIONS OF THE AfCFTA FOR
AFRICAN COUNTRIES: WELFARE,
INCOME DISTRIBUTION, AND FISCAL
REVENUE

While there is ample room to expand trade in
Africa, benefits and costs from trade expansion

may not be evenly distributed across and within
countries. The trade integration agenda for the
continent will succeed if it benefits all and if it
considers the adjustment costs that trade openness
entails. This section assesses the AfCFTA’s potential-
ly differential effects on African countries, as well as
the impact on income distribution within countries
and on countries’ fiscal revenue. It also identifies
complementary policies to ensure that trade integra-
tion works for all.

Strengthening the Impact of the AfCFTA Using
Structural Reforms

A key question for policymakers is whether the
AfCFTA will improve countries’ welfare. Several
studies based on CGE models conclude that the
ability of African economies to benefit from the
AfCFTA depends on their economic structure.
More diversified and manufacturing-oriented
economies, existing regional trade hubs, and
small economies—already relatively more open to
international competition—are likely to benefit
more from regional trade integration than agricul-
ture-oriented and natural-resource-based economies

(Online Annex 3.5).

What can countries do to take full advantage of the
opportunities offered by the AFCFTA? The trade
literature suggests that greater trade can trigger
deep structural change by increasing production
efficiency and spreading knowledge and technolo-
gies across countries (IMF 2016). In this context,
complementary structural reforms that boost

efficiency in sectors where developing economies
have competitive advantage (for example, agricul-
ture) may amplify the positive effect of deeper trade
and increase GDP more than trade alone. While
structural reforms may be helpful for all countries,
the question is whether they may help agricul-
ture-oriented and less-diversified economies benefit
more from trade liberalization.

To examine this question, a stochastic general
equilibrium model with multiple sectors and
different sectoral productivities is used. The model
is calibrated for a stylized African agriculture-ex-
porting economy. The model baseline is modified
by reducing tariffs, reflecting the impact of the
AfCFTA, and by increasing the productivity of
the agriculture sector, where the economy already
has a competitive advantage, while allowing the
workforce to shift across sectors. Such an increase in
productivity can reflect structural reforms that, for
example, increase yields in key agricultural exports

(Online Annex 3.6),

The analysis suggests that complementing the
AfCFTA with structural reforms would significantly
increase the impact of the AfCFTA on the GDP

of developing and agriculture-based economies.
The additional effect of trade on GDP through
complementary structural reforms increases with
the effectiveness of the reforms. Effective structural
reforms can raise the impact on GDP of expanded
trade by as much as one-third (Figure 3.19). Hence,
even developing and agriculture-based economies
can get substantial gains from trade integration if
the appropriate structural reforms are implemented.
Figure 3.19. Additional GDP Impact of Trade Expansion under

Structural Reform Scenarios, Agricultural Exporter
(Percent)
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Source: IMF staff estimates.

Note: Trade expansion is defined as the increase in openness (exports
plus imports to GDP). “Limited reform scenario” implies a 3 percent
additional long-term effect on GDP levels, while “comprehensive reform
scenario” implies a 7 percent additional increase in GDP.
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Regional Trade Integration Affects Income
Distribution

Inequality in Africa is very high, and it is worth
examining the possible impact on the region’s
inequality of expanded trade flows associated with

the AfCFTA."°

The entry of many developing economies into the
world market in recent decades coincided with
significant changes in income inequality. While on
a global level inequality decreased as millions of
workers were lifted out of poverty, particularly in
Asia, inequality within countries often increased.
Although globalization was expected to help the
less skilled and improve income distribution, the
wage gap between skilled and unskilled labor has
widened, and the share of labor income in total
value added has declined, contributing to higher
inequality in several countries (Ravallion 2017).

To gauge the effects of increased trade openness
from the AfCFTA on income inequality, this section
reexamines this critical issue using a two-pronged
approach. It employs the stochastic general equilib-
rium model of the previous section, calibrated on
stylized African economies (for example, agricul-
ture- and natural-resource-based economies) to lay
out the channels through which trade integration
may affect inequality. It then empirically tests
Figure 3.20. Change in Gini Coefficients and Income Shares
(Percent change from 1 percent increase in trade openness)
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the model predictions using cross-country panel
regressions covering more than 100 countries
during 2000-14.

Model estimates suggest that the impact of
increased trade on income inequality over the
medium term is in general limited, but the effects
differ across economies (Figure 3.20):

* In agriculture-oriented and, to some extent,
natural-resource-exporting economies, trade
openness decreases income inequality slightly.'!
More agricultural exports translate into higher
incomes in rural areas where a large share of the
poor live. The effect is larger if tariffs on inter-
mediate inputs for agricultural production (for
example, fertilizers and equipment) are reduced
because this lowers production costs and further
increases rural incomes."

*  In manufacturing exporters, trade openness
somewhat increases inequality. Increased man-
ufacturing exports tend to benefit firms that
hire high-skilled and better-paid workers, thus
increasing income inequality. Reducing tariffs
on intermediate inputs would amplify this
income effect.

One of the reasons the effect of increased trade
integration on inequality is limited is the presence,
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10 Seven of the ten most unequal countries in the world are in Africa. www.indexmundi.com/facts/indicators/si.pov.gini/rankings.

""" The Gini coefficient is estimated to decline by 0.2 percent for each 1 percent increase in trade flows. Hence, if the AfCFTA is
expected to increase trade flows by 16 percent (see previous sections), the Gini coefficient could decline by as much as 3 percent from

its initial level.

12 In natural resource exporters, inequality decreases less than in the case of an agricultural exporter. While natural resource activities
are capital intensive and favor richer capital owners, these activities are also taxed more heavily, providing additional resources for

redistribution.
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in African countries, of large informal sectors.

By nature, the informal sector is associated with
higher inequality (if concentrated in low-skill
activities), but it is also concentrated in nontrad-
able goods and services and is therefore relatively
insensitive to the effects of trade integration, thus
insulating a large share of the population from the
impact of trade (Online Annex 3.6)."

The empirical analysis largely confirms model
predictions, with some important insights. In
aggregate, greater trade integration is not associated
with increased income inequality over the medium
term. But greater trade integration does come

with higher inequality in the short term, with a
possible decline in the share of income accruing to
the poorest.' This suggests that the initial adverse
distributional effect of trade openness fades away
as economies adjust over time. In this respect,
African economies do not substantially differ from
other countries. Moreover, there is some indication
that increased trade integration is not associated
with higher poverty. As with the model, empirical
estimates confirm that trade liberalization is associ-
ated with better income distribution in economies
with relatively larger agricultural sectors and that
while informality is associated with greater income
inequality, it tends to mitigate the short-term
effects of trade liberalization on income distribution

(Online Annex 3.7).

Limited Reductions in Fiscal Revenue with a
Few Exceptions

One of the concerns with the AfCFTA is that tariff
reductions may lead to fiscal revenue losses and
budget pressures. Will the AfCFTA carry significant
revenue losses, and what can countries do to
preserve fiscal sustainability?

The investigation of African countries’ fiscal
revenue and trade data suggests that, on average,
fiscal revenue losses due to the AfCFTA are likely
to be limited. Overall customs revenues in Africa
are relatively low, and only a small portion of such
revenue depends on regional trade (Figure 3.21).
During 2010-15, customs revenue averaged
about 2.5 percent of GDP (16 percent of total tax
revenue), and overall regional imports, including
zero-rated imports within RECs, averaged about
17 percent of total imports. The picture was
radically different only two decades ago before
many African countries joined the World Trade
Organization (WTO) and signed several trade
agreements (Online Annex 3.8).

However, low averages mask considerable hetero-
geneity and important exceptions across countries.
During 201015, most countries’ customs
revenues averaged less than 2 percent of GDD,

but in a few countries they exceeded 5 percent

of GDP. Moreover, for some countries, imports
from the region exceed 35 percent of total imports
(for example, Cote d’Ivoire, Malawi, Zambia,
Zimbabwe), suggesting risks of large revenue losses.

To gauge the direct impact of the AfCFTA on fiscal
revenue, this chapter applies the effective average
tariff rate to countries’ import data by individual
product.'® Assuming the elimination of all tariffs
on intraregional imports, and accounting for VAT
losses as a result of smaller tax bases, the average
estimated revenue loss is low, at about 0.3 percent
of GDP (Online Annex 3.8)." However, given
existing tariffs and regional trade links, revenue
losses in some countries could be large, exceeding
1 to 2 percent of GDP (for example, Democratic
Republic of the Congo, Sierra Leone, Zimbabwe).

13 The informal sector is assumed to produce mainly nontradable goods and services, which are not affected by trade. For an analysis
of informality in Africa, and its large size in sub-Saharan Africa, see Medina, Jonelis, and Cangul (2017).

!4 Some recent studies have found that trade openness is associated with low inequality (Jaumotte, Lall, and Papageorgiou 2013).
However, these studies cover data only up to the early 2000s, and the use of more recent data explains the different conclusion

(Online Annex 3.7).

' It is worth noting that although the analysis focuses on aggregate measures of income inequality, inequality across regions and social
groups—such as women and young people—in countries may change substantially, depending on countries’ circumstances

¢ For each country j, total customs revenue is calculated as the sum (over all types of products and all countries) of the average
effective tariff imposed by country 7 on good Z imported from country y* multiplied by the value of such imports. This process takes
into account tariff differences due to bilateral or subregional economic communities.

17 This represents an upper bound for possible revenue losses since the AfCFTA requires elimination of tariffs on only 90 percent
of trade items. Results are confirmed by using most-favored-nation (MFN) effective rates; that is, the maximum tariff a country can
impose on other countries under the WTO. In this case, the average loss is estimated at about 0.5 percent of GDP.
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Figure 3.21. Customs Revenue in African Countries, 2010-15
(Percent change from 1 percent increase in trade openness)
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See page vi for country abbreviations table.

The static revenue losses estimated above do not
account for the possibility that AfCFTA countries
may find it convenient to divert trade and substitute
imports from high-tariff countries with imports
from AfCFTA members and that the AfCFTA may
increase countries’ GDP. Using conservative growth
and trade diversion elasticities to tariffs estimated in
the literature, the analysis shows that these dynamic
effects may imply larger, although still somewhat
limited, revenue losses. On average, the revenue
loss would amount to about 0.5-0.8 percent

of GDP, depending on the assumed elasticities.
However, in a few countries revenue losses may

be as large as 3—5 percent of GDP (Figure 3.22;
Online Annex 3.8 for details). For these countries,
authorities should define clear domestic revenue
mobilization policies on entering the AfCFTA.

Figure 3.22. Estimated Static and Dynamic Revenue Losses from
Tariff Reductions

14
1.2

1
0.8
0.6
04

0

75th percentile

 Static estimates
u Dynamic estimates

Median  25th percentile

Percent of GDP

Mean

Sources: UNCTAD Trade Analysis Information System database; and
IMF staff estimates.

Note: Losses include losses from tariff reduction and value-added tax.
Dynamic losses account for trade diversion and GDP changes.

SUMMARY AND POLICY IMPLICATIONS

This chapter suggests that Africa’s fast-growing
intraregional trade has significant room for further
expansion. Reducing tariffs and, more important,
addressing nontariff bottlenecks would support
further regional trade integration. Poor trade
logistics and, to a lesser extent, infrastructure have
the largest potential to boost regional trade inte-
gration, especially for landlocked and low-income
countries. RECs’ experience in Africa confirms
that reducing tariffs alone may not suffice to boost
intraregional trade since nontariff factors also
hamper trade flows.

What does this mean for the AfCFTA, and what
can countries do to foster and take advantage of
regional integration and help promote productivity
and growth in Africa? The findings presented in
this chapter suggest that tariff reductions can play

a significant role in fostering intraregional trade

if applied to a large proportion of trade flows.
However, tariff reductions should be complemented
with policies to reduce nontariff bottlenecks to
trade. Such policies should take center stage in the
effort to foster regional trade integration in Africa.
Trade within many REC:s is already virtually
tariff-free, so addressing poor infrastructure and
trade logistics, including customs services and
clearance procedures, would provide much-needed
support for intraregional trade growth. Addressing
these bottlenecks would be particularly benefi-

cial for landlocked and low-income countries.
Moreover, establishing a mechanism to identify
and monitor the removal of other nontariff barriers,
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such as quotas, licenses, subsidies, and restrictive
application of nontariff measures such as rules of
origin and sanitary and phytosanitary measures,
would greatly enhance the effectiveness of the
AfCFTA. Further developing regional payment
systems and introducing swap arrangements across
central banks and a multicurrency clearing center
could support trade integration. More generally,
liberalizing trade in services may require coordinat-
ing trade policies and domestic regulatory reforms.
In this context, the AfCFTA could be the catalyst
that will spur efforts to tackle such bottlenecks
and coordination issues at both the national and
subregional levels.

To ensure that the economic and welfare benefits
of deeper regional trade integration are shared by
all, policies should address the adjustment costs
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Statistical Appendix

Unless noted otherwise, data and projections
presented in this Regional Economic Outlook
are IMF staff estimates as of March 30, 2019,
consistent with the projections underlying the
April 2019 World Economic Outlook.

The data and projections cover 45 sub-Saharan
African countries in the IMF’s African Department.
Data definitions follow established international
statistical methodologies to the extent possible.
However, in some cases, data limitations limit
comparability across countries.

Additional tables for historical and forecasts for
key macroeconomic variables are posted online

in the Background Paper and Expanded Statistical
Appendix.

hteps://www.imf.org/ -/media/Files/Publications/
REO/AFR/2019/April/English/backgroundpapers.

ashx?’la=en
Country Groupings

Countries are aggregated into three (non-overlapping)
groups: oil exporters, other resource-intensive
countries, and non-resource-intensive countries

(see table on page 56 for the country groupings).

* The oil exporters are countries where net oil
exports make up 30 percent or more of total
exports.

* The other resource-intensive countries are those
where nonrenewable natural resources represent
25 percent or more of total exports.

¢ The non-resource-intensive countries refer
to those that are not classified as either oil
exporters or other resource-intensive countries.

Countries are also aggregated into four
(overlapping) groups: oil exporters, middle-income,
low-income, and countries in fragile situations

(see table on page 56 for the country groupings).

The membership of these groups reflects the most
recent data on per capita gross national income
(averaged over three years) and the World Bank,
Country Policy and Institutional Assessment
(CPIA) score (averaged over three years).

* The middle-income countries had per capita
gross national income in the years 2015-17

of more than US$995.00 (World Bank, using
the Atlas method).

* The low-income countries had average per
capita gross national income in the years
2015-17 equal to or lower than US$995.00
(World Bank, Atlas method).

* 'The countries in fragile situations had average
CPIA scores of 3.2 or less in the years 2015-17
and/or had the presence of a peace-keeping or
peace-building mission within the last three
years.

* The membership of sub-Saharan African
countries in the major regional cooperation
bodies is shown on page 56: CFA franc zone,
comprising the West African Economic and
Monetary Union (WAEMU) and CEMAC;
the Common Market for Eastern and Southern
Africa (COMESA); the East Africa Community
(EAC-5); the Economic Community of West
African States (ECOWAS); the Southern
African Development Community (SADC);
and the Southern Africa Customs Union
(SACU). EAC-5 aggregates include data for
Rwanda and Burundi, which joined the group
only in 2007.

Methods of Aggregation

In Tables SA1 and SA3, country group composites
for real GDP growth and broad money are
calculated as the arithmetic average of data for
individual countries, weighted by GDP valued at
purchasing power parity as a share of total group
GDP. The source of purchasing power parity
weights is the World Economic Outlook (WEO)
database.

In Table SA1, country group composites for
consumer prices are calculated as the geometric
average of data for individual countries, weighted
by GDP valued at purchasing power parity as a
share of total group GDP. The source of purchasing
power parity weights is the WEO database.

In Tables SA2—-SA4, country group composites
except for broad money, are calculated as the
arithmetic average of data for individual countries,
weighted by GDP in US dollars at market exchange
rates as a share of total group GDP.
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Sub-Saharan Africa: Member Countries of Groupings

Oil exporters Other resource- Non-resource- Middle-income Low-income Countries in fragile
intensive countries  intensive countries  countries countries situations
Angola Botswana Benin Angola Benin Malawi Burundi
Cameroon Burkina Faso Burundi Botswana Burkina Faso Mali Central African Rep.
Chad Central African Rep.  Cabo Verde Cabo Verde Burundi Mozambique  Chad
Congo, Republic of Congo, Dem. Rep. of ~ Comoros Cameroon Central African Niger Comoros
Equatorial Guinea Ghana Cote d'lvoire Congo, Republic of Rep. Rwanda Congo, Dem. Rep. of
Gabon Guinea Eritrea Cote d'lvoire Chad Sierra Leone  Congo, Republic of
Nigeria Liberia Eswatini Equatorial Guinea Comoros South Sudan  Cote d'lvoire
South Sudan Mali Ethiopia Eswatini Congo, Dem. Tanzania Eritrea
Namibia Gambia, The Gabon Rép. of Togo Gambia, The
Niger Guinea-Bissau Ghana Er|t.real Uganda Guinea
Sierra Leone Kenya Kenya Ethiopia Zimbabwe Guinea-Bissau
South Africa Lesotho Lesotho Gambia, The Liberia
Tanzania Madagascar Mauritius GUfnea . Malawi
Zambia Malawi Namibia Guinea-Bissau Mali
Zimbabwe Mauritius Nigeria Liberia Séo Tomé & Principe
Mozambique Séo Tomé & Principe Madagascar South Sudan
Rwanda Senegal Togo
Sao Tomé & Principe ~ Seychelles Zimbabwe
Senegal South Africa
Seychelles Zambia
Togo
Uganda
Sub-Saharan Africa: Member Countries of Regional Groupings
The West African  Economic and Common Market EastAfrica  Southern African Southern Africa  Economic
Economic and Monetary Community ~ for Eastern and Community  Development Customs Union  Community of West
Monetary Union  of Central African Southern Africa (EAC-5) Community (SACU) African States
(WAEMU) States (CEMAC) (COMESA) (SADC) (ECOWAS)
Benin Cameroon Burundi Burundi Angola Botswana Benin
Burkina Faso Central African Rep. Comoros Kenya Botswana Eswatini Burkina Faso
Cote d'lvoire Chad Congo, Dem. Rep. of  Rwanda Congo, Dem. Rep. of  Lesotho Cabo Verde
Guinea-Bissau Congo, Republic of Eritrea Tanzania Eswatini Namibia Cote d'lvoire
Mali Equatorial Guinea Eswatini Uganda Lesotho South Africa Gambia, The
Niger Gabon Ethiopia Madagascar Ghana
Senegal Kenya Malawi Guinea
Togo Madagascar Mauritius Guinea-Bissau
Malawi Mozambique Liberia
Mauritius Namibia Mali
Rwanda Seychelles Niger
Seychelles South Africa Nigeria
Uganda Tanzania Senegal
Zambia Zambia Sierra Leone
Zimbabwe Zimbabwe Togo
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List of Sources and Footnotes for Appendix Tables SA1—SA4:

Tables SA1.-SA3.
Sources: IMF, Common Surveillance database and IMF, World
Economic Outlook database, April 2019.

" Fiscal year data.

2 |n February, 2019, Zimbabwe adopted a new local currency unit,
the RTGS dollar, which has become the official unit of account.
Efforts are underway to revise and update all national accounts
series to the new RTGS dollar. Current data are based on IMF
staff estimates of price and exchange rate developments in US
(and RTGS) dollars. Staff estimates of US dollar values may differ
from authorities’ estimates.

Note: “...” denotes data not available.

Table SA4.
Sources: IMF, Common Surveillance database, and IMF, World
Economic Outlook database, April 2019

' As a member of the West African Economic and Monetary Union
(WAEMU), see WAEMU aggregate for reserves data.

2As a member of the Central African Economic and Monetary
Community (CEMAC), see CEMAC aggregate for reserves data.

SFiscal year data.

*In February, 2019, Zimbabwe adopted a new local currency unit,
the RTGS dollar, which has become the official unit of account.
Efforts are underway to revise and update all national accounts
series to the new RTGS dollar. Current data are based on IMF
staff estimates of price and exchange rate developments in US
(and RTGS) dollars. Staff estimates of US dollar values may differ
from authorities’ estimate.

Note: “...” denotes data not available.
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Table SA1. Real GDP Growth and Consumer Prices

Real GDP
(Annual percent change)

Consumer Prices, Annual Average

(Annual percent change)

2010-15 2016 2017 2018 2019 2020 2010-15 2016 2017 2018| 2019 2020
Angola 46 -26 02 17 0.4 2.9 106 30.7 29.8 19.6 175 111
Benin 4.3 4.0 5.8 6.5 6.5 6.5 20 -08 0.1 1.0 2.0 2.0
Botswana 5.5 4.3 2.9 4.6 3.9 4.1 6.1 2.8 3.3 3.2 3.6 3.8
Burkina Faso 5.9 5.9 6.3 6.0 6.0 6.0 12 -0.2 0.4 2.0 2.0 2.0
Burundi 33 -1.0 0.0 0.1 0.4 0.5 8.7 55 16.6 1.2 7.3 9.0
Cabo Verde 1.5 4.7 4.0 4.7 5.0 5.0 17 -14 0.8 1.3 1.6 2.0
Cameroon 4.8 4.6 3.5 4.0 43 4.7 22 0.9 0.6 0.9 1.2 1.5
Central African Rep. -3.4 4.5 4.3 4.3 5.0 5.0 52 4.6 4.1 3.0 3.0 25
Chad 62 -64 -31 3.1 45 6.0 27 -141 -0.9 25 2.9 3.0
Comoros 2.3 2.2 2.7 2.8 2.8 2.9 2.8 1.8 1.0 2.0 2.0 2.0
Congo, Dem. Rep. of 7.7 2.4 3.4 3.9 4.3 4.4 71 18.2 415 29.3 8.4 6.7
Congo, Rep. of 48 -28 -3.1 0.8 5.4 1.5 2.6 3.2 0.4 1.2 1.5 1.8
Céote d'lvoire 5.8 8.0 77 7.4 7.5 7.2 2.0 0.7 0.8 0.3 2.0 2.0
Equatorial Guinea -1.2 -88 47 57 40 -4.7 3.8 1.4 0.7 1.3 2.6 2.7
Eritrea 4.7 1.9 5.0 42 3.8 4.1 7.8 9.0 9.0 9.0 9.0 9.0
Eswatini 3.3 3.2 1.9 02 -04 0.2 6.0 7.8 6.2 4.8 5.6 55
Ethiopia’ 10.2 8.0 10.1 7.7 7.7 7.5 15.1 6.6 10.7 13.8 9.3 8.0
Gabon 54 2.1 0.5 1.2 3.1 3.9 1.7 2.1 2.7 4.8 3.0 25
Gambia, The 2.9 0.4 4.6 6.6 5.4 52 55 7.2 8.0 6.5 6.3 6.0
Ghana 7.9 3.4 8.1 5.6 8.8 5.8 11.0 175 124 9.8 9.1 8.4
Guinea 45 105 9.9 5.8 59 6.0 13.6 8.2 8.9 9.7 8.9 8.3
Guinea-Bissau 3.6 6.3 59 3.8 5.0 5.0 1.6 1.5 1.1 1.4 2.0 21
Kenya 6.0 5.9 4.9 6.0 5.8 5.9 7.8 6.3 8.0 4.7 4.4 5.0
Lesotho 4.2 3.1 -1.6 1.5 3.9 0.3 4.8 6.2 4.5 52 54 5.6
Liberia 53 -1.6 25 1.2 0.4 1.6 8.0 88 124 234 223 205
Madagascar 2.2 4.2 4.3 5.2 5.2 5.3 7.3 6.7 8.3 7.3 6.7 6.3
Malawi 4.6 2.3 4.0 3.2 4.0 5.0 184 217 115 9.2 8.7 8.2
Mali 3.9 5.8 5.4 4.9 5.0 4.9 19 -1.8 1.8 1.7 1.7 2.2
Mauritius 3.8 3.8 3.8 3.8 3.9 3.9 3.6 1.0 3.7 3.2 21 3.7
Mozambique 7.0 3.8 3.7 3.3 4.0 4.0 6.1 199 151 3.9 4.2 5.5
Namibia 5.7 06 -09 -0.1 1.4 2.0 5.2 6.7 6.1 4.3 5.2 5.5
Niger 6.6 4.9 4.9 5.2 6.5 6.0 0.5 0.2 24 3.0 24 2.1
Nigeria 58 -1.6 0.8 1.9 21 25 104 157 165 121 1.7 117
Rwanda 7.5 6.0 6.2 8.6 7.8 8.1 3.8 5.7 4.8 1.4 3.5 5.0
S&o Tomé & Principe 4.9 4.2 3.9 3.0 4.0 45 9.8 54 5.7 7.9 7.8 5.5
Senegal 4.3 6.2 7.2 6.2 6.9 7.5 1.0 0.8 1.3 0.5 1.3 1.5
Seychelles 5.1 4.5 5.3 3.6 34 3.3 28 -1.0 29 3.7 34 3.0
Sierra Leone 5.3 6.4 3.8 3.7 54 54 62 109 182 16.9 158 13.0
South Africa 2.3 0.4 1.4 0.8 1.2 1.5 5.2 6.3 5.3 4.6 5.0 5.4
South Sudan -51 -167 55 1.2 8.8 52 249 3798 1879 835 245 16.9
Tanzania 6.5 6.9 6.8 6.6 4.0 42 9.2 5.2 5.3 3.5 3.5 4.5
Togo 6.1 5.6 44 47 5.0 5.3 1.9 09 -07 0.7 1.8 2.0
Uganda 53 2.3 5.0 6.2 6.3 6.2 7.5 55 5.6 2.6 3.6 4.4
Zambia 6.0 3.8 3.4 35 3.1 2.9 8.1 17.9 6.6 7.0 10.7 120
Zimbabwe? 9.4 0.7 4.7 34 52 3.3 15 -16 0.9 106 734 9.4
Sub-Saharan Africa 5.1 14 29 3.0 3.5 3.7 7.7 11.2 11.0 8.5 8.1 7.4
Median 5.0 3.8 4.0 3.8 43 4.7 4.9 5.5 5.3 3.9 4.2 5.0
Excluding Nigeria and South Africa 5.8 34 47 45 5.0 5.1 73 106 103 8.0 7.4 6.0
Oil-exporting countries 53 -1.8 0.5 1.4 2.2 2.7 94 175 171 122 114 10.3
Excluding Nigeria 4.1 -22 -03 0.0 2.3 3.2 6.9 224 186 12.4 9.6 6.7
Oil-importing countries 4.9 3.5 4.6 4.1 4.3 4.3 6.6 7.0 7.2 6.2 6.3 5.7
Excluding South Africa 6.4 5.1 6.1 5.6 5.7 5.5 7.4 7.3 8.1 6.9 6.9 5.8
Middle-income countries 4.7 0.4 2.0 2.2 29 31 7.7 11.6 11.0 8.2 8.1 7.9
Excluding Nigeria and South Africa 53 2.7 3.7 34 4.7 4.6 6.7 1.1 9.6 6.9 6.8 5.9
Low-income countries 6.5 4.4 5.9 5.7 5.3 5.6 8.0 10.0 11.0 9.2 8.1 6.0
Excluding low-income countriesin 745 59 70 66 60 6.0 87 59 73 67 56 56
fragile situations
Countries in fragile situations 5.5 2.3 3.9 4.4 4.6 5.1 5.5 13.4 13.5 10.4 10.1 5.4
CFA franc zone 4.6 34 3.8 44 5.2 5.2 2.0 0.6 0.9 1.4 1.9 2.0
CEMAC 39 -03 0.1 1.7 3.3 3.3 2.6 1.3 0.8 1.9 2.0 2.1
WAEMU 52 6.4 6.6 6.3 6.6 6.5 1.5 0.1 1.0 1.0 1.8 1.9
COMESA (SSA members) 6.8 4.8 5.8 5.6 5.3 5.7 8.7 8.1 10.4 9.3 9.2 6.8
EAC-5 6.1 54 5.6 6.3 53 54 8.0 5.7 6.5 3.6 3.9 4.8
ECOWAS 5.9 0.5 2.8 3.2 3.8 3.8 9.0 128 129 9.7 9.4 9.3
SACU 2.6 0.6 1.4 0.9 1.3 1.6 5.3 6.2 5.2 4.6 4.9 5.3
SADC 3.9 1.3 2.3 1.8 1.9 2.6 6.6 103 9.9 7.7 8.0 6.5

See sources and footnotes on page 57.



Table SA2. Overall Fiscal Balance, Including Grants and Government Debt

STATISTICAL APPENDIX

Overall Fiscal Balance, Including Grants

Government Debt

(Percent of GDP) (Percent of GDP)
2010-15 2016 2017 2018 2019 2020 2010-15 2016 2017 2018 2019 2020
Angola 1.1 -4.5 -6.3 2.4 0.1 -0.1 37.2 75.7 68.5 88.1 90.5 82.8
Benin -0.6 -59 -5.8 —4.7 2.7 -1.8 30.6 49.7 54.4 54.6 54.0 51.5
Botswana 4.5 07 -10 =31 35 -26 186 156 141 129 128 134
Burkina Faso -0.8 -3.6 -7.9 4.7 -3.0 -3.0 30.3 39.2 38.4 43.0 425 421
Burundi -8.2 —6.2 —7.8 -8.6 -9.1 -10.0 414 48.4 51.7 58.4 63.5 69.1
Cabo Verde -3.4 -3.0 -3.1 2.7 -2.3 2.6 97.8 1276 1246 127.7 1253 120.8
Cameroon 79 -6.1 4.9 2.7 2.2 1.7 19.6 325 36.9 37.7 38.1 374
Central African Rep. 0.5 16 1.1 0.7 0.7 -01 397 56.0 529 485 422 392
Chad 1.2 -2.0 -0.1 1.4 -0.2 1.5 34.1 51.8 524 46.6 42.9 38.4
Comoros -1.7 -7.4 0.6 -1.8 -2.6 2.8 33.9 27.8 31.8 31.2 35.1 36.3
Congo, Dem. Rep. of 01 -10 -5 -05 -05 -05 223 193 1841 157 140 132
Congo, Rep. of 146 -204 -7.5 5.4 7.2 9.6 60.3 127.8 1254 98.5 90.2 83.7
Cote d'lvoire -1.0 —4.0 —4.5 —4.0 -3.0 -3.0 52.1 48.4 49.8 52.2 50.9 491
Equatorial Guinea 16.3 -10.9 -2.6 2.8 2.1 2.2 12.4 43.4 38.0 359 37.5 37.0
Eritrea -179 -147 -145 -132 -13.0 -144 132.2 1328 1312 1294 1273 136.2
Eswatini 14 -108 -65 -10.1 -88 5.1 15.1 260 292 349 4141 431
Ethiopia1 -3.4 -2.3 -3.3 =-3.0 -3.0 -3.0 46.3 56.1 59.0 61.1 57.4 56.3
Gabon 8.5 —4.7 -1.7 1.5 0.3 -0.0 29.0 64.2 62.6 58.2 58.5 55.7
Gambia, The -16 65 -54 -66 -02 -35 56.0 823 879 832 787 752
Ghana -3.8 -6.9 —4.1 -7.0 -5.6 4.4 41.8 57.1 57.3 59.6 62.0 60.0
Guinea -1.1 -0.1 -2.0 -2.0 2.3 1.7 442 42.0 40.4 38.7 46.0 45.3
Guinea-Bissau -5.4 -5.6 -1.4 -5.1 -2.8 -3.1 53.8 57.9 53.9 56.1 54.9 51.8
Kenya -1.9 -8.3 -7.8 -7.3 5.2 —-4.0 459 53.2 54.8 57.2 5515 52.8
Lesotho 76 -63 -31 49 54 52 373 372 368 390 379 373
Liberia 0.5 =3.7 -5.1 -5.6 —6.0 —-6.5 20.7 28.3 34.1 40.5 46.7 52.6
Madagascar -2.6 -1.3 2.4 2.2 -2.5 —4.1 35.3 41.9 40.3 39.7 41.0 421
Malawi -23 -73 -73 -51 -09 -27 466 613 619 613 59.0 585
Mali 3.6 -39 -2.9 4.7 -3.0 -3.0 26.5 35.9 35.4 36.6 36.9 37.6
Mauritius -3.6 -3.5 2.4 2.4 2.8 2.7 59.6 66.2 63.7 65.2 67.5 67.8
Mozambique -2.9 -6.3 -3.4 -5.3 -54 —6.0 542 1216 103.2 1004 1245 119.9
Namibia 1.9 -8.7 —4.8 -5.9 -8.0 —7.2 25.6 39.5 41.5 471 51.6 55.9
Niger 71 -6.1 5.7 —4.9 —4.5 -3.0 27.8 43.7 49.0 55.1 55.6 54.1
Nigeria 4.7 -4.0 -54 —-4.5 -5.1 —4.6 16.9 234 25.3 28.4 30.1 314
Rwanda 0.6 -2.3 -2.5 -2.6 -3.2 -3.4 22.0 329 36.5 40.7 50.0 51.3
S&o Tomé & Principe 31.5 -4.2 —-2.6 2.1 -1.9 -1.8 77.6 92.0 88.6 81.3 741 67.3
Senegal -2.0 -3.3 -2.9 -3.4 -3.0 -3.0 36.5 47.7 60.6 64.4 62.0 60.4
Seychelles -0.7 0.2 0.4 0.5 0.6 1.2 755 690 636 582 545 495
Sierra Leone 2.2 -8.5 -8.7 -6.8 —-4.3 -5.0 39.8 55.5 57.6 71.3 72.4 72.0
South Africa 0.1 —4.1 —4.4 —4.4 -5.1 -5.1 424 51.5 53.0 56.7 57.8 59.8
South Sudan .. =220 39 -10 00 -6.9 268 893 652 438 378 342
Tanzania -2.5 2.1 -1.2 -1.8 —2.6 -3.1 304 36.4 36.6 36.0 36.6 37.2
Togo -1.5 -9.5 -0.3 -3.1 -1.5 -1.2 55.6 81.1 75.6 74.6 70.4 65.8
Uganda -0.8 -4.8 -3.8 —-4.8 -6.7 -8.4 27.2 371 39.7 42.2 44.8 48.1
Zambia 21 -5.8 7.7 —-6.5 -5.0 -5.9 31.8 60.7 62.7 724 80.5 83.5
Zimbabwe? -3.0 —-6.5 -8.4 -3.8 -2.0 -2.5 41.5 54.2 52.9 29.8 21.0 20.5
Sub-Saharan Africa 1.7 -4.5 -4.7 =-3.7 —-4.0 -3.8 31.9 44.4 46.4 49.2 49.2 48.9
Median -0.7 —4.8 -3.4 -3.8 -2.8 -3.0 36.0 51.5 52.9 54.6 54.0 51.8
Excluding Nigeria and South Africa 1.1 -49 45 =31 -3.0 -29 36.4 53.0 53.1 55.4 55.2 53.4
Oil-exporting countries 5.3 -4.6 -5.3 -2.5 -3.5 -3.3 21.7 36.5 38.5 42.4 41.6 40.6
Excluding Nigeria 66 -60 51 14 0.2 0.3 324  66.1 626 69.9 692 64.2
Oil-importing countries -0.5 -4.4 -4.3 -4.4 -4.3 -4.1 40.0 49.8 51.1 53.0 53.7 53.7
Excluding South Africa -1.2 —4.6 —4.3 —4.4 -3.8 -3.7 38.4 48.9 50.0 51.0 51.5 50.7
Middle-income countries 2.2 -4.7 -51 -39 43 4.0 31.1 43.5 459 49.9 49.9 49.5
Excluding Nigeria and South Africa 2.5 -6.0 -5.3 -3.0 -3.0 -2.5 37.0 57.4 57.1 62.0 61.7 59.0
Low-income countries -1.3 -3.6 -3.5 -3.2 -3.0 -3.4 35.7 47.5 47.8 46.9 47.2 46.8
Excluding low-income countries in 46 35 33 33 -85 -39 360 492 502 519 531 528
fragile situations
Countries in fragile situations 0.6 -5.0 —-4.1 -2.7 -1.9 -1.9 40.1 49.4 49.2 451 43.0 41.6
CFA franc zone 4.7 -5.6 -4.0 2.2 1.7 -1.3 32.9 49.3 51.6 51.5 50.4 48.6
CEMAC 93 -73 -36 0.4 0.3 0.9 27.3 524 535 497 486 462
WAEMU -0.1 -4.4 -4.3 —-4.2 -3.0 -2.8 39.0 46.9 50.1 52.8 51.7 50.3
COMESA (SSA members) -1.6 —4.8 -5.1 —4.5 -3.9 -3.9 39.3 49.3 50.8 51.3 50.6 50.0
EAC-5 -1.9 -5.4 —4.8 -5.0 —4.6 —4.5 35.9 44.2 45.8 47.6 48.1 47.7
ECOWAS 2.8 -4.3 -5.0 4.7 4.7 —4.2 23.0 31.6 34.5 37.7 38.6 38.8
SACU 0.3 —4.1 —4.3 —4.5 -5.1 -5.0 40.6 49.0 50.5 54.0 55.1 57.1
SADC 0.3 -39 4.4 =-3.0 3.7 -3.8 38.8 52.8 524 56.1 56.7 56.5

See sources and footnotes on page 57.
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Table SA3. Broad Money and External Current Account, Including Grants

Broad Money

External Current Account, Including Grants

(Percent of GDP) (Percent of GDP)
2010-15 2016 2017 2018 2019 2020 2010-15 2016 2017 2018 2019 2020
Angola 352 395 322 299 314 315 44 -48 -03 13 -38 -19
Benin 375 410 392 390 39.0 437 -85 -94 99 -89 -84 74
Botswana 439 414 402 409 414 417 54 13.7 12.3 9.6 8.6 8.0
Burkina Faso 305 404 442 4641 488 517 -69 -76 94 -75/ -58 438
Burundi 246 217 229 258 264 263 -16.8 -131 -123 -134 -126 -11.9
Cabo Verde 874 1026 1045 103.5 1035 102.8 97 -24 62 -71 -7.3 -65
Cameroon 216 225 226 233 234 233 -33 32 -27 40 37 -34
Central African Rep. 234 262 267 255 284 292 -87 -55 83 -86 6.1 -6.0
Chad 13.4 15.8 15.8 15.7 16.1 16.0 -90 -92 57 48 61 -4.3
Comoros 37.7 4641 452 452 452 452 -43 -65 40 -9.1 -89 -88
Congo, Dem. Rep. of 113 12.5 11.4 13.2 13.4 13.3 -56 -3.1 -05 -05 -18 -29
Congo, Rep. of 335 427 338 286 288 292 -0.0 -46.2 -39 5.5 4.7 5.9
Cote d'lvoire 15.6 14.6 13.6 13.7 16.4 16.4 18 -12 -28 -34 30 -28
Equatorial Guinea 14.5 17.4 16.4 14.3 15.2 15.9 -84 -130 58 -36 47 57
Eritrea 1121 1008 1014 1017 101.6 110.7 1.0 -21 -24 16 20 -20
Eswatini 25.1 298 293 289 289 287 9.5 14.3 12.5 9.9 10.0 11.6
Ethiopia’ 273 289 317 336 343 358 -57 93 -86 65 60 -54
Gabon 23.0 247 227 238 269 295 110 -99 44 -19 36 -12
Gambia, The 350 367 405 431 445 449 -75 94 -71 -115 98 -127
Ghana 231 264 258 261 270 277 -73 -52 34 -32 3.0 -35
Guinea 245 249 238 229 224 221 -138 -316 6.8 -161 -20.1 -17.3
Guinea-Bissau 359 479 447 442 446 455 -3.4 13 -06 -16 -39 -33
Kenya 415 384 369 369 372 376 -82 52 63 -54 50 49
Lesotho 327 3141 353 351 334 324 -74 -84 46 -58 -126 43
Liberia 233 205 199 225 236 245 -21.7 -186 -23.4 -233 -234 -236
Madagascar 256 285 297 293 304 302 -5.9 06 05 03 -14 -35
Malawi 246 228 236 236 236 236 -86 -129 -110 -92 68 -76
Mali 268 289 290 29.0 291 30.0 5.1 -72 59 -73 -56 6.1
Mauritius 99.9 1099 1141 1137 1137 1137 -76 40 56 62 74 -67
Mozambique 328 3741 358 342 342 342 -346 -393 -20.2 -344 -511 -6338
Namibia 584 518 534 541 54.1 54.1 -66 -128 62 43 -39 -32
Niger 226 268 244 220 216 216 -18.0 -155 -157 -16.3 -21.0 -23.1
Nigeria 205 254 247 254 262 271 1.8 0.7 2.8 21 -04 0.2
Rwanda 210 239 236 253 256 259 97 -143 68 -78 92 -87
Sao Tomé & Principe 389 343 314 329 328 328 -204 65 -127 -106 94 -82
Senegal 303 374 375 365 377 377 -66 40 -73 -72/ -73 -102
Seychelles 614 718 77.7 781 774 779 -19.5 -201 -205 -163 -16.0 -157
Sierra Leone 224 251 236 239 244 240 -270 -23 -109 -138 -109 -97
South Africa 731 724 724 724 724 724 -4.1 -28 -24 -34 34 37
South Sudan 199 2938 16.6 16.1 13.7 13.2 -2.1 0.1 —-6.6 -125 -12.0 -193
Tanzania 236 214 207 202 207 210 97 44 33 -37 -39 42
Togo 45.1 534  56.1 56.1 56.1 56.1 -92 97 -79 -79 62 -52
Uganda 206 217 223 219 19.3 19.7 -79 -34 50 -68 -82 9.1
Zambia 20.7 206 220 221 224 226 25 -45 -39 50 -29 -27
Zimbabwe? 212 271 29.6 18.9 15.1 15.3 -12.1 -36 -13 40 -3.0 46
Sub-Saharan Africa 358 373 366 365 368 37.2 -25 -3.7 -21 -2.6 -3.7 -3.7
Median 268 289 296 289 289 295 -72 -5 -58 -62/ 60 -52
Excluding Nigeria and South Africa 287 305 296 293 298 303 -44 64 43 44 55 55
Oil-exporting countries 225 271 253 254 262 269 1.8 -1.8 1.1 12 -13 -08
Excluding Nigeria 273 313 266 252 2641 26.4 16 -74 -18 -07 36 -23
Oil-importing countries 454 444 441 437 435 436 -58 -5.0 -4.1 -4.8 5.1 -5.5
Excluding South Africa 292 302 304 303 307 313 -7.3  -6.1 5.1 -55 59 63
Middle-income countries 388 40.6 396 395 40.0 403 -09 -24 09 -12 -24 -22
Excluding Nigeria and South Africa 319 336 316 311 320 323 -10 -50 -28 -23 34 -31
Low-income countries 25.0 26.9 27.3 27.3 274 28.2 -9.5 -8.3 -6.3 -71 -7.9 -8.5
Excluding low-income countries in - o5 7 573 284 284 287 297 -109 -87 75 -79 -91 98
fragile situations
Countries in fragile situations 22.9 24.8 23.4 22.4 22.7 22.9 -4.9 -8.0 -3.9 -4.6 -4.7 -4.8
CFA franc zone 236 270 263 26.1 273 281 -32 -78 55 -50 51 -5.1
CEMAC 21.0 241 224 219 228 234 -18 -110 40 -26 32 -24
WAEMU 26.1 294 292 291 304 313 -49 -54 66 67 65 69
COMESA (SSA members) 308 314 323 324 323 330 -62 -56 52 49 48 -50
EAC-5 294 279 271 270 269 272 -89 53 -53 53/ -55 57
ECOWAS 219 264 259 263 273 281 -05 -16 02 -09 -24 -24
SACU 705 694 694 694 694 694 -36 -22 17 27 28 -30
SADC 537 529 519 510 5141 50.9 -35 -38 -21 29 41 -4.5

See sources and footnotes on page 57.



Table SA4. External Debt, Official Debt, Debtor Based and Reserves

STATISTICAL APPENDIX

External Debt, Offial Debt, Debtor Based

Reserves

(Percent of GDP) (Months of imports of goods and services)
2010-15 2016 2017 2018 2019 2020 2010-15 2016 2017 2018 2019 2020
Angola 22.0 444 375 457 54.2 51.3 7.8 10.3 6.9 6.7 6.2 6.7
Benin' 17.5 214 23.1 26.5 27.3 26.7
Botswana 12.5 10.0 13.9 11.2 10.4 8.8 11.6 14.6 13.4 12.5 11.9 11.9
Burkina Faso' 23.4 26.5 25.3 23.8 24.0 23.0
Burundi 21.2 16.7 15.3 14.9 14.1 13.5 34 1.4 1.4 1.3 1.3 1.3
Cabo Verde 72.2 91.4 96.5 91.1 92.8 89.0 4.8 6.1 5.3 5.4 5.2 5.1
Cameroon? 11.0 19.6 225 23.6 26.1 259
Central African Rep.2 18.3 28.2 29.1 25.5 24.9 23.2
Chad? 232 2538 28.7 265 26.8 24.3
Comoros 32.5 26.4 29.5 28.7 32.6 33.6 71 6.7 6.5 7.3 6.4 6.0
Congo, Dem. Rep. of 17.4 13.8 13.1 12.9 11.7 11.3 1.4 0.5 0.5 0.7 0.7 0.7
Congo, Rep. of 240 493 39.9 31.6 31.6 32.5
Céte d'lvoire’ 34.2 27.7 324 35.9 37.0 34.1
Equatorial Guinea? 71 9.1 9.2 9.0 12.0 13.9
Eritrea 30.2 20.5 20.1 20.1 19.9 20.3 22 2.0 1.5 1.5 1.5 1.5
Eswatini 7.8 9.2 10.2 11.7 134 14.8 4.2 3.5 3.3 2.8 3.1 3.9
Ethiopia® 25.5 34.9 35.8 31.8 2938 28.0 2.0 2.1 2.0 1.6 1.9 2.3
Gabon? 21.9 35.6 40.6 36.8 417 4138
Gambia, The 30.3 409 46.2 442 423 407 45 1.2 25 24 3.0 3.1
Ghana 20.4 29.9 29.1 27.9 29.9 27.8 2.8 2.6 2.8 2.7 2.7 2.9
Guinea 29.7 222 20.4 211 30.7 32.0 24 1.4 1.4 1.8 2.1 24
Guinea-Bissau’ 27.0 22.8 20.8 22.7 23.4 22.7
Kenya 219 2641 26.9 28.4 28.9 27.2 41 4.7 4.1 4.3 43 4.6
Lesotho 31.0 34.8 32.9 32.9 33.8 34.2 5.2 4.4 45 3.4 3.2 2.6
Liberia 9.3  20.1 24.3 28.7 33.5 38.3 2.0 2.8 3.0 2.7 2.1 1.4
Madagascar 25.7 28.6 28.4 29.0 30.9 32.9 2.8 3.0 3.8 3.9 4.1 4.1
Malawi 20.3 313 32.8 30.3 29.8 30.0 2.0 2.8 34 3.1 3.7 4.0
Mali' 21.1 23.8 25.6 23.3 23.8 23.5
Mauritius 141 14.6 12.9 11.5 16.4 17.4 5.7 8.3 9.3 9.3 9.2 9.1
Mozambique 45.2 92.4 94.3 84.4 106.7 102.6 3.1 2.8 3.9 2.8 2.3 2.3
Namibia 7.9 16.6 15.5 15.8 16.6 16.2 2.6 2.6 1.7 1.5 1.7 1.9
Niger' 19.2 29.4 32.8 32.6 34.8 35.9
Nigeria 3.1 4.0 6.3 8.8 8.7 8.6 5.8 6.5 7.2 71 6.3 5.7
Rwanda 18.9 33.6 36.9 4041 40.6 39.9 5.0 4.1 4.5 4.6 4.6 4.5
Sao Tomé & Principe 77.6 78.8 74.7 66.7 64.0 59.0 4.0 3.9 3.6 2.6 25 2.8
Senegal' 25.9 31.2 41.0 436 449 426
Seychelles 42.8 31.8 30.0 28.1 26.5 241 3.2 3.7 3.8 3.7 34 3.3
Sierra Leone 26.9 36.7 403 429 444 446 2.6 3.5 3.7 3.2 3.2 3.5
South Africa 12.7 18.9 213 18.8  20.6 20.8 5.2 5.7 5.6 5.5 5.2 4.9
South Sudan 2.8 0.3 0.1 0.2 0.6 0.5
Tanzania 222 276 27.5 27.0 27.0 27.0 4.0 54 6.1 6.1 55 4.6
Togo' 15.8 19.2 20.7 23.6 259 25.1
Uganda 16.0 218 25.4 27.3 29.3 31.2 4.6 5.0 438 4.3 4.1 4.1
Zambia 16.2 38.2 36.7 445 51.2 56.3 3.0 24 21 1.6 0.9 0.6
Zimbabwe* 37.0 33.8 311 27.0 32.2 27.7 0.5 0.6 0.4 0.2 0.6 0.9
Sub-Saharan Africa 13.8 205 224 22.8 23.8 23.2 5.1 5.6 5.4 5.2 4.9 4.7
Median 21.5 271 28.5 27.6 29.5 27.8 35 3.5 3.7 3.1 3.2 3.3
Excluding Nigeria and South Africa 215 30.1 30.2 30.8 32.7 31.6 4.4 4.8 4.2 4.0 3.8 3.9
Oil-exporting countries 8.1 13.8 15.7 18.0 18.1 17.3 6.2 7.2 71 7.0 6.2 5.9
Excluding Nigeria 19.2 36.1 33.1 36.3 411 39.6 7.3 10.1 6.7 6.5 6.0 6.5
Oil-importing countries 18.3 25.0 26.4 25.5 271 26.7 4.3 4.5 4.4 4.3 4.1 4.0
Excluding South Africa 22.6 28.2 29.3 29.2 30.5 29.6 34 3.6 3.6 34 34 3.5
Middle-income countries 11.6 18.0 20.2 21.0 22.0 213 5.6 6.3 6.1 5.9 5.5 5.3
Excluding Nigeria and South Africa 20.2 30.8 304 324 35.0 33.6 5.7 6.7 5.3 5.1 4.8 5.0
Low-income countries 23.7 291 29.9 28.7 299 29.1 2.8 2.8 29 2.7 2.7 2.7
Excluding low-income countries in - 5 4 334 344 330  34. 33 36 39 36 35 34
fragile situations 33.4
Countries in fragile situations 253 24.9 25.4 25.2 26.2 25.0 1.8 1.0 1.0 1.0 1.2 1.3
CFA franc zone 20.6 26.0 29.1 29.4 31.2 30.3 5.3 3.2 3.2 3.7 3.9 4.1
CEMAC 15.6 25.0 26.6 25.2 27.7 27.8 5.2 2.3 2.4 2.8 34 3.9
WAEMU 25.7 26.8 30.9 32.5 33.6 32.1 5.3 3.9 3.9 4.3 4.4 4.3
COMESA (SSA members) 21.4 271 27.6 275  28.0 27.3 3.0 3.1 2.9 2.8 2.9 3.1
EAC-5 20.7 26.1 27.2 28.2 28.7 28.1 4.2 4.9 4.8 4.8 4.6 4.5
ECOWAS 8.6 11.4 14.4 16.6 16.8 16.2 54 5.9 6.4 6.3 5.7 5.2
SACU 12.6 18.4 20.7 18.4 20.0 20.1 5.3 6.0 5.8 5.7 54 5.1
SADC 16.7 26.0 26.1 25.6 28.0 27.7 5.2 5.9 5.4 5.2 4.8 4.7

See sources and footnotes on page 57.
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