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Sustaining the Economic Rise of Africa
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THE U.S.-Africa Summit held in August in Washington
highlighted America’s commitment to Africa’s security, its
democratic development, and its people. In just one day,
on August 6, 2014, U.S. President Barack Obama met 50
Africanleaders to discuss a diverse range of topicsincluding
“inclusive, sustainable development, economic growth,
and trade and investment,” “peace and security, including
a discussion of long-term solutions to regional conflicts,
peacekeeping challenges, and combating transnational
threats,” and governance, “in order to deliver services to
citizens, attract and prepare for increased domestic and
foreign direct investment, manage transnational threats,
and stem the flow of illicit finance.”

Without a doubt, it was a very busy August 6.
However, it should not blind us to the fact that the recent
improvements in economic performance and in well-
being in sub-Saharan Africa (hereafter Africa) have little
to do with symbolic politics and photo ops in Washington.
Rather, they are the result of rising commodity prices as
well as domestic reforms, such as more prudent fiscal and
monetary policies, privatization of state-owned enterprises,
and improvements in the business environment. As a 2010
McKinsey report finds, much of Africa’s recent growth can
be explained by factors such as the reduction of average
inflation from 22 percent in the 1990s to 8 percent in 2000s,
the reduction of Africa’s budget deficits by two-thirds, and
by significant improvements in the quality of institutions.

To sustain and accelerate the current growth of African
economies, African leaders need to focus on domestic
structural and institutional reforms. They also need to
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make more tangible progress removing existing barriers to
trade and investment on the continent. But African leaders
should demand that the West help too, by abandoning
its agricultural protectionism, including the wasteful
programs of explicit and implicit support of domestic
agricultural production, which hurts agricultural sectors
in developing economies.

The State of Africa

The last decade was good for Africa. The real gross
domestic product rose at an average annual rate of 4.9
percent between 2000 and 2008 — twice as fast as that in the
1990s. Even in the aftermath of the financial crisis, African
growth quickly rebounded to rates approaching 5 percent.
As a result, between 1990 and 2010, the share of Africans
living at $1.25 per day or less fell from 56 percent to 48
percent, while the continent’s population almost doubled
in size. If the current trends continue, Africa’s poverty rate
will fall to 24 percent by 2030.

Since 1990, the per-capita caloric intake in Africa
increased from 2,150 kcal to 2,430 kcal in 2013. Between
1990 and 2012, the proportion of the population of African
countries with access to clean drinking water increased
from 48 percent to 64 percent. Many African countries have
also seen dramatic falls in infant and child mortality. Since
2005, some African countries, such as Senegal, Rwanda,
Uganda, Ghana, and Kenya, have seen child mortality
decline by an annual rate exceeding 6 percent.

Nonetheless, the continent still lags significantly behind
the rest of the world in its income levels and also in many
indicators of human well-being. For example, Africa
scored a mere 0.502 on the United Nation’s 2014 Human
Development Index, measured on a scale from 0 to 1, with
higher values denoting higher standards of living. By
comparison, the United States scored 0.914, Latin America
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0.74, and China 0.719 (see Figure 1).

Taking a longer view, the recent economic improvements
have not been sufficient to overcome the enormous income
gap that has long existed between Africa and other parts of
the world. According to the dataset developed originally by
the late Angus Maddison, an economist at the University
of Groeningen, the income gap between Africa and other
regions has grown since 1960 (see Figure 2), although it
has declined somewhat after 2000. While Africa has seen
tangible progress in recent years, it still is a far cry from the
growth miracle that has been unfolding in China and India,
or from the ones that brought the countries of Southeast
Asia to their current levels of economic development.

Africa is hardly a homogenous continent. Figure 3
reveals significant differences in income levels across
different African economies. The two countries at the top
of the list are outliers. The high annual per capita income in
Equatorial Guinea, approaching $33,000, is a result of the
country’s vast oil reserves and does not imply the country
is particularly prosperous — in fact, it ranks 144th out of
187 countries evaluated on the 2014 Human Development
Index. Seychelles, in turn, which enjoys a per capita GDP
of over $23,000, has a tiny population of less than 88,000
and a highly developed tourism industry. On the other
extreme, per-capita income levels in countries such as
Burundi, Democratic Republic of Congo, or in the Central
African Republic, still linger well below $1,000.

Aid and Development

The countries of Africa count among the most notable
recipients of development assistance, which is still seen by
some as important for lifting Africa out of poverty. At the
2005 G8 summit in Gleneagles, UK, world leaders agreed
on doubling foreign aid by 2010 and also on canceling
the debt of poor countries heavily indebted to the World
Bank, the International Monetary Fund, and the African
Development Fund. Such policies, which put development
assistance ahead of aggressive trade liberalization and
the promotion of sound, domestically grown, institutions
within Africa, ultimately do a disservice to the continent.

Between 1979 and 2012, average per capita aid flows
to Africa came close to $32 per year, compared to $1.93
in India and $1.25 in China. Over the same period, the
average annual growth rate in Africa was a mere 0.27
percent, compared to 4.4 percent in India and over 9
percent in China (see Figure 4).

The failure of aid to generate sizeable economic growth
in Africa is not just an artifact of the data but is consistent
with the findings of a number of influential studies in
development economics, which have concluded that aid
does little to foster economic prosperity. Today, the size
and the scope of global capital markets make Africa’s access
to capital potentially easier than at any time in the past,
significantly weakening the case for aid. Indeed, private
capital flows to developing countries now dwarf aid flows.
Remittances from high-wage countries to developing
countries alone total around $400 billion — or four times
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global aid flows; the size of foreign direct investment is
roughly similar.

Trade Barriers in Africa

Countries that improve their policies and institutions

— by increasing their trade openness, limiting state
intervention in the economy, building a business-friendly
environment, and emphasizing protection of property
rights and the rule of law — tend to grow faster than
others. Such countries are also better at attracting foreign
capital, which helps to increase economic growth. Credible
improvements in policies and institutions increase
confidence and foster investment and economic growth.

Alas, Africa remains the least economically free region in

the world. The extent of trade protectionism, for example,
is large, especially when compared with other regions
in the world. Average applied tariffs in Africa remain
comparatively high, and the extent of trade liberalization
on the continent has not matched that experienced in the
rest of the world. While between 1988 and 2010, the average
applied tariff in high-income countries in the Organization
for Economic Cooperation and Development fell from 9.5
percent to 2.8 percent, Africa saw a reduction from 26.6
percent to 11 percent. That is not a negligible decrease
but it still leaves the continent with unnecessarily high
tariff protection, which hinders trade. It is not altogether
surprising that Africa’s trade still accounts for only a small
fraction of global trade flows. In 2012, for example, Africa’s
total merchandise exports constituted only 3.3 percent of
the world’s exports — less than in the 1970s.

Tariffs facing African exporters within Africa are often
higher than those facing African exporters in other parts
of the world. For 13 African countries, bilateral tariff costs
for agricultural products are higher vis-a-vis their regional
trading partners in Africa than with the rest of the world.
For manufactured goods, tariff costs within Africa are
higher than with the rest of the world in the case of 25
African countries.

In addition to tariffs, a plethora of nontariff barriers
to trade exists in African countries, ranging from bad
infrastructure, sanitary and phytosanitary rules, to
corruption. A recent study by the Rwandan Ministry of
Trade and Industry reveals that in order to reach the port
in Mombassa, Kenya, a little over 1,000 miles from Kigali,
a truck driver must stop at 26 different road blocks and
navigate eight weight bridges. At 11 of the roadblocks
and at seven of the weight bridges, officials request bribes,
totaling an average of $846, not to mention that the journey
used for the study took more than 121 hours. And, as a
World Bank economist noted in 2012, “in southern Africa,
a truck serving supermarkets across a border may need
to carry up to 1600 documents as a result of permits and
licenses and other requirements.”

It is then not a surprise that intraregional trade — trade
among African countries — accounted for only 11 percent

of the region’s total trade in 2010, which is significantly
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lower than in other developing regions — not to speak
about advanced economies. Intra-EU trade, for example,
accounted for almost 64 percent of total trade in the EU in
2010. If African governments were interested in expanding
trade, liberalization within the region would surely be
a desirable goal, especially as it does not depend on the
West's policy decisions.

What Africa Needs

The most significant bottlenecks to Africa’s economic
development are internal to Africa and will have to be
addressed by Africans. These include

. Rule of law. Without a functioning court system,
local and foreign investors cannot do business effectively,
especially on a large scale.

. Poor governance, inefficient bureaucracies, and
corruption. African governments often lack accountability
and instead advance the objectives of the political elite.

s Red tape. The World Bank’s Doing Business
reports show that improvements in the regulatory
environment result in greater private sector investment
and higher economic growth.

. Infrastructure. While investment in infrastructure
is costly and will take many years to complete, privatization
of inefficient government monopolies, such as ports and
railways, can be done relatively easily.

. Regional economic integration. Trade within
Africa is significantly smaller as a percentage of African
exports than is the case in other parts of the world.
Unfortunately, regional free-trade initiatives, such as
the African Free Trade Zone, have not yet resulted in a
significant reduction of trade barriers within Africa. For
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most African countries, unilateral trade liberalization can
be a feasible and appealing alternative to protracted trade
negotiations.

. This is not to say that developed nations, such as
the United States, cannot help Africa grow. In particular,
the elimination of the existing barriers to trade should
be at the forefront of the efforts to help. Such barriers
include tariffs, particularly on agricultural exports, which
make it difficult for African economies to fully exploit
their comparative advantage. As Brookings Institution
researchers Emmanuel Asmah and Brandon Routman
note, the structure of the tariff protection in the United
States — but also in the European Union — is a significant
part of the problem. The tariffs imposed up to a certain
amount of imports may be low, yet the tariffs imposed for
imports above the permitted quota might be very steep,
in some cases up to 350 percent. Furthermore, agricultural
subsidies in rich countries cause surplus production,
which is often dumped on the world markets, depressing
prices and undermining the livelihood of farmers in poor
countries.

However, African problems cannot be solved in Western
capitals, and the region need not rely on the West to
develop. Persistent poverty in Africa is caused primarily by
flawed domestic policies and institutions. As such, it can be
overcome only by changes made by Africans themselves.
African governments must ultimately embrace the reforms
that have made other regions of the world prosper.

Marian L. Tupy and Dalibor Rohac are of the Cato
Institute’s Centre for Global Liberty and Prosperity.




