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This is a recent and full analysis of the sums and type of aid flowing to Africa. 

www.eldis.org/static/DOC5651.htm
This is an excellent site which analyses aid, its use and suggests ways of altering the ways in which we measure both the value and effectiveness of aid.

http://www.guardian.co.uk/debt/0,2759,178197,00.html
This is the official site of The Guardian newspaper which is a UK paper known for its interest in ‘liberal’ issues and is highly respected for its detailed analysis of sensitive topics. On this page you will find links to a variety of articles that relate to debt relief and aid flows.

The following article contains some excellent analysis and data on Africa, aid and its effectiveness. It is a good place to start a personal analysis of just what is happening on the continent and why.

FINANCING AFRICA'S DEVELOPMENT: CAN AID DEPENDENCE BE AVOIDED? 

Kwasi Anyemedu4/26/2002  

A central theme of NEPAD is that Africans must take control of their own destiny. In the document one finds such uplifting declarations as " Africans must not be the wards of benevolent guardians, rather they must be the architects of their own sustained upliftment" and " the hopes of Africa's people's for a better life can no longer rest on the magnanimity of others." When it comes to the question of mobilisation of resources for development, however, the central NEPAD statement seems at first sight, at least, to be somewhat contrary in spirit to the ringing declarations quoted above. The document states as follows; " To achieve the 7% per annum growth rate needed to meet the IDGs ( International Development Goals) - most importantly, to halve poverty incidence by the year 2015- Africa needs to fill an annual resource gap of 125 of GDP, or US$64billion. This will require increased domestic savings, as well as improvements in the public revenue systems. However, the majority of the needed resources will have to be obtained from outside the continent. The African initiative focuses on debt reduction and ODA as complementary external resources required in the short to medium term, and addresses private capital flows as a longer-term concern." This focus on external resource inflows and, in particular, aid is to a large extent compelled by the reality of the current African situation. It is generally accepted that given the low incomes in Africa, the scope for increasing significantly domestic savings in the short to medium term is not be very big. Further, as pointed out in the World Bank's Can Africa claim the 21st Century? a sharp rise in domestic savings would prevent a rapid increase in consumption and slow the reduction in poverty.

There is however another reality. The levels of ODA required by the programme are unlikely to be attained. Further, aid from both the multilateral and bilateral donors increasingly is accompanied by a growing number and range of policy conditionality covering both economic and political areas. Already, it is looking as if to "deserve" the increased amounts of aid that the programme envisages, Africans will have to do as the Western aid donors wish in economic as well as political matters... Before the Zimbabwe elections, the Economist Magazine (March 9th- 15th 2002) warned that the refusal of African leaders to criticise President Mugabe came " dangerously close to declaring that African heads of government regard solidarity with doting tyrants more important than sound economic management, free elections and the rule of law- a grim message to be sending in a year when Africa is trying to present itself as newly serious, responsible and deserving of aid." In the circumstances, it is not surprising that Nigerian President, Olusegun Obasanjo, has warned that we must guard against NEPAD being turned against us as a tool for new conditionality. And Wiseman Nkuhlu, Chairman of NEPAD's steering committee and Special Economic Adviser to President Thabo Mbeki, is reported to have rejected a warning by the United States that the African endorsement of Zimbabwe's presidential elections could hurt Western support for NEPAD, and declared that “For Africans to be dictated to like this is simply irritating." (Ghana’s Daily Graphic, March 27 2002)

The prospect of rather less than the envisaged inflows, and the likelihood of even more pervasive and intrusive conditionality require a response of two kinds. The first is that elaborated by President Obasanjo in his statement at the International Conference on Financing for Development that “NEPAD is being drawn up in such a way that, with or without adequate contributions from our development partners, it can be implemented to a significant extent, based on our own visions and our own programmes." The second strand of a response calls for more attention to be given to domestic savings mobilisation, especially in those areas in which collective or cooperative actions by African states can make an important difference. 

It does appear (from the version of the NEPAD document available to me) that domestic savings mobilisation has not been given as much attention as the other possible sources of finance. It is instructive that while the NEPAD document stipulates actions which might be taken under the Debt, ODA Reform, and Private Capital Flows initiatives, no such actions are proposed for domestic savings mobilisation.

The emphasis on first aid, and then private capital flows, reflects what might be called the conventional wisdom on what are the realistic sources of finance for Africa's Development. As elaborated, among others, by UNCTAD"s publication, Capital Flows and Growth in Africa, 2000, the analysis goes like this; the only realistic source of significant finance to initiate a process of rapid growth for Africa is official overseas development assistance. This is because Africa is not yet an attractive destination for private capital, and the current income levels are too low to permit any significant increase in domestic savings. The expectation is that if African countries are able to achieve rapid growth as a result of the enhanced aid flows, the resultant increase in per capita incomes will enhance the capacity of Africa to generate domestic savings. At the same time, if Africa becomes a fast growing region it will become more attractive to private investors. The combined effect of these two developments will eventually reduce Africa's dependence on aid. 

While this writer acknowledges the realism of the above analysis, the introduction of NEPAD, which is supposed to usher in an era in which Africans are more in control of their own destiny, and the possibility of even more conditionality require that more urgency is imparted to the task of domestic savings mobilisation. It is also probable that if we devote as much attention and energy to domestic savings mobilisation as we do to the attraction of foreign private capital, we may well find that the scope for domestic savings mobilisation is bigger than we think. As Arthur Lewis (1955) noted long ago;" No nation is so poor that it could not save 12% of its national income if it wanted to; poverty has never prevented nations from launching wars, or from wasting their substance in other ways." Arthur Lewis wrote at a time when savings of the low income countries averaged 4-5 % of national income, but thought 12% was feasible. Domestic savings in Sub-Sahara Africa now averages 13-14% of GDP, though as we shall see later there are significant differences in individual country performance on this score. Under NEPAD we should explore ways of increasing this in the shortest possible time so that the transition period from heavy aid-dependence to substantially reduced dependence is shortened. 

This is the principal message of this paper. The first section of the paper analyses trends in aid flows, detailing Sub-Sahara Africa's heavy dependence on aid as a source of finance, and the declining trend of aid flows generally and to Africa. The second section reviews issues related to aid and policy conditionality and points out that unless there is quite a radical restructuring of the relationships between aid donors and recipients NEPAD's vision of Africans being in control of the destiny of the continent cannot be realised. The third section briefly reviews trends in FDI flows into Africa as well as proposed actions under NEPAD to increase flows to Africa. The fourth section presents data on region-wide as well as individual country performance with respect to domestic savings, and proposes a number of areas in which collective African action may help to improve domestic savings mobilisation. 

Aid -- Trends and Prospects...

Aid or official development assistance (ODA) consists of concessional loans and grants to developing countries to promote development in the recipient countries. For loans to be qualified to be included in ODA figures, they must include a grant element of more than 25%. ODA figures also include technical assistance or cooperation expenditures. [The technical cooperation expenditures do not always directly benefit the recipient economy since they may be for costs incurred outside the country for salaries and benefits of technical experts or for overhead of firms supplying technical services.]

The origins of government to government aid can be traced; it is said, to the Renaissance period when Italian Princes used it as a tool of foreign policy. The 1929 British Colonial Development Act which provided for loans and grants for infrastructural development in the then British colonies is often regarded as the first example of formal aid. But aid as now conceived and the machinery for its delivery can be said to be products of the Second World War. The International Bank for Reconstruction and Development( the World Bank), the leading ODA institution, was established to provide loans for post 2nd world war reconstruction, and made its first loan to a developing country, Colombia, in 1950. A major development after the war was the Marshall Plan initiated by the United States, and which over the period 1948-52 transferred $17billion for the rehabilitation of Western Europe. The Marshall Plan aid is said to have had a grant element of 90%, and the annual flows represented 1.5% of the GNP of the United States.

The Marshall Plan captured the imagination of people and up till today it is evoked when aid is discussed. Katarina Tomasevski (1993) observes that “The success of the Marshall Plan instigated optimistic visions of what aid can accomplish. A replica of the Marshall Plan was to be tried out in the rest of the world. The idea of a Marshall Plan as a panacea has not withered away. It was advocated by the former U.N. Secretary-General, Kurt Waldheim for Africa in 1974; referred to as a solution for the Philippines in 1988; and demanded for Eastern Europe in 1989." At the recent International Conference on Financing for Development in Mexico, the Ghanaian delegation stated rather optimistically that " It feels as if we stand on the threshold of a new Marshall Plan'"

Trends in aid flows. 

The trend of ODA to developing countries was generally upwards from the 1960s till it reached a peak in 1992. Since then aid volumes have declined. Aid received by developing countries (excluding technical cooperation grants) declined by 3.8% in 2000 to $ 40.7billion and is estimated to have fallen by a further 3.4% in 2001. 

A number of reasons have been assigned for this decline in aid flows since the early 1990s. An often cited reason is the end of the cold war. This reduced the competition between the East and the West to offer aid to developing countries as part of the ideological struggle, and at the same time reduced the ability of the aid recipients to play off one donor against another. Another important factor has been budgetary difficulties in the donor countries and their consequent squeeze on aid outflows. The perception that that aid flows have failed to promote development has also reduced support for aid. Another reason cited is the ascendancy of neo-liberal economic ideas, which tended to challenge the need for aid and rather recommended that the developing countries should look principally to private capital flows instead of relying on the public system of aid.

The surge in private flows and the relative decline of ODA as sources of finance for developing countries as a whole can be seen in the table below.

Net disbursements of total official and private flows by type, all donors (1987-97), per cent.

Developing countries Average share (1987-92) Average share (1993-97).

Overseas development assistance (ODA) 61.6 37.2

Other official flows (OOF) 6.6 4.5

Private flows 26.4 55.1

Grants from NGOs 5.4 3.2

Total 100 100

Sub-Saharan African Countries 

Overseas Development assistance 89.5 90.2

Other official flows 11.7 2.4

Private flows -1.2 7.5

Grants from NGOs n.a n.a

Total 100 100

SOURCE OECD (1999) as quoted by Peter Hjertholm and Howard White: “Foreign Aid in Historical Perspective" in Finn Tarp (ed.) Foreign Aid and Development Routledge, 2000.

Sub-Sahara has not been able to attract as much private flows as the developing regions. This has meant that for Sub- Sahara Africa the shortfall in ODA has not been offset by increased private flows. At the same time, it has meant that although the total external resource flows into Africa have declined, Africa's relative dependence on aid has increased. A comparison of the figures in the two periods shows that whereas for developing countries as a whole, the share of ODA as a source of external finance had declined in the second period (1993-97), and indeed private flows had exceeded ODA in this period, for Sub-Sahara Africa the share of ODA in total disbursements of external finance had increased. 

Africa's heavy dependence on aid can be seen in other indicators. African countries are among the largest aid recipients whether measured by aid per capita or as a percentage of GNP.

Main (top 30) aid recipients ranked by aid per capita in 1990 and 1999; in US $

Country 1990 Country 1999

1. Israel 295.0 1. Israel 148

2. Jordan 282.5 2. Albania 142

3. Gabon 123.0 3.Nicaragua 137

4. Botswana 118.2 4.Macedonia 135

5. Jamaica 115.7 5. Honduras 129

6. Egypt 107.6 6. Namibia 104

7. Mauritania 107.0 7. Mongolia 92

8. Senegal 99.8 8. Jordan 91

9. Papua New Guinea 96.1 9. Mauritania 84

10.Congo 92.0 10. Bolivia 70

11. Honduras 87.8 11. Zambia 63

12. Nicaragua 84.0 12. Yugoslavia 60

13. Mauritius 82.9 13. Lao 58

14. Costa Rica 81.0 14. Senegal 58

15. Lesotho 78.0 15. Estonia 57

16.Central African Rep. 76.3 16. Armenia 55

17. Bolivia 68.4 17. Kyrgz Rep. 55

18. El Salvador 66.5 18. Congo 49

19.Mozambique 60.2 19. Papua N.Guinea 46

20. Cote d'Ivoire 57.9 20. Lebanon 45

21. Togo 57.8 21. Georgia 44

22. Malawi 56.3 22. Latvia 40

23. Mali 56.0 23. Botswana 38

24. Chad 55.5 24. Eritrea 37

25. Benin 55.1 25. Burkina Faso 36

26. Somalia 54.8 26. Lithuania 35

27. Zambia 54.0 27. Benin 34

28. Syria 52.6 28. Haiti 34 

29. Guinea 51.0 29. Guinea 33

30. Lebanon 50.0 30. Mali 30 

SOURCE: World Bank: World Development Report. 1992 and 2002.

A comparison of the two lists shows the lower per capita receipts of individual countries in 1999 as compared to 1990, and also considerable change in the identities of the top 30 aid recipients ranked by per capita receipts. In 1990, 19 African countries were numbered among the top 30, but in 1999, there were only 11 African countries among the top 30. For Africa as a whole, per capita receipts of ODA declined from $32 in 1990 to $19 in 1998. The 1999 list shows the emergence of Balkan and other former communist countries as significant recipients of aid.

If we look at what many regard as the criterion for aid dependence, ODA or aid as a percentage of GNP, African countries feature more prominently than in relation to per capita receipts. In 1997, 21 out of the top 30 aid recipients ranked by aid as proportion of GNP were African countries. Rwanda (30.2%) and Mozambique (29.6%) topped the list. Other African countries with ODA equal to 10% or more of their GNP were Madagascar (24.3), Mauritania (23.9), Mali ( 18.1), Zambia (16.7%), Sierra Leone(16.0), Burkina Faso( 15.6%), Eritrea( 14.8%), Chad (14.3%), Tanzania(13.9), Malawi(13.7), Uganda(12.8), Burundi(12.8%), Benin (10.7), Angola(10.3), and Guinea( 10.1%). African countries in the top 30 but with a ratio of aid to GNP of less than 10% were Central African Republic (9.3%), Togo (8.4%), and Ghana (7.2%).

Although Sub-Sahara Africa, as a region, remains the largest recipient of ODA, its share of ODA has been declining, and it has also been experiencing a decline in ODA relative to GNP since 1990. In 1990, Sub-Sahara Africa received 37.2% of total ODA inflows as compared to a share of 31.2% in 1999. Over the same period, ODA as a percentage of GNP for the region declined from 5.8% to 4.2 %.( Europe and Central Asia increased its share of ODA from 3.5% in 1990 to 14.1% in 1999, and ODA as a proportion of the region's GNP increased from 0.1% to 0.6% over the same period.) 

Prospects.

Between 1992 and 1997, total ODA from the donor countries (Development Assistance Committee (DAC) members) declined steadily from 0.33% of their combined GNP to a low of 0.22%. In 1998, there was a slight reversal in this trend and the proportion of combined GNP given as ODA went up to 0.24% The situation deteriorated over the period 1998-2000, and aid as percentage of donors' combined GNP fell back to 0.22% ( World Bank :Global Development Finance, 2002)

Even before the U.N Conference on Financing for Development which took place in Mexico in March 2002, some donor countries, notably the United Kingdom which contributed 0.27% of its GNP as aid in 1998, had pledged to increase their aid budgets. The U.N Conference provided a forum for quite significant pledges of aid. At the Conference, The United States made an important pledge to build up its spending on aid from 2004 so that by 2006 U.S. ODA would be $5billion higher than the current $10billion annual expenditure on aid. Annual U.S. expenditure of $15billion on aid would be equivalent to 0.16% of U.S (2000) GNP, and would not quite reflect generosity of Marshall Plan proportions, but an increase of $5billion would be a very significant increase, and would provide a welcome addition to the resources available for development.

The European Union countries, which provided aid of $25.4billion in 2000, have also pledged to raise their spending on ODA to an average of about 0.39% of their GNP from the current average of about 0.33% of GNP. This is expected to yield an additional $7billion a year by 2006. If these pledges are honoured, there would be at least a temporary reversal of the declining trend of aid flows. The medium-term prospects are however uncertain. Two of the four largest donors, Japan and Germany have fiscal problems which may reduce their capacity to sustain increases in aid, and it is not clear if the U.S pledge, even if honoured, signals a permanent change in U.S attitude to aid. The World Bank's Global Development Finance, 2002 believes there is little likelihood that a rise in aid will be significant and sustained. 

Aid and Conditionality.

The use of aid to influence broad national development policies is said to go back to the Marshall Plan. The concentration of the World Bank and the bilateral donors on project loans throughout the 1960s and 1970s reduced the focus on general policy, though interest in it among lenders was never completely absent. Indeed in the mid 1960s, officials of the United States Agency for International Development (USAID) set out the basic rationale for attaching conditions to development lending- " In the long-run aid's "influence potential" is much more important than its resource contribution. This is true for two reasons: Total aid from all sources has probably contributed roughly 20% of total investments in the developing countries in the past few years. The use made of the remaining 80% is clearly much more important in accelerating growth than is the use of aid alone. Furthermore, policies and procedures in import licensing arrangements, investment codes, marketing board pricing policies, power and transportation rate structure, tax provisions, to name only a few- affect economic development at least as powerfully as the presence or absence of adequate infrastructure or technical skills. Successful efforts to influence macroeconomic and sectoral policies are likely to have a greater impact than the added capital and skills financed by aid." ( Joan M,.Nelson and Gustav Ranis, 1966)

Before the early 1980s, however, the International Monetary Fund (IMF) was about the only major institution substantially involved in policy-based lending. The introduction of the World Bank's structural adjustment programmes in the early 1980s greatly expanded the use of policy conditionality in lending. Since then, the "influence potential" of aid has been extended beyond the realms of economic policies, and "good governance", respect for the environment, the observance of human rights, and the holding of free and fair elections have all become matters which can be conditions for the grant or continuance of aid. And it goes without saying that not all the influence that policy conditionality seeks to exercise is directed at the growth or development in the recipient countries. Donors use aid to advance their commercial interests as well as their diplomatic and political objectives.

Sub-Sahara Africa is the region most subject to policy conditionality. This is partly because Africa is the region most dependent on aid, but it is also partly because of the weakness of African states. Tony Killick (1998) has observed that “the extent to which policies in that region (Sub-Sahara Africa) are under the direct influence of the IFIs (International financial institutions) and bilateral donors is without historical parallel.” It is clear therefore that if NEPAD is truly going to represent an African initiative, then there should be less rather than more conditionality.

It is worthy of note that although a considerable amount of literature has been devoted in recent times to questioning the effectiveness of conditionality in inducing or extracting the policy changes and reforms desired by the donors, there has been no challenge to the principle of conditionality. There has also been no questioning of the appropriateness of the content of conditionality. There has been the tendency, when aid has not produced the desired economic performance, to assume that this is because there has been less than full compliance with the policies stipulated as conditions to aid, or there have been problems with implementation. There has not been a willingness to examine whether the policies enforced on the recipient countries by policy conditionality have been appropriate for the economies concerned. It is rare indeed to find advice such as given by Dani Rodrik (2000) that “Economic development ultimately derives from a home grown strategy, not from the world market. Policy makers in developing countries should avoid fads, put globalisation in perspective, and focus on domestic institution building. They should have more confidence in themselves and in domestic institution building, and place less faith in the global economy and the blueprints that emanate from it."

The World Bank, the leading aid organisation which sets much of the international development agenda, is convinced that policy conditionality improves economic performance. It is quite clear therefore that however "irritating" African leaders and their officials find the conditionality attached to the aid they receive, the World Bank, the United States and the other bilateral donors are not about to abandon the practice of attaching conditions of various sorts to aid they provide to Africa. There is however sufficient dissatisfaction with the current practice of conditionality even among those who believe that conditionality is appropriate and useful that there have been several proposals for reform.

Many of the reforms focus on reducing the administrative burden on recipient countries through improved coordination among donors. There World Bank also claims that donors are making greater efforts to "ensure that policy conditions in adjustment assistance reflect a programme that has the full support of the government and other domestic shareholders." The most far-sighted of the proposals for reform are based on the ideas of Thorvald Stoltenberg, a former Norwegian Minister of Foreign Affairs. The proposals call for "development contracts" which will bind aid donors and recipients in a form of reciprocal obligations. The commitments to be made by aid recipients and donors will include these elements;

(a) A development strategy which fully embodies the priorities of the developing country with respect to the various objectives of development. The trade-off between the short run and the long run, the acceptable changes in income distribution , the minimum goals of human development and satisfaction of basic needs to be pursued, the determination of a minimum set of consumption entitlements for the poor etc. must be based on consensus internal to the developing country itself;

(b) A longer-term perspective, recognising that development may be a matter of decades and that many of the specifics of the policy required cannot be determined and/or predicated in advance;

(c) An emphasis on development, which requires not only stabilisation and adjustment, but also an explicit strategy in which private and public institutions can participate. The structural characteristics, institutions, and traditions of the recipient country will play a significant role in determining the nature of the strategy and the mechanisms of planning which it will apply;

(d) Reciprocity in the sense of a guarantee of credits or aid from the donor country (ies) over an extended period, encompassing successive five-year development plans, subject only to limited concepts of conditionality, confined for example to a policy package for enhancing incentives for expanding production as contrasted with premature efforts to mobilise domestic resources at the beginning of a plan period, by curtailing consumption below an irreducible minimum;

(e) An assurance that a country's development programme would not be disrupted by external shocks such as export shortfalls by the timely provision of offsetting compensatory or supplementary financing, so long as the country was adhering to a policy framework for enhancing production incentives;

(f) the provision of foreign savings support for human development, minimum social security, and environmental protection elements of a country's development programme;

(g) the reduction by the developing country of its military expenditure to a defined level preferably not exceeding 2 per cent of its GNP by the end of its first five-year development plan period. 

The NEPAD document states that a critical dimension of Africans taking responsibility for the continent's destiny is the need to negotiate a new relationship with the development partners. This new relationship is to involve mutually agreed performance targets and standards for both donors and recipients of aid. It is to be hoped that such a new relationship can be worked out, for old-style conditionality is not likely to be compatible with Africans taking responsibility for their own destiny.

Private Capital Flows...

Private capital inflows come in three broad forms; private debt (mainly commercial bank), foreign direct investment (FDI), and portfolio equity flows. In spite of quite vigorous efforts aimed at attracting private capital, not much success has been achieved by Africa. As UNCTAD (2000) points out, long-term bank lending has completely disappeared since the mid 1990s, and for Sub-Sahara Africa private capital inflows have consisted mainly of FDI and short-term bank lending.

With respect to FDI, the World Investment Report 2001 reveals that total FDI inflows for Africa as a whole declined from $10.5 billion in 1999 to $9.1 billion in 2000, while the flows for Sub-Sahara Africa declined from $8billion in 1999 to $ 6.5 in 2000. The total amounts of FDI to Africa declined in 2000 relative to 1999 in spite of the fact that FDI flows for the whole world grew by 18% in 2000, reaching a record of $1.3 trillion. As a consequence the share of Africa in world FDI flows fell below 1% in 2000.

Shares of regions in global FDI inflows (annual averages in %)

1988-1990 1998-2000 

Developed Countries 82.7 76.3

Developing Countries 17.1 21.4

Africa 1.8 0.8 

Central &E. Europe 0.2 2.3

SOURCE: UNCTAD: World Investment Report 20001

The top 10 African destinations for FDI currently are Angola, Egypt, Nigeria, South Africa, Tunisia, Sudan, Cote d'Ivoire, Mauritius, Uganda, and Lesotho. The bulk of the investment has gone mineral or petroleum production. Mergers and Acquisitions for countries such as South Africa, and privatisation of state-owned enterprises have also attracted some FDI. 

Among the reasons cited for Africa's inability to attract much FDI inflows are political uncertainty and social unrest, small size of markets; inadequate and poorly maintained infrastructure; and shortage of skills. NEPAD seeks to address some of the problems which have inhibited adequate flows of private capital to Africa. The first priority, the NEPAD document declares, is to address the perception of Africa as “high risk" continent, especially with regard to insecurity of property rights, regulatory weakness and markets. Accordingly among the actions proposed under the private capital flows initiative are;

a) the establishment of a task team to carry out audits of investment related legislation and regulation with a view to risk reduction and harmonisation within Africa and 

b) the carrying out of a needs assessment of and feasibility study on financial instruments to mitigate risks associated with doing business in Africa.

As the document points out, initiatives under NEPAD generally relating to the maintenance of peace and security, improvement in political and economic governance and in infrastructural development should help enhance Africa's prospects in attracting foreign direct investment. So too should more effective sub-regional or regional integration which NEPAD may be able to foster. Many studies have singled out large market size as the most potent magnet for the attraction of FDI. A survey by Ernest and Young 1994) found that “large market potential" was identified as the most important reason for offshore investment by 94% of the 230 of its global client companies surveyed. The World Investment Report 2001, while pointing out that the Southern African Development Community SADCC) maintained its position as the most important sub-region for FDI inflows into Africa, observed that while the Community's improved attractiveness to FDI may have been principally driven by country-specific factors, some at least of the FDI inflows were motivated by the economic integration of the region.

Domestic Savings.

Domestic savings may be subdivided into private domestic savings and government domestic savings. Private domestic savings are from two sources- (a) corporate savings or the retained earnings of corporate enterprises and (b) household savings which represent that part of household income that is not consumed. Government savings are primarily the excess of government revenues over government consumption, defined as all current government expenditures plus capital outlays for military equipment. [Important examples of government consumption include salaries of government employees, government procurement, maintenance expenditures and interest on the national debt.] Where they exist, profits from state-owned enterprises can also contribute to government savings.

Mainly because of low incomes in Sub-Sahara Africa, the region's domestic savings rates are lower than those in other regions.

Gross Domestic Investment and Savings, 1990 & 1999.

Category Gross Domestic Investment as % of GDP Gross Domestic Savings as % ofGDP 

1990 1999 1990 1999

World 24 22 23 23

High Income Countries 21 23 23 22

Middle Income Countries 26 24 27 26

Low Income Countries 24 20 21 19

Sub-Sahara Africa 15 17 16 14

M.East & N. Africa 24 22 22 19

E. Asia & Pacific 35 33 35 37

L. Amer.& Carribean 19 21 22 20

South Asia 23 22 19 19

SOURCE: World Bank : World Development Report 2000/2001.

Within Africa, savings performance varies rather widely as can be seen from the figures below.

Structure of Demand-- Selected African Countries. 

Country PrivateConsumption Govt Consumption Gross Domestic Inv. Gross Dom. Savings

1990 1999 1990 1999 1990 1999 1990 1999

Algeria 56 59 16 11 29 27 27 30

Angola 36 14 34 38 12 23 30 48

Benin 84 82 11 11 14 18 5 8

Botswana 39 58 24 28 32 20 37 14

B. Faso 77 77 15 13 21 27 8 10

Burundi 95 85 11 14 15 10 -5 1

Cameroon 67 71 13 10 18 19 21 19

Centr. Afr. Rep. 86 81 15 12 12 14 -1 7

Chad 97 89 10 11 7 18 -6 0

Congo Dem. Rep. 79 83 12 8 9 8 9 9

Congo Rep. 62 45 14 10 16 26 24 45

Cote d'Ivoire 72 65 17 10 7 19 11 25

Egypt 73 7 11 9 29 23 16 14 

Eritrea 98 72 33 48 5 45 -31 -20

Ethiopia 74 80 19 15 12 19 7 4 

Ghana 85 85 9 11 14 22 5 4 

Guinea 70 76 12 7 18 16 18 17

Kenya 67 77 19 16 20 15 14 7

Lesotho 137 115 14 20 53 47 -51 -35

Madagascar 86 88 8 8 17 12 6 5

Malawi 75 80 16 12 20 15 10 7

Mali 80 80 14 12 23 20 6 8

Mauritania 69 73 26 15 20 22 5 12

Mozambique 101 79 12 10 16 35 -12 11

Namibia 51 64 31 26 34 20 18 9

Niger 84 83 15 13 8 10 1 4

Nigeria 56 88 15 12 15 11 29 0

Rwanda 84 89 10 13 15 14 6 -1

Senegal 76 76 15 10 14 21 9 14

Sierra Leone 82 93 10 13 9 5 8 -2

South Africa 63 63 20 19 12 16 18 18

Tanzania 84 72 17 13 23 18 -1 14

Zambia 64 85 19 10 17 17 17 6

Zimbabwe 63 69 19 16 17 18 17 15

SOURCE: World Bank: World Development Report 2000/2001 

The figures on domestic savings for individual countries depict a wide diversity in performance across African countries. In 1999, Algeria (30%), Angola(48), Republic of Congo(45%), all no doubt benefiting from petroleum royalties and other revenues, had high domestic savings rates. The only other country which had a domestic savings rate of more than 20% in 1999 was Cote d'Ivoire (25%). At the other extreme, Eritrea and Lesotho had negative savings rates in both 1990 and 19999, and Burundi, Central African Republic, Chad, Mozambique, Sierra Leone, and Tanzania, had negative savings rates in one of the years. A comparison of performance in the two years shows that the number of countries which improved their savings performance over the period was about the same as those whose savings performance deteriorated.

Improving Domestic Savings Performance.

The measures usually suggested for enhancing domestic savings include more effective tax administration, the development of financial intermediaries such as banks, community and postal savings facilities, the institution of pension and provident funds. ....

There are however other crucial areas which are less often mentioned and on which NEPAD can initiate some discussions and actions.

(i)Coordination and harmonisation of corporate taxes in Africa.

Most studies on FDI flows show that tax holidays and other fiscal concessions have little impact on inward investment. Nevertheless in their anxiety to attract foreign investment, many developing countries institute fiscal concessions which can lead to considerable loss of revenue. There have been calls for a world-wide harmonisation of taxation on business profits and capital gains, as well as the introduction of obligatory minimum tax rates to mitigate the budgetary revenue losses suffered by developing countries as a result of the use of tax concessions to compete for FDI.

Under the auspices of NEPAD, African countries can discuss optimum levels of taxes on business which take into due account the need to be competitive as well as minimise avoidable loss of revenue.

Restraining some public consumption expenditures.

The notion that it is difficult to increase domestic savings in poor countries is partly based on the fact that it is difficult to compress private consumption further without worsening poverty. The same reasoning however does not apply to some items under public consumption expenditure, which can be reduced with benefits to the poor.

(a) Expenditure on official vehicles/ Presidential jets.

Many African countries spend inordinate amounts on money on official vehicles for the political leaders and top government officials. In Ghana, the former President is reported to have left office with more than a dozen official vehicles still in his possession. Such levels of provision for the comfort of political leaders are excessive by any standards. For African countries running around the globe begging for money, it is unconscionable and quite obscene for so much resources to be devoted to the comfort of a few.

It is always important to consider the opportunity cost of such expenditures. The cost of a couple of official vehicles can provide blackboards and tables for at least one village school. Under NEPAD, African leaders should encourage each other to be modest so that more of the continent's meagre public revenues can be devoted to poverty alleviation.

(b) Foreign travel / Diplomatic representation

Foreign travel by African leaders and their officials consume considerable amounts of resources which can be devoted to more productive uses. This tendency to travel extensively has in recent times been justified by the need to attract foreign investment. As already indicated, African countries have not had much success in attracting foreign investment, and where FDI inflows have been substantial; this has been due to factors other than the travels of the leaders.

Again, the opportunity cost of these travels can be quite substantial, and they should be subject to minimum tests of costs and benefits. How much FDI inflows can we expect from the travels and image enhancement, and after what time lag? 

Many African countries have attempted to prune down their diplomatic representations to reduce costs, it is possible that further cuts may be feasible in some cases, and they should be pursued. Under NEPAD, consideration should be given to the pooling or consolidation of African representation at such bodies as the WTO. A beginning can be made on this at the sub-regional level. Such consolidated representation will not only save costs but also encourage African countries to arrive at united and harmonised positions on trade negotiation issues, and by enabling African countries to speak with a united voice enhance the capacity of Africans to ensure that their interests are more effectively protected during negotiations.

(c) Military Spending.

Published figures on military spending would seem to indicate that military expenditures as a percentage of GNP are reasonably low for many African countries. Only Angola, Botswana, Burkina Faso, Burundi, Cameroon, Democratic Republic of Congo, Republic of Congo, Eritrea, Kenya, Lesotho, Mozambique, Sierra Leone, South Africa, Zambia and Zimbabwe have military expenditures in excess of 2% of GNP. Given the known fact that many countries do not report their military spending accurately, it is possible that many more countries spend more than 2% of their GNP on the military. Any success achieved in reducing military spending translates into an expansion of public domestic savings, and African leaders should explore ways of achieving such reductions.

Many of the countries which in 1997 had large military expenditures such as Angola (21% of GNP), Eritrea (7.7%), Dem. Republic of Congo (5.0%), unfortunately were all countries which were engaged in wars or civil conflict. Efforts under the NEPAD Peace and Security initiative to promote peace and security on the continent should eventually have a beneficial impact on domestic savings if they succeed in reducing the need for high military expenditures on the continent.

(d) Public Procurement (and corruption)

Government procurement of goods and services is often tainted with corruption resulting in inflated prices for the country while individual political leaders and officials transfer millions of dollars abroad. Corruption is now widely recognised as a serious obstacle to development. Individual countries in Africa have initiated programmes to combat corruption with varying degrees of commitment. NEPAD proposes to institute reforms designed to produce "effective measures to combat corruption and embezzlement". There will also be the need for supportive reforms in the advanced countries whose businessmen and suppliers offer the bribes and in other ways collude with corrupt developing country official in the fraudulent activities. Some countries have made bribes no longer tax-deductible as expense. There have also been calls for an International Convention on Combating Corruption as well as another convention for the repatriation of misappropriated public funds. These efforts deserve the support of countries so that public funds in Africa and other developing countries are utilised to promote development and the welfare of the citizenry rather than disappear into individual pockets.

All these areas of public spending discussed above not only have the potential of diverting resources away from more development-oriented uses, but they all also involve expenditures in foreign exchange and therefore have implications for the balance of payments which are often in deficit or crisis in many African countries. Although possible savings in some of the individual items may not be very big in some cases, the cumulative effect of savings in all these areas can be quite substantial. It is also the case that sometimes loans in the region of $1-2 million are contracted by African countries, and the lenders are able to leverage these levels of aid to influence policy in the general economy or major sectors of the economy. No savings are too small to be worth attention.

The mobilisation of domestic savings will be facilitated by favourable developments in the international economy. The World Bank's Can Africa claim the 21st Century? has argued that aid dependence cannot de reduced unless Africa recovers its lost share in world trade, and calculates that since the early 1970s, Africa has lost trade equal to 20% of its GNP. There is no doubt that if Africa is able to diversify its exports, and the industrialised countries guarantee unrestricted market access for the products of African countries, incomes and government revenues will increase in Africa. Increased incomes and revenues however do not automatically translate into higher domestic savings; there is the need to reorient policies and attitudes towards faster accumulation. It is the expectation that under NEPAD, African countries will recognise the imperative of increasing domestic savings in the shortest possible time, and enhance the chances of Africa pursuing a genuinely home-grown development path.

Conclusion

There is potential tension between the aspirations of NEPAD to ensure that Africa controls its own economic destiny and the major dependence on aid as a source of finance in an era where aid is subject to heavy policy conditionality. Both African and donor governments have claimed that what is envisaged is a new partnership that will replace old aid and its passive donor- recipient relationship. It remains to be seen how this supposed new relationship will develop. What is clear is that the more Africa relies on its own resources, the greater the likelihood that it will be fully in charge of its own destiny. Africans and their leaders under NEPAD will have to ensure that this goal is achieved sooner rather than later.
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	 AID PER CAPITA 
	

	
	US$ Millions
	US$ Millions
	
	
	

	
	1995
	2000
	 % CHANGE 
	1995
	2000

	
	
	
	
	
	

	World
	68287
	58369
	-15%
	
	

	
	
	
	
	
	

	Low & Middle Income
	66802
	56482
	-15%
	14
	11

	E Asia & Pacific
	10026
	8464
	-16%
	6
	5

	Europe & Central Asia
	11602
	10867
	-6%
	25
	23

	Latin America & Carib
	6344
	4957
	-22%
	13
	10

	Mid East and N Africa
	5621
	4609
	-18%
	21
	16

	South Asia
	5187
	4241
	-18%
	4
	3

	Sub-Saharan Africa
	18880
	13453
	-29%
	33
	20

	
	
	
	
	
	


	
	
	
	
	
	
	

	
	NET OFFICIAL AID
	AID PER CAPITA
	
	GNI/CAPITA

	
	      US$ Millions
	US$
	US$
	US $

	 
	1995
	2000
	% CHANGE
	1995
	2000
	2000

	
	
	
	
	
	
	

	AFRICA
	
	
	
	
	
	

	
	
	
	
	
	
	

	Namibia
	192
	152
	-21%
	121
	86
	2030

	Mauritania
	230
	212
	-8%
	101
	80
	370

	Zambia
	2034
	795
	-61%
	226
	79
	300

	Guinea-Bissau
	119
	80
	-33%
	110
	67
	180

	Mozambique
	1064
	876
	-18%
	67
	50
	210

	Senegal
	666
	423
	-36%
	80
	44
	490

	Malawi
	435
	445
	2%
	47
	43
	170

	Rwanda
	702
	322
	-54%
	110
	38
	230

	Uganda
	835
	819
	-2%
	43
	37
	300

	Sierra Leone
	206
	182
	-12%
	46
	36
	130

	
	
	
	
	
	
	

	Sub-Sah Africa
	18880
	13453
	-29%
	33
	20
	470

	
	
	
	
	
	
	

	NON AFRICAN
	
	
	
	
	
	

	
	
	
	
	
	
	

	W Bank & Gaza
	499
	636
	27%
	208
	214
	1660

	Bosnia & Herz
	932
	737
	-21%
	273
	185
	1230

	Israel
	336
	800
	138%
	61
	128
	16710

	Macedonia
	79
	252
	219%
	40
	124
	1820

	Jordan
	540
	552
	2%
	129
	113
	1710

	Nicaragua
	653
	562
	-14%
	148
	111
	400

	Yugoslavia, Fed R
	95
	1135
	1095%
	9
	107
	940

	Albania
	182
	319
	75%
	56
	93
	1120

	Mongolia
	211
	217
	3%
	93
	91
	390

	Honduras
	406
	449
	11%
	72
	70
	860

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	GNI = GROSS NATIONAL INCOME
	
	
	


	AID DEPENDENCY

	
	
	
	
	
	
	
	
	

	
	AID AS % OF GNI
	AID AS % GCF
	AID AS % IMPORT
	AID DEPENDENCY INDEX

	
	
	
	
	
	
	
	
	

	
	1995
	2000
	1995
	2000
	1995
	2000
	1995
	2000

	
	
	
	
	
	
	
	
	

	Algeria
	0.8
	0.3
	2.4
	1.3
	2.4
	1.2
	2
	1

	Angola
	17.2
	6.5
	
	12.3
	9.7
	3.8
	
	8

	Benin
	14.3
	11.1
	71.2
	55.9
	30.3
	29.6
	39
	32

	Botswana
	1.9
	0.6
	6.8
	6.1
	3.5
	0.9
	4
	3

	Burkina Faso
	22.6
	15.5
	87.3
	55.6
	71
	49.1
	60
	40

	Burundi
	29.1
	13.8
	300.1
	150.2
	102.1
	55.9
	144
	73

	Cameroon
	6
	4.6
	38.4
	26
	20.3
	12.7
	22
	14

	Central African Rep
	15.3
	8
	111.3
	73.4
	52.1
	47.2
	60
	43

	Chad
	16.8
	9.4
	159.4
	54.9
	43.6
	26.7
	73
	30

	Congo Dem Rep
	40
	2.5
	37
	
	8.6
	5.5
	29
	

	Congo Rep
	8.1
	1.5
	16.2
	4.2
	6.6
	1.5
	10
	2

	Cot d'Ivoire
	13.5
	4.1
	89.7
	30.4
	25.4
	8.4
	43
	14

	Egypt
	3.3
	1.3
	19.5
	5.6
	11
	5.6
	11
	4

	Eritrea
	21.6
	25.3
	134.9
	76.2
	33.3
	35
	63
	46

	Ethiopia
	15.4
	10.9
	93
	76.6
	65.1
	34
	58
	41

	Gabon
	3.4
	0.3
	12.3
	0.9
	5.8
	0.4
	7
	1

	Gambia, The
	12.4
	11.8
	60.5
	67.3
	19.3
	14.8
	31
	31

	Ghana
	10.3
	12.1
	50.3
	49.5
	28.8
	17.6
	30
	26

	Guinea
	11.6
	5.2
	68.2
	22.8
	37.6
	14.9
	39
	14

	Guinea-Bissau
	50.2
	39.6
	209.2
	210.8
	107.4
	67.2
	122
	106

	Kenya
	8.4
	5
	46.3
	39
	18.9
	13
	25
	19

	Lesotho
	8.6
	3.6
	20.2
	11.4
	9.4
	5
	13
	7

	Libya
	
	
	
	
	0.1
	0.1
	
	

	Madagascar
	10
	8.5
	87.1
	51.5
	25.9
	20.3
	41
	27

	Malawi
	31.5
	26.8
	179
	200.5
	49
	43.3
	87
	90

	Mali
	22.4
	15.9
	95.9
	69.3
	52
	32.5
	57
	39

	Mauritania
	22.7
	23.3
	111.9
	75.3
	41.2
	46
	59
	48

	Mauritius
	0.6
	0.5
	2.3
	1.8
	0.9
	0.7
	1
	1

	Morocco
	1.6
	1.3
	7.2
	5.2
	3.9
	3.1
	4
	3

	Mozambique
	49.9
	24.9
	201.6
	69.3
	84.8
	49.7
	112
	48

	Namibia
	5.2
	4.4
	25.2
	18.3
	8.2
	6.9
	13
	10

	Niger 
	15
	11.7
	199.4
	108.8
	53.8
	46.8
	89
	56

	Nigeria
	0.8
	0.5
	4.6
	2
	1.3
	1
	2
	1

	Rwanda
	54.4
	18.1
	364
	118
	179.4
	75
	199
	70

	Senegal
	15.4
	9.9
	89
	48.9
	32.8
	22
	46
	27

	Sierra Leone
	23.6
	29.6
	
	358.5
	73.4
	68.6
	
	152

	South Africa
	0.3
	0.4
	1.4
	2.6
	1
	1.3
	1
	1

	Sudan
	3.9
	2.3
	
	13.7
	10.7
	7.1
	
	8

	Swaziland
	4.3
	0.9
	22
	4.6
	4.6
	4.3
	10
	3

	Tanzania
	17.1
	11.6
	84.4
	65.3
	38.5
	48.6
	47
	42

	Togo
	15.2
	5.8
	91.1
	27.9
	27
	10.3
	44
	15

	Tunisia
	0.4
	1.2
	1.6
	4.2
	0.7
	2.2
	1
	3

	Uganda
	14.7
	13.3
	88.3
	73
	57.3
	40
	53
	42

	Zambia
	63
	28.5
	367.5
	149.5
	103.7
	48.7
	178
	76

	Zimbabwe
	7.2
	2.5
	35.1
	19.1
	14.9
	7.9
	19
	10

	
	
	
	
	
	
	
	
	

	GNI=Gross National Income
	
	
	
	
	
	
	

	GCF= Gross Capital Formation
	
	
	
	
	
	


	GDP and Investment required to achieve 7% target growth in Sub Saharan Africa 

	
	
	
	

	 
	US $ Millions
	Percentage of SR
	 

	
	
	
	

	GDP (2000)
	323050
	 
	 

	Savings Required (40.54% of GDP)
	130932
	100.00%
	

	Actual Savings  (based on rate in 1990s)
	51688
	39.48%
	

	Official Aid (2000)
	13453
	10.27%
	

	FDI (2000)
	6676
	5.10%
	

	Shortfall
	59115
	45.15%
	 

	
	
	
	

	
	
	
	

	GDP = Gross Domestic Product
	
	
	

	SR = Savings  Required
	
	
	

	FDI = Foreign Direct Investment
	
	
	


	NET OFFICIAL AID AND FOREIGN DIRECT INVESTMENT 

	
	US$ Millions
	US$ Millions
	US$ Millions
	US$ Millions

	
	2000
	2000
	2000
	2002

	 
	AID
	FDI
	TOTAL A+FDI
	FDI AS % OF TOTAL

	
	
	
	
	

	
	
	
	
	

	Low & Middle Income
	56482
	225846
	282328
	80%

	E Asia & Pacific
	8464
	65693
	74157
	89%

	Europe & Central Asia
	10867
	45446
	56313
	81%

	Latin America & Carib
	4957
	97305
	102262
	95%

	Mid East and N Africa
	4609
	1074
	5683
	19%

	South Asia
	4241
	9254
	13495
	69%

	Sub-Saharan Africa
	13453
	6676
	20129
	33%

	
	
	
	
	

	A= AID
	
	
	
	

	FDI=FOREIGN DIRECT INVESTMENT
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