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THE AFRICAN DEVELOPMENT BANK GROUP

The African Development Bank Group is a regional multilateral development finance institution the members of which are all of the 53 countries in Africa and 24 countries from Asia, Europe, North and South America. The purpose of the Bank is to further the economic development and social progress of African countries, individually and collectively. To this end, the Bank promotes the investment of public and private capital for development, primarily by providing loans and grants for projects and programmes that contribute to poverty reduction and broad-based sustainable development in Africa.




The non-concessional operations of the Bank are financed from its ordinary capital resources. In addition, the Bank’s soft window affiliates — the African Development Fund and the Nigeria Trust Fund — provide concessional financing to low-income countries that are not able to sustain loans on market terms.




By the end of 2008, the African Development Bank Group cumulatively approved 3 276 loans and grants for commitments of close to UA 44.7 billion (approximately USD 61.80 billion). The commitments were made to 52 regional member countries and institutions to support development projects and programmes in agriculture, transport, public utilities, industry, education and health services. Since the mid-1980s, a significant share of commitments has also gone to promoting economic reform and adjustment programmes that help to accelerate socio-economic development. About 43.5 per cent of the total Bank Group commitments were financed on non-concessional terms, while the balance benefited from concessional financing.




ECONOMIC COMMISSION FOR AFRICA

The Economic Commission for Africa (ECA) was established by the Economic and Social Council (ECOSOC) of the United Nations (UN) in 1958 as one of the UN’s five regional commissions. ECA’s mandate is to promote the economic and social development of its member States, foster intra-regional integration, and promote international cooperation for Africa’s development.




ECA’s dual role as a regional arm of the UN, and a part of the regional institutional landscape in Africa, positions it well to make unique contributions to member States’ efforts to address their development challenges. Its strength derives from its role as the only UN agency mandated to operate at the regional and subregional levels to harness resources and bring them to bear on Africa’s priorities.




ECA’s work programme now focuses on achieving results in two related and mutually supportive areas:




Promoting Regional Integration in support of the African Union vision and priorities. ECA’s support to the implementation of AUC’s regional integration agenda focuses on undertaking research and policy analysis on regional integration issues, strengthening capacity and providing technical assistance to institutions driving the regional integration agenda, including strengthening and supporting the Regional Economic Communities (RECs), and working on a range of trans-boundary initiatives and activities in sectors vital to the regional integration agenda.




Meeting Africa’s special needs and emerging global challenges. ECA recognizes the importance of focusing attention on Africa’s special needs, particularly within the context of achieving the Millennium Development Goals (MDGs). In this regard, ECA places emphasis on supporting efforts to eradicate poverty, placing African countries on the path of growth and sustainable development, reversing the marginalization of Africa in the globalization process, and accelerating the empowerment of women. It aims to provide significant technical support to the African Peer Review Mechanism (APRM) and also to promote peer learning and knowledge sharing in a range of development areas.




Foreword

Nine years ago, when the African Economic Outlook project began, the world was in the midst of what seemed to be a robust growth path. There were bumps, of course, but the general trend was upwards and the interruptions were relatively localised and short-lived. In 2009, however, the picture is very different: the financial crisis has spread throughout the world economy, which is now caught in the deepest and most widespread recession for more than 50 years.




Africa has not been spared. The continent is severely affected by plummeting levels of FDI and remittances, falling commodity prices and depressed export demand from OECD countries. The risk of reversals in recent development progress is looming, which in turn poses serious threats to the hard-won gains in political and social stability. A growth cycle of several years has just been interrupted.




The promising news is that shifting trade patterns, prudent macroeconomic reforms, debt relief, the use of new information and communication technologies — the special focus of this edition of the Outlook — and improvements in the business environment suggest that African economies are better positioned to deal with the crisis than in the past. 2010, however, will be crucial for understanding the medium-term macroeconomic prospects for the continent, and for Sub-Saharan Africa in particular.




To strengthen the foundations of growth and development, Africa should continue to pursue structural reforms, investment in infrastructure, poverty reduction; and to foster regional integration. The drop in external financial flows due to the crisis calls for an expeditious response with targeted initiatives, such as accelerating fiscal reforms to increase government revenue, and scaling up resources to finance public programmes, including trade finance. A key challenge will be to find the right balance between these efforts and the preservation of macroeconomic fundamentals. In support of this endeavour, OECD countries and Africa’s other development partners must stand by their pledges – more and better aid, and an open trading system.




The African Economic Outlook has become a vital source of detailed analysis of African economies; it helps to provide evidence-based policy advice on key development challenges on the continent. We recommend it to policy makers and decision makers in all fields, both within and outside the African continent.




We salute the partnership of the European Commission and its unwavering faith in this project from its inception. Its financial support has been a critical factor for the success of the AEO.




Above all, we reaffirm our own commitment to sound and objective research and analysis, promoting peer learning and good governance, all goals to which the African Economic Outlook makes an essential and invaluable contribution.

Donald Kaberuka, 
President, 
African Development Bank Group, 
Tunis

Angel Gurría, 
Secretary-General, 
Organisation for Co-operation 
and Development, 
Paris

Abdoulie Janneh, 
Executive Secretary, 
United Nations Economic 
Commission for Africa, 
Addis Ababa
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Preface

This eighth edition of the African Economic Outlook reflects an important advance over previous editions, bringing us within striking distance of covering the entire continent. This has been made possible by an expanded partnership. In addition to continuing a particularly fruitful collaboration among the African Development Bank, the OECD Development Centre and the United Nations Economic Commission for Africa (UNECA), we have expanded the number of independent African research institutions involved in preparing country studies and participating in the dissemination of the AEO. And within the Bank, the country economists of the Operations Departments have played a greater role than ever before. Thus, this year’s edition sees a further increase in the coverage of the continent to 47 countries, up from 35 in 2008, covering 97 per cent of Africa’s population and 99 per cent of its economic output.




Unfortunately, the international environment facing Africa has turned decisively negative. GDP in the OECD countries is expected to contract by 4.3 per cent in 2009 and to be virtually flat in 2010. Growth in emerging economies is also expected to slow dramatically. In turn, world trade is expected to contract by 13.1 per cent in 2009 – the first decline in world trade in 60 years. The global economic recession in which the world now finds itself has led us to slash forecasts of growth in Africa for 2009 to 2.8 per cent, less than half of last year’s level. And even this may turn out to be optimistic as projections for OECD and major emerging market countries have continued to be marked down even while this volume was going to press. This somewhat overshadows the good news that growth in Africa was estimated to have been 5.7 per cent in 2008, the fifth consecutive year with growth above 5 per cent.




The slower growth which is now forecast for Africa is accompanied by deteriorating fiscal balances and current account balances, and countries with large projected deficits may find them difficult to finance. At the same time, the contraction of bank lending may make it difficult even for credit-worthy governments to finance them. Thus, enhanced support by the international financial institutions will be essential. The USD 1.5 billion Emergency Liquidity Facility, the Framework of Accelerated Resource Transfer to ADF Countries, and the USD 1 billion Trade Finance Facility announced by the AfDB in March, and the enlargement of resources for the IMF agreed in April will be especially important if these projected deficits are to be fully financed.




Moreover, most of the countries in Africa are grappling with inflation that surged to double-digit levels in 2008, considerably limiting the room for manoeuvre of central banks that would find it problematic to monetise a significant portion of fiscal deficits, especially in the 28 countries with inflation above 10 per cent in 2008.




As has been true in the past, there are marked differences between the oil-exporters and the others. The collapse in oil prices means that the public finances of the former group will come under pressure in 2009 and 2010, including those that had accumulated large reserves during the period of high oil prices. Those must take care to safeguard planned investment in infrastructure and human resource development and to diversify the sources of economic growth.




Net oil-importing countries face a different set of challenges. GDP growth in many of them is expected to fall sharply in 2009 and 2010. Meanwhile, inflation has been rising, mainly due to a more complete pass-through to consumers of international oil price increases combined with the persistence of high international prices of grains and vegetable oils. Most of them must either contain or finance expanding current account deficits which have been heavily impacted by the same factors.




Some countries continue to face the challenge of conflict and instability. In the first quarter of the year, three governments (Madagascar, Guinea and Guinea Bissau) were removed using undemocratic means, in addition to a military takeover in Mauritania in August 2008. However, there have been positive moves by international organisations, including the African Union and the African Development Bank, to help bring an end to conflict. One encouraging development was in the Democratic Republic of Congo (DRC) where a peace agreement was recently signed between the government and the main rebel group in eastern Congo. In Zimbabwe, the opposition party holds the portfolio of prime minister and is now in charge of several ministries. However, conflict resolution will also require the goodwill of African leaders in government and in opposition. The continent’s political leaders must continue to show determination to end armed conflict and political instability. This is arguably Africa’s greatest challenge.




However, this edition of the AEO sheds light on the ability of Africa to confront the crisis. Over the past years, improved macroeconomic management, debt relief, better governance and greater integration into the world economy have made Africa more resilient to international economic shocks. Moreover, intensified trade with emerging powers such as China, India and Brazil makes Africa less dependent on OECD markets. Growing Sino-African economic relations, in particular, have forged strong linkages and have recast Africa as a global trading partner.




Despite better prospects for tackling the crisis, Africa faces the daunting task of mitigating the negative effects of the downturn on its populations, particularly the most vulnerable. A key challenge is to secure adequate resources for private and public investment as well as trade financing. African countries are doing their level best to minimise the impact of the crisis, but they lack adequate resources and policy space to sustain the various initiatives undertaken at national and sub-regional level. In this context, the fight against protectionism – particularly on the part of OECD countries — and donor country commitments to maintain or increase Official Development Assistance (ODA) are essential for the continent. It will not be enough to scale up ODA, however. Donor countries must also improve the effectiveness of their aid. Now, more than ever, ODA should act as a countercyclical tool in Africa, especially for highly aid dependent countries.




This edition of the AEO provides an analysis of network infrastructure by surveying the Information and Communication Technology (ICT) infrastructure sector and its contribution to innovation in Africa. Sub-Saharan African countries on average have the lowest internet penetration rate in the world. North African countries are relatively better-off than their Sub-Saharan counterparts. However, even in North Africa the penetration rate for broadband internet is low. International backbone infrastructure to connect Africa to the rest of the world is being built and will soon be operational. However, governments will need to play a more active role in attracting inland network investment and in regulating prices in order to increase usage in Africa,




Despite the low penetration rates, innovative applications of ICT, especially in telecommunications, have been proliferating: e-banking, e-payments, e-agriculture, e-trade, e-government, e-education, and capacity building programmes for developing ICT skills and, more generically, for driving innovation. Innovative business models have also been gradually expanding the customer base to include significant numbers of low-income households. Innovation, however, requires better public policies




Government’s role as a regulator will be particularly important in realizing the promise of ICT and the innovative applications it makes possible. The regulatory framework must be streamlined to encourage private investment in the sector and promote competition for increased efficiency and access. The report identifies many examples of good practice in this respect and it is our hope that they will become more widespread in future.

Louis Kasekende, 
Chief Economist, 
African Development Bank, 
Tunis

Javier Santiso, 
Director, 
OECD Development Centre, 
Paris
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Officer-in-Charge, 
Trade, Finance and Economic 
Development Division, 
United Nations Economic 
Commission for Africa, 
Addis Ababa





Country Notes




Algeria
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SINCE 2000 ALGERIA HAS CONSOLIDATED its economic growth, and the reforms undertaken are beginning to bear fruit. Growth in 2008 was 3.3 per cent and inflation 4.4 per cent. Having appreciated since 2007, the exchange rate of the dinar (DZD) remained close to its equilibrium value in 2008 (68 dinars to the US dollar [USD]), and unemployment stabilised at around 12 per cent of the active population. Strengthened by an average oil price of USD 99 per barrel in 2008, the Bank of Algeria built up foreign exchange reserves amounting to almost USD 142 billion. Following early repayments, total external debt fell to USD 460 million (0.27 of gross domestic product [GDP]), and internal public debt dropped by nearly 30 per cent. Weak growth of 0.2 per cent is expected in 2009, as a result of falling global demand and reduced prices of oil and gas.




The state budget remains expansionary because of the higher wage bill and increased public investment, but the deficit, excluding oil taxes, remains high (approximately 42 per cent of GDP, excluding oil and gas). The overall fiscal position remains positive thanks to higher oil and gas revenue, but in 2009 it is expected to feel the effects of the global crisis and the collapse in oil prices. To ensure the medium-term viability of public finances and balance of payments, the country will need to diversify further its non-oil economy. This is the only solution to create enough jobs, reduce unemployment and improve the standard of living of the population.

Algeria is weathering external shocks well, but remains dependent on oil and gas exports.



Figure 1 - Real GDP Growth and Per Capita GDP (USD/PPP at current prices)
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Source: IMF and local authorities’ data; estimates (e) and projections (p) and projections based on authors’ calculations.
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Recent Economic Developments

Economic growth increased slightly in 2008 to 3.3 per cent, from 3 per cent in 2007; but it remained below the projected levels, in particular because of lower production and oil and gas exports. Nevertheless, the increase in medium and long-term credit to the economy and in private-sector credit demand confirmed the signs of good growth in non-oil GDP, which reached 6.1 per cent in 2008. Growth remains largely dependent on oil and gas production and government investment, which makes it vulnerable to sharp downturns in world oil prices, thus reducing state revenue, which comes essentially from oil taxes. In this respect, given the reduction in Algeria’s oil-production quota by 200 000 barrels a day following the decision made by the Organization of the Petroleum Exporting Countries (OPEC) at the end of 2008 to reduce output, and given the drastic fall in global demand and prices, only weak growth is expected in 2009 (0.2 per cent). On the other hand, good rainfall during the 2008/09 season may significantly increase production and consumption of agricultural products (crops and livestock).




Overall growth in 2008 was affected by the 0.2 per cent fall in oil and gas production (the third consecutive year that production has fallen, after falls of 0.9 per cent in 2007 and 2.5 per cent in 2006), and the poor performance of agriculture. The solid performance of the services, infrastructure and construction sectors, and to a lesser extent industry, accounted for the strengthening of growth in 2008.




Oil and gas continue to dominate the Algerian economy. The sector accounted for nearly 46.7 per cent of GDP in 2008 and 97.5 per cent of export revenue. The country’s oil and gas reserves remained high: 43 billion barrels of oil equivalent (BOEs) for oil, and nearly 5 trillion cubic metres (m3) for gas. The public operator Sonatrach (Société nationale pour la recherche, la production, le transport, la transformation et la commercialisation des hydrocarbures) controls 43 per cent of the national mining industry and 75 per cent of extracted oil and gas. In addition, it benefits from contracts of association with foreign partners. Although the level of crude oil production has changed very little over the past few years, remaining at around 1.4 million barrels a day, this has been compensated for by the country’s gas output, particularly for liquefied petroleum gas (LPG) and condensates. Once production begins on the In Amenas gas fields, in partnership with British Petroleum, gas production will increase by nearly 18 billion m3 per year. The development of the gas fields discovered in the southern Saharan regions of Illizi and the Ahnet Basin will increase the country’s export capacity to 85 billion m3 per year by 2010, and to nearly 100 billion m3 by 2017. Local demand will also increase, from 27 billion m3 in 2008 to nearly 52 billion m3 in 2013. Local demand will double because of the growing needs of new, energy-intensive projects such as fertilisers, electricity generation and seawater desalination, as well as increased housing demand and the use of gas to fuel motor vehicles. In 2008, public-sector gas export capacity rose to 70 billion m3, compared with 62 billion in 2006. The Transmed gas pipeline, which transits through Tunisia, is expected to increase its annual capacity from 27 to 33 billion m3, thereby making it possible to transport more gas to Europe. The collapse in global crude oil prices since July reduced oil and gas export revenue in 2008 by nearly USD 2 billion (USD 78.2 billion, compared with projections of USD 80 billion). Combined with the fall in global oil prices and the stagnant level of oil production, Sonatrach’s reduction in production by 200 000 barrels/day to respect its OPEC quota will automatically affect export revenue, which is expected to fall to USD 38.3 billion in 2009, based on a reference price of USD 50 per barrel. In spite of this downturn in production, Sonatrach intends to continue with its plan to invest more than USD 63 billion from 2008 to 2012 in partnership with foreign oil companies.


Figure 2 - GDP by Sector in 2007 (percentage)
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Source: Domestic authorities’ data; estimates (e) and projections (p) based on authors’ calculations.
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The agricultural sector, which produces more than 6.5 per cent of the country’s wealth, grew by only 1 per cent in 2008, as against 5 per cent in 2007. This weak growth was essentially due to the decline in cereal production, which represents more than 40 per cent of value added in the sector. The estimated production for 2008 of 21 million quintals is less than half the size of the 2007 harvest (43 million quintals). Accordingly the volume of food imports reached a record level of USD 8 billion in 2008, but the figure may be even higher in 2009. This would affect the country’s public finances, given the weight of state-approved subsidies to consumer staples to protect the population’s purchasing power.




Growth in industry (excluding oil and gas) rose to 2 per cent from 0.8 per cent in 2007. This sector, which accounts for less than 4.5 per cent of GDP, owes its performance to high levels of electricity production and a slight recovery in manufacturing (0.8 per cent increase). The sectors responsible for this modest upturn in industrial activity are agribusiness (12.8 per cent growth); energy (9.1 per cent); chemicals, rubber and plastics (8 per cent); and mines and quarries (7.9 per cent). The sectors in decline were wood, cork and paper (10.6 per cent decline); steel, engineering and electrical goods (5.2 per cent); hides and skins (3.2 per cent); and textiles (1.9 per cent). The Agence nationale du patrimoine minier (ANPM) awarded 27 exploration licences worth DZD 350 million for various minerals, including gold, iron, copper and lead.


Table 1 – Demand Composition
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Source: Domestic authorities’ data; estimates (e) and projections (p) based on authors’ calculations.
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The construction sector saw a decline in growth from a rate of 9.8 per cent in 2007 to 9.4 per cent in 2008. This downturn was partly due to the saturation of capacity to absorb investment in infrastructure. The sector, which accounts for 8.7 per cent of GDP, continues to benefit from domestically funded capital expenditure: it absorbs 40 per cent of funds allocated to infrastructure and to house building (nearly 150 000 homes were completed in 2008).




Market goods and services grew by 7.5 per cent in 2008, as against 6.8 per cent in 2007, representing 19.8 per cent of GDP. The strong rise in imports, especially capital equipment, led to a significant increase in transport and distribution activity and in imports of technical and consulting services. Public services grew by only 5.5 per cent in 2008, as against 6.5 per cent in 2007; they account for 8 per cent of GDP.




In spite of the satisfactory financial position and good performance of the main aggregates, sectors such as industry other than oil and gas, and to a lesser extent agriculture, still make a weak contribution to GDP. In spite of the investment in human resources further efforts are needed to increase the skills the country needs to establish the conditions for sustained development and to absorb unemployment which remains high, especially among young graduates. In terms of foreign direct investment (FDI), Algeria attracted only USD 1.5 billion in 2008, mainly in oil and gas, as against USD 1.37 billion in 2007. These flows remain modest in relation to the country’s potential because of a legal and regulatory business framework which, in spite of the reforms implemented, has room for improvement.




Domestic demand was relatively stagnant in 2008, down slightly to 77.1 per cent of GDP from 78.2 per cent in 2007; even so, gross investment recorded stronger growth than consumption, especially public investment, which expanded by 13 per cent. Gross fixed capital formation is expected to continue to grow in 2009 thanks to the continued gross investment that, in the context of the crisis, the authorities intend to consolidate through the new 2010-14 investment plan. External demand (essentially energy products) increased in 2008, and total exports, benefiting from high oil prices before the crisis, reached DZD 5.3176 trillion. A downturn could occur in 2009 because of the fall in oil and gas prices, lower global demand and the reduction in output by Sonatrach. The value of imports in 2008 was nearly USD 40 billion, having risen by 26.9 per cent, as against 14 per cent in 2007. This increase in growth was essentially due to the rise in imports of equipment, raw materials and food, of which world prices increased significantly.




Macroeconomic Policies
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