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Introduction

Indian Prime Minister Narendra Modi will
take an unprecedented step toward enhanc-
ing his country’s relationship with Africa when
he hosts the 3rd India-Africa Forum Summit
(IAFS) on October 26 - 29th in New Delhi.
While IAFS have been held semi-regularly
since 2008, next month’s session will be the
first time all fifty-four African heads of states
have been invited, constituting what the Min-
istry of External Affairs has described as In-
dia’s “biggest diplomatic event” of 2015 The
official summit agenda reportedly will address
major global issues, including climate change,
terrorism, United Nations Security Council re-
form, and public health concerns.? However,
the growing trade and investment relationship
between India and African countries will un-
doubtedly also be a focus of discussion. Ac-
cording to the International Monetary Fund,
the value of India’s exports to the continent
increased by more than 100% between 2008

and 2013, placing the country ahead of the
United States as a supplier to African mar-
kets (Figure 1). Despite this dramatic growth,
significant potential still exists to cultivate a
more mutually-beneficial commercial rela-
tionship between India and Africa. The official
delegates at October’s |AFS should dedicate
time to identifying opportunities to diversify
African exports to India markets; expand the
reach of India’s foreign direct investment in
the region; and develop strategies to better
exploit the unique comparative advantages of
Indian companies to advance Africa’s stated
development goals.

India’s trade and investment relationship with
African countries has increased dramatically
over the past 15 years. In addition to gains in
the country’s exports to Africa, sales of African
products to India have also expanded signifi-
cantly. The value of Sub-Saharan exports to
India has increased by more than 80% since
2008 (albeit from a low base), a strong upward

Fig 1: Value of Exports To Sub-Saharan Africa
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trend that diverges significantly from the huge
drops in African exports to the United States
following advancements in American hydrau-
lic fracturing technology and the resulting
increase in oil and gas production (Figure 2).
Growing India-Africa trade has also prompted
significant optimism about the future pros-
pects of the relationship. Last year, during the
World Economic Forum-India Summit in Del-
hi, a collection of African leaders and Indian
businesses committed to expanding Indo-Af-
rican trade to more than $500 billion by 2020,
a target that would far exceed that of even
China, Africa’s largest bilateral trading partner.’

Despite the excitement about Indo-African
trade, the current composition of product
sales indicates an unbalance in the value ac-
crued by both parties. According to the World
Bank, a vast majority of Sub-Saharan African
exports to India are comprised of raw material
sales, while Indian exports to Sub-Saharan na-
tions are mainly higher-end consumer goods
(Figure 3 and 4). This pattern runs contrary to
Africa’s long-stated objective to transition re-
gional economies away from natural resource
dependence and toward higher-productiv-
ity manufacturing, creating badly-needed
employment opportunities in the region and
boosting real wages. A similar trend in Chi-
na’s trade with Africa prompted South Afri-
can president Jacob Zuma to provocatively
label the dynamic “unsustainable” during his

keynote address at the last session of Chi-
na’s comparable Africa summit mechanism,
the Forum on China-Africa Cooperation
(FOCAQ) in 2012 These issues are likely to
come up during next month’s IAFS. Invest-
ment trends between India and Africa have
also increased dramatically in recent years.
Since approximately 2010, African foreign di-
rect investment (FDI) in India has towered
above levels in other major world economies,
like China, the European Union, and the Unit-
ed States (Figure 5). However, these startling
figures relate mainly to the island-state of
Mauritius, which was overall the “single largest
source of FDI into India during the financial
year 2014-15”.° Mauritius’ outsized role in the
Indian economy is frequently associated with
the island’s low capital gains tax and report-
ed past abuse of the India-Mauritius ‘Double
Taxation Avoidance Agreement’.’

India’s FDI stock in Africa has grown in re-
cent years, increasing by nearly 1% between
2010 and 2012, according to the United Na-
tions Conference on Trade and Development.
While India investment is rising in the region,
it is concentrated within a few countries, and,
again, Mauritius dominates within the region
(Figure 6). The investment pattern replicates
that of the United States, with most American
commerce concentrated geographically with-
in a few African states. India’s FDI is, however,
more comparable to China’s FDI in the sense

Fig 2: Value of Imports From Sub-Saharan Africa
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Fig 3: Value of Indian Imports From Sub-Saharan Africa in 2014
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that it penetrates multiple sectors/ According
to a recent study by McKinsey’s Asia Center,
India’s FDI in Africa includes investment in
communications, agriculture, healthcare in-
dustries, software, and information technolo-
gy services® For many African countries, these
diversified Indian investments are likely very
welcome as overall FDI in Africa continues to
be primarily focused in the mining and ener-
gy sectors. The McKinsey report underscores
India’s market niche within Africa countries,
projecting that Indian business could quadru-
ple its revenue from Africa to more than 160

billion by 2025 if they continue to leverage
their “unique value propositions”.

Recommendations to Advance
the India-Africa Commercial
Relationship:

Significant potential exists to expand the In-
dia-Africa commercial relationship. Perhaps
most notably, India has a large diaspora across
Africa, with more than three million people
of Indian origin on the continent current-
ly. This population of Indo-Africans is often
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Fig 5: African FDI Stock in Host Economy (Million of USD)
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highly integrated into the continent’s business
community, with 48% of Indian ethnic group
firm owners holding citizenship in African
countries, compared with just 4% of Chinese
ethnicity with African. Moreover, import-
ant complementarities exist between these
markets, with, for example, similar popula-
tion sizes in Africa and India and comparable
percentages of the population working in the
agricultural sector. In many ways, the parallels
between the African and Indian business envi-
ronment could mean that firms on either side
of the relationship would have mutual under-
standings of how to deal with challenges that
exist in both markets, including infrastructural
deficits, fragmented consumer markets, and
certain levels of operational risk or ambiguity.
Given these factors, India and African leaders
should work during the IAFS to strengthen

1 _=i _-l
2006 2007

2008 2009 2010 2011 2012

®|ndia M®United States ™ China ™ European Union

their commercial ties. Specific recommenda-
tions include:

* The Government of India has a duty-free
tariff preference program to provide least de-
veloped countries better access to the Indian
market. A vast majority of the participating
countries are from Sub-Saharan Africa. De-
spite the potential of the program to support
a diversification in African exports to India, a
recent study from the International Center for
Trade and Sustainable Development has iden-
tified significant obstacles to effectiveness,
including lack of awareness of preference op-
portunities on the part of African export busi-
nesses, high non-tariff barriers to joining the
program and certifying compliance for its re-
quirements, as well as capacity constraints on
the part of African firms! African and Indian

Fig 3: Indian FDI Stock in Africa
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leaders could use the opportunity of the IAFS
to address these deficiencies.

* India’s commercial relationship with Africais
concentrated within a few countries. In order
to fulfill its potential in the region, Indian and
African leaders should identify mechanisms
to encourage investment in more diverse set-
tings and markets. Since 2002, the Export Im-
port Bank of India has hosted the Focus Africa
program, with the view to “widen and deepen
trade with Africa”. A total of 24 African coun-
tries“have been identified as target beneficia-
ries for the initiative. Participants at the IAFS
should review the program’s progress to date
and identify incentive mechanisms to increase
its reach beyond India’s current commercial
partners.

* Initiatives that foster regional integration in
Africa should be high on the agenda. Harmo-
nization of regulatory environments and trade
rules between African countries has the po-

tential in the medium to long-term to expand
trade and investment both within the regional
and with international partners. African coun-
tries have identified a number of projects and
initiatives to foster regional integration such
as the Program for Infrastructure Develop-
ment in Africa (PIDA) for infrastructure or the
Comprehensive African Agricultural Devel-
opment Program for agriculture. Indian and
Africans leaders should identify policy mea-
sures that can support regional integration as
a means to advance mutually beneficial trade
and investment.

* From an African perspective, increased eco-
nomic ties with India can offer a hedge and
partially mitigate the effects of a more severe
than expected downturn in China and Brazil,
among other South-South partners. Transfer
of skills and technology is highly needed in Af-
rica and it should be a priority in Indian invest-
ment in the continent.
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