Is Africa at a Historical Crossroads to
Convergence?
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Africa’s Growth

n 2008, the Growth Commission established

a list of “growth miracles,” countries that had

experienced 7 percent or more growth in their
GDP for 25 years or longer. The list of 13 coun-
tries included only two from Africa: diamond-rich
Botswana and the island-nation of Mauritius. Five
years later, more than half of the new 16 “growth
miracles” are expected to happen in Africa and in
countries as diverse as Angola, Equatorial Guinea,
Ethiopia, Liberia, Mozambique, Rwanda, and Su-
dan. The list could even include Ghana, Nigeria,
and Tanzania if they manage to slightly accelerate
their growth.”

Africa’s recent growth performance can be attribut-
ed to both a favorable global external environment
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and improved economic and political governance
(Figure 1). The so-called commodity “supercycle,”
in part fueled by Chinas demand for natural re-
sources, has led to higher export and fiscal revenues
for commodity exporters. Low global interest rates
have helped reallocate international investment and
portfolio flows to the continent. But it is clear that
improved economic governance, increased invest-
ment and positive total factor productivity—for the
first time since the early 1970s—and better political
institutions have also played a role in the continent’s
recent economic performance.’

Africa’s impressive growth performance has led
to unprecedented optimism about the continent’s
economic prospects. However, separating the long-
term trend of growth from its cyclical movement
shows that Africa’s growth took off in the early
1990s, about a decade later than other emerging
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FIGURE 2. TREND COMPONENT IN GDP GROWTH (%), 1980-2019P
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Source: IMF WEO, April 2014 and HP filter used for trend and cyclical components.

markets and developing countries (EMDEV) (Fig-
ure 2). Furthermore, although Africa has been
growing at a rapid pace since the 1990s, it grew
systemically at a slower average pace than other
emerging markets and developing countries. How-
ever, Africa could slightly overtake them if IMF
forecasts for 2014-2019 are realized.

The cyclical component of Africa’s growth shows
that the interdependence with advanced econo-
mies that other emerging markets and developing
countries have experienced has changed. Prior to
the Asian crisis, Africa’s cyclical interdependence
with advanced economies was stronger than other
emerging markets and developing countries, with
periods of global booms and busts amplified in the
region (Figure 3). After the Asian crisis, however,
Africa’s cyclical interdependence seems to have
been lower than other emerging markets and de-
veloping countries. Africa’s growth was even coun-
tercyclical in the early 2000s and was more resil-
ient to the effects of the 2008-2009 crisis, although
it recovered less strongly than the rest of the world.
The typical channels of emerging markets and
developing countries cyclical interdependence
include trade, financial markets and spillover

channels.* However, African countries are signifi-
cantly less financially integrated to the rest of the
world than other emerging markets and develop-
ing countries, given their relatively low financial
depth. This does not mean that they are immune
to global financial crises but that the severity of fi-
nancial shocks has typically been less.

In fact, an increasing channel of Africa’s integration
to the rest of the world is its rising trade with emerg-
ing markets and developing countries, and in par-
ticular, China. The EU has been a major traditional
trading partner of Africa, and over the last decade
its trade with the continent has more than doubled:
In 2013 it amounted to over $200 billion. However,
China started from a smaller base but has seen much
more explosive growth—moving from $10 billion
in 2000 to over $170 billion in total trade in 2013.
Japan trails the U.S. in its total trade with Africa but,
unlike Japan, the U.S. has actually seen its total trade
decline in recent years, in 2013 amounting to about
$60 billion—importing about $40 billion from the
continent and exporting around $20 billion.

Rising Chinese investment in the continent is an-
other channel of Africa’s integration to the global
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FIGURE 3. CYCLICAL COMPONENT IN GDP GROWTH (%), 1980-2019P
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economy. The stock of FDI in sub-Saharan Africa
(SSA) from the EU, China, Japan and the U.S. grew
by nearly five times between 2001 and 2012, from
$27.2 billion to about $132.8 billion. This growth
was primarily driven by China, whose FDI grew
at an annual rate of 53 percent, compared with 29
percent for Japan, 16 percent for the EU and 14
percent for the U.S. China’s stock in SSA amount-
ed to $18.191 billion in 2012.° In addition to Chi-
na, other partners such as Brazil, India, Malaysia,
Mauritius, Singapore, South Africa, and the Unit-
ed Arab Emirates are increasingly investing in the
continent.

As Africa becomes increasingly integrated to the
global economy through China and other emerg-
ing markets and developing economies, it is likely
that its cyclical interdependence with the rest of the
world will depend more on Chinese economic de-
velopments and policies. For instance, a rebalancing
of the Chinese economic engine from investment
towards domestic consumption could spur in-
creased Chinese investment in Africa, with positive
growth-enhancing opportunities. At the same time,
lower demand for commodities in China could
soften their prices with a negative impact on the
growth of many African countries. Furthermore,

Africa could become more or less cyclically inter-
dependent with advanced economies depending
on how China amplifies or dampens shocks in
such countries.

Africa’s Convergence

Having taken off both at a later stage and at a slow-
er pace than other emerging markets and develop-
ing countries, Africa has made less progress than
these countries in reducing its relative per capita
income gap with advanced economies. Actually,
Africa’s GDP per capita has not even grown fast
enough to converge to the level reached by “earli-
er transformers” such as Brazil, Chile, Indonesia,
Malaysia, Singapore, South Korea, Thailand, and
Vietnam. Starting from a similar starting point of
$100 in 1970, Africas GDP per capita would have
grown to only $170 in 2012 or about three times
less than the $530 per capita income that would
have been achieved by the “earlier transformers”.®

Africa has experienced previous episodes of per
capita income growth take-offs, but they have, un-
fortunately, ended in busts. The first growth episode
immediately after independence in the 1960s lasted
about 20 years but was halted and even reversed in
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FIGURE 4. SUB"SAHARAN AFRICA AND EARLIER TRANSFORMERS: GDP PER CAPITA (1970 =1)
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FIGURE 5. AFRICA'S GDP PER CAPITA, 1960-2012
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1980, in the aftermath of the oil crises of the 1970s.
It took a little over 20 years for per capita income to
recover and surpass its 1980 level, in 2003. Since
then, per capita income has been growing at a rapid
and sustainable pace of about 3 percent per year.

These aggregate figures mask the fact that some
countries may have grown poorer (on a per capita
income basis) than they were at independence in
1960. For most of these countries, conflicts (some
which are ongoing, as in the Central African Re-

public and eastern Congo) have had severe negative
effects on per capita income. In others, the deteri-
oration of terms of trade reversed the gains of the
years immediately after independence. Even within
countries, income disparities across regions can be
high, fueling internal conflicts such as in Nigeria.

When viewed through the prism of the conditional
convergence literature, Africa has made progress
in lowering some of the country-specific obstacles
that have previously held it back.” There is of course
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room for improvement in “growth fundamentals”
(levels of investment, human capital, and quality
of policies) and it is important that policymakers
not only continue improving economic and polit-
ical governance but accelerate the pace of reforms.
The current Ebola crisis in West Africa is a stark re-
minder that underinvestment in health infrastruc-
ture bears heavy human and economic costs.

But as noted by Rodrik (2014), investment in growth
fundamentals alone has not been shown to lead to
rapid and sustainable growth. As a result, the litera-
ture on Africa’s convergence is focusing increasingly
on dual-economy models, which center on the role
of structural transformation and industrialization
in the growth process of the continent.

The policy debate is therefore moving toward the
possible drivers of Africas transformation.® A
starting point in this debate is to ask whether Afri-
ca can benefit from the same drivers of growth as
other emerging markets and developing countries.
For instance, Dervis (2012) discusses the potential
for emerging markets and developing countries to
catch up based on (i) labor reallocation from low-
to high-productivity firms; and (ii) their relative
demographic advantage (except for China).

Reallocation of labor from low-to-
high productivity firms

However, the debate is still open as to whether
these drivers of growth can be used. The structure
of African economies has not changed much since
the 1980s and most African economies remain
dependent on extractive industries and low-yield

TABLE 1. TYPOLOGY OF GROWTH PROCESSES

Typology of growth processes/
outcomes

agriculture. The dependence on export and fiscal
revenues from commodities means that many Af-
rican countries remain vulnerable to a sharp rever-
sal in the prices of such commodities. For instance,
about 20 African countries derived more than a
quarter of their total merchandise exports in 2000-
2011 from natural resources (Figure 6). In fact, Af-
rica’s dependence on natural resources is increas-
ing with new discoveries of oil, gas, and coalin
many countries (such as Kenya, Uganda, Tanzania,
and Rwanda in the Eastern African Community,
Mozambique, and Ghana) as about 30 percent of
global oil and gas discoveries in the last five years
were in sub-Saharan Africa (Figure 6).°

African policymakers will face a number of poten-
tial economic challenges stemming from the pres-
ence of natural resources. These challenges include
a loss of competitiveness in potentially dynamic,
non-natural resource sectors leading to a narrow-
ing of the production base; excessive government
on reliance on revenues derived from commodi-
ties and export earnings; too much macroeconom-
ic and financial volatility; and rent-seeking behav-
ior that can undermine governance and exacerbate
the difficulty of building robust, growth-enabling
institutions. They will need to look beyond the
so-called resource curse and put into action inno-
vative policies and institutions to confront these
challenges."

The contribution of manufacturing—mostly dom-
inated by small and informal firms—to output is
negligible and the services sector includes a large
share of informal activities in urban areas. In-
dustrialization in Africa is now lower than in the

Structural transformation, industrialization

slow rapid
Investment in fundamentals slow (1) No growth (2) episodic growth
(human capital, institution) rapid (3) slow growth (4) rapid, sustained growth

Source: Rodrik (2014).
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FIGURE 6. SUB-SAHARAN AFRICA: NATURAL RESOURCE EXPORTS (AS A PERCENT OF TOTAL

EXPORTS OF GOODS)
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1970s. Manufacturing industries’ share of employ-
ment is now below 8 percent and their share in
GDP has fallen to 10 percent from about 15 per-
cent in 1975." Africa’s slow pace of industrializa-
tion means that African economies are not likely
to replicate the convergence dynamics of Asian
countries and European industrializers. The prob-
lem, as noted by Rodrik (2014), is that African la-
bor is migrating from agriculture and rural areas,
but instead of moving to formal manufacturing
industries, it is being absorbed largely into the ser-
vices sector, which is not particularly productive
and dominated by informal activities.

African agriculture is its least productive sector
and has the lowest income and consumption lev-
els. McMillan and Harttgen (2014) estimate that
the share of the labor force engaged in agriculture
fell by about 10 percent during 2000-2010 while
services and manufacturing employment grew by
8 and 2 percent, respectively. So although there is
a consensus that structural change is happening in
Africa as the agriculture sector is shrinking and
the manufacturing sector is barely growing, there

is no conclusive message about the activities that
are expanding.

Which activities are expanding to absorb the la-
bor force moving out of agriculture? MacMillan
(2014) cautions that “without knowing more about
these activities, it is difficult to make predictions
about the sustainability of Africa’s recent growth”
Rodrik (2014) is quite skeptical about African ser-
vice productivity and cautions that in spite of the
enthusiasm for the productivity-enhancing bene-
fits of mobile telephony and mobile banking, ser-
vices have not traditionally acted as an escalator
sector like manufacturing. He stresses that services
tend to require relatively high skills compared to
manufacturing and have “typically required steady
and broad-based accumulation of capabilities in
human capital, institutions, and governance.”

Current policy advice on how to achieve a structur-
al transformation of African economies that would
lead to convergence tends to focus, as in Rodrik
(2014), on the need to generate growth by reviving
manufacturing and putting industrialization back
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on track; generating agriculture-led growth based
on diversification into non-traditional agricultural
products; generating rapid growth in productivity
services; and leveraging growth based on natural
resources.

Similarly, ACET (2014) advocates economic
transformation or “growth with DEPTH” which
involves the diversification of production and
exports; export competitiveness; productivity in-
creases; technological advances; and human well-
being—by expanding formal employment and
raising incomes. ACET (2014) identifies four
pathways to transformation reminiscent of Ro-
drik (2014): (i) labor-intensive manufacturing; (ii)
agro-processing; (iii) oil, gas, and minerals as part
of a portfolio of assets; and (iv) tourism.

The rebasing of some African economies such as
Kenya and Nigeria (and previously Ghana) also
gives a sense of the ongoing structural transfor-
mation in the continent. The rebasing of Nigeria’s
economy (changing the base year from 1990 to
2013) elevated the country to the world’s 26™ larg-
est economy from 33" and to the number one spot
in Africa above South Africa as the new statistics
better incorporate the informal sector and include
new industries. In particular, the contribution of
the services sector increased to 52 percent of GDP
from 29 percent prior to rebasing and that of the
telecommunications sector rose tenfold to about 9
percent from 0.9 percent. In contrast, value added
by the agricultural sector fell to 22 percent from
35 percent. Interestingly, Nigerian manufacturing
now contributes about 7 percent of GDP rather
than 2 percent previously. Oil and gas value added
fell to about 14 percent from 32 percent.

Well-designed policies in agriculture merit more
attention given their potential to enhance growth
and create jobs. First, high-value crops increase
productivity in rural areas (a good example is hor-
ticulture production in Kenya). Second, linkages
between agriculture and manufacturing can de-
velop when agricultural products are transformed
and even exported. Third, increased productivity
of staple food crops can lower food prices and real

wages, thereby making the manufacturing sector
more competitive. Solutions will need to be tai-
lored and, at the same time, involve many dimen-
sions. As noted by McArthur (2014), employment
challenges can be broken down into typologies by
predominately rural, predominately urban, and
mixed between rural and urban economies. As a
result, highly tailored approaches to job creation
based on economy type should be the focus of Af-
rican policymakers trying to improve the employ-
ment situation for young people.

So in conclusion, something is happening in Af-
rica’s economies but economists are not sure what
exactly. They know that Africa’s growth model is
different from earlier models used in Asia or Eu-
rope but they do not know enough about the driv-
ers of the continent’s growth. It is therefore crucial
to investigate further the ongoing structural trans-
formation of the continent so as to guide policy in
the best possible direction, especially as the conti-
nent is going through rapid demographic changes.

Relative Demographic Advantage

As mentioned above a relative demographic ad-
vantage is a potential driver of convergence for
emerging markets and developing countries. It is,
however, not clear that this is the case for Africa as
the recent episode of growth was not accompanied
with significant job creation.

Africa’s population is without a doubt growing. The
World Bank notes that half of Africa’s population
is under 25 years of age. Each year between 2015
and 2035, there will be 500,000 more 15-year-olds
than the year before. In contrast, the population
structures in other regions are or soon will be ag-
ing. The challenge for Africa will be to transform
this youth bulge into an opportunity or risk poten-
tial unrest, as exhibited during the Arab Spring. So
far, sub-Saharan African countries have not been
doing a good job of capitalizing on their young,
dynamic populations, and time is running out fast.

Even the narrative around a middle class rising in
Africa should not divert policymakers™ attention
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FIGURE 7. THE STRUCTURE OF SUB-SAHARAN AFRICA'S POPULATION IS DIFFERENT THAN THAT

IN OTHER REGIONS
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from the urgency of transforming the region’s
economy to provide sustainable and inclusive
growth. Indeed, a rising middle class creates an
“expectation revolution” that has to be managed.
As noted by Dervis (2014), in Chile, Brazil and
Turkey last year, the young and parts of the as-
piring new middle classes were in the streets de-
manding respect, greater equality, less corruption
and a greater say in their own lives.

Income Inequality

Data limitations make it difficult to assess the ex-
tent of income inequality in African countries. The
quality of national accounts and poverty data (e.g.
surveys on daily consumption; measuring yields
of crops) can be challenging and has led to calls
for a data revolution by the High Level Panel of
Eminent Persons on the Post-2015 Development
Agenda. Technological advances such as the use of
mobile and geospatial technologies appear prom-
ising if they are accompanied by improved nation-
al statistical development strategies.

Interestingly, economists seem to know more about
Africas extreme poverty than the rest of the in-
come distribution. Twenty years of falling per capita
income growth in the 1980s and 1990s combined
with very weak initial conditions have made it

difficult for Africa to reduce extreme poverty rela-
tive to the rest of the world. For instance, Chandy
et al. (2013) show that in spite of Africa’s relative
success in reducing extreme poverty, the continent
will account for a significantly higher share of glob-
al poverty because it is growing “too slow” and/or
starting “from too far behind” The authors stress
that in 1990, 56 percent of Africans lived on under
$1.25 a day, accounting for 15 percent of those in
poverty worldwide. Over the subsequent 20 years,
the region’s poverty rate dropped to 48 percent.
However, given the superior pace of poverty re-
duction elsewhere and Africa’s faster population
growth, Africa’s share of global poverty doubled. A
continuation of these trends would lead to Africa’s
poverty rate falling further to 24 percent by 2030,
representing 300 million people. But Africas share
of global poverty would balloon to 82 percent.

What about the rest of the distribution? With the
data caveats in mind, estimates show a small but
positive association in sub-Saharan Africa be-
tween less inequality—measured by the Gini coef-
ficients—and growth between 2000 to 2010.

At the outset it should be noted that there are dif-
ferent ways to define “middle class” in Africa. For
certain economists (Kharas, 2010), the middle
class is defined as the number of households with
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FIGURE 8. INCOME INEQUALITY AND GROWTH IN AFRICA (2000-2010)

0.08

006 @
4

0.04

*

0.02
A

A A

o1 o
¢ 2

-0.02

*® g

2

¢ -0.04 -

Gini coefficient points

-0.06 —

-0.08 -

-0.1 *

Annual real GDP per capita growth (%)

Source: Gini numbers from PovalNet. Annual growth rate of Gini coefficient for countries with end point in the 2000's decade.

GDP per capita from WDI.

average daily income per capita between $10 and
$100 in terms of purchasing power. According to
this definition, middle class Africans represent 32
million people (2 percent of the world’s middle
class population) with a total overall consump-
tion of $256 billion. This population growth is
expected to exceed 107 million people with a to-
tal consumption of $827 billion by 2030. On the
other hand, according to the African Development
Bank, a daily consumption per person between
$2 and $20 is enough income to be considered as
middle class.'? That equates to 350 million people
(or 34 percent of the African population) in this
category as of 2010 up from 126 million (or 27 per-
cent of the African population) in 1980. For other
analysts, a range of $15 to $20 would be a better
criterion due to the fact that an income amount of
$2 is far too close to the defined poverty line.

What is certain is that the growth of the African
middle class could be the highest in the world. The
World Bank estimates that the strong economic
growth of African countries (of more than 5 per-
cent per year) is driven by the consumption of
household goods. We can therefore expect future

investments targeting the mobile phone market as
well as electronic products and banking services.

Conclusions

Over the past 10 years, sub-Saharan Africas GDP
grew at about 5 percent per year, and at this rate,
it can double its size before 2030. Over the same
period, the world economy grew by 3.2 percent per
year. The impressive growth rate of sub-Saharan
African countries since the early 1990s has led to
an unprecedented optimism about the continent’s
economic prospects, illustrated by the numerous
media stories about “Africa Rising” However, a
contemporary look at the continent’s growth per-
formance leads to the conclusion that Africa is at a
historical crossroads, which could lead to conver-
gence with emerging markets, and ultimately with
advanced economies.

For Africa to converge, policymakers need to quick-
ly address three key issues. There should be a sense
of urgency as Africa has a young population and
the fight against extreme poverty is not yet over.
First, they need to continue strengthening growth
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fundamentals and pay particular attention to re-
source management. Better economic and political
governance will lay the foundations for growth and
help the continent manage shocks. Second, achiev-
ing a successful economic transformation will help
capitalize on improved growth fundamentals and
achieve high and sustained per capita growth rates.
However, for such a process to yield lasting bene-
fits, it is crucial to better understand the ongoing
structural changes taking place in Africa. This is an
important task for economists studying Africa and,
in addition to achieving a “data revolution,” both
meta-analysis and case study methods can be use-
ful complements to the current body of research on
the continent. Finally, policies should aim to take
full advantage of the increased cyclical interdepen-
dence with China and other emerging markets and
developing countries. Globalization for Africa in-
creasingly means rising trade and investment with
these countries, and understanding the nature
and evolution of their linkages with both Africa
and with advanced economies will be essential to
benefit from upswings and manage downswings.
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