African Economic Outlook 2018:

frican economies have been

resilient to negative shocks,

but poor infrastructure is

a serious impediment to

inclusive growth, according to
the 2018 edition of the African Economic
Outlook (AEO) presented to delegates in
Addis Ababa at the African Union Summit.

The African Economic Outlook was
presented to key stakeholders on the
sidelines of the ongoing 30th ordinary
session of the assembly of heads of state
and government of the African Union in
the Ethiopian capital.

The African Economic Outlook puts
average real gross domestic product
(GDP) growth in Africa at 3,6% in 2017
—a good recovery from the 2,2% recorded
in 2016. The 2017 figure is projected to
grow by 4,1% per year in 2018 and 2019.

Improved global economics
Growth was driven by improved
global economic conditions,
better macroeconomic
management, recovery in
commodity prices (mainly
oil and metals), sustained
domestic demand (partly
met by import substitution),
and improvements in
agriculture production.
However, Africa is
still experiencing jobless
growth largely due to
limited structural change.
Consequently, sustained
high growth has not had
a substantial impact on
job creation. About two-
thirds of countries in Africa
have experienced growth
acceleration.
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According to the report, a growth
acceleration period is one in which the
average growth rate of GDP per capita over
a period of eight years is at least 3,5% per
annum.

Inclusive growth
The commissioner for economic affairs
at the African Union Commission,
Victor Harrison, endorsed the report,
urging African countries to adopt the
recommendations for inclusive growth.
“These studies present the behaviour
of African economies in the face of difficult
external conditions and announce the
revival of growth with an estimated rate of
4,1% in 2018. We all know that growth is not
yet inclusive in Africa, and unemployment
affects more women and young people,” he
said.
Harrison urged
member
states to
improve
the

business climate and stimulate the private
sector to participate in the development.

According to the Outlook’s findings,
Africa’s infrastructure is still behind those
of other regions in quantity, affordability
and quality, due to lack of investment. At
the same level of GDP per capita, South
Asia, East Asia and Latin America have
higher access to electricity and water than
most African countries.

Rising debt levels

The AEO observed that Africa needs

higher growth and investment rates,

but debt levels must be monitored

closely. Public debt ratios are rated to

be on the rise, stoked by an appetite

for infrastructure spending. Details

provided by the Outlook indicate that

40 countries in the region recorded

increases in external debt from 2013-2016.

Nine countries experienced a decline.
Although there are growing concerns

about the debt levels in Africa, the report

indicates that if used productively, debt

may be necessary to unlock long-term

growth potential.

“Tackling poverty will need efforts
to increase employment elasticity of
growth. The employment elasticity
of growth of 0,41 in Africa is below
the desirable 0,7 for all developing
countries. Pressing policy concern
is therefore to ensure that growth is
reflected in creation of high and quality

jobs,”according to the Outlook.

The report notes that Africa could
be the next investment frontier, and

recommends three options for the
international financial community to
resolve the savings glut: The adaptation
of a policy of more negative real interest
rates in high-income countries; the



use of excess savings to finance public
investment in rich countries; and the
facilitation of the flow of capital to
developing countries.

Investment needs

Estimates show that investment needs
for infrastructure will be in the range
of $130 to $170 billion a year.

The problem with the infrastructure
deficit approach is the underlying
assumption that one day Africa and the
world might be able to resolve it.

Yet throughout history, infrastructure
deficit has been a perpetual policy
problem and solving this remains a
work-in-progress, said Abebe Shimeles,
acting director for the macro-economic
policy, forecasting and research
department at the African Development
Bank.

The bank proposed that many
new financing mechanisms could be
implemented in all African countries,

taking into account the specific
economic circumstances and the
productive structures of national
economies.

The report urged countries to better
leverage public funds and infrastructure
investments while encouraging private
sector participation.

“But the different stages of
development of African countries mean
the policy approaches need to be country
specific. Universal access to high-quality
infrastructure is likely to be a long-term
goal,” Shimeles said.

Strategic targeting
Strategic targeting will be essential. Trying
to achieve development with limited
resources has led governments to spend
too much on too many projects with low
economic returns and little impetus for
industrial growth and employment creation.
However, African countries do not need
to solve all their infrastructure problems
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before they can achieve sustained and
inclusive growth, the report notes. Instead,
African countries should focus on how to
best use scarce infrastructure budgets to
achieve the highest economic and social
returns. One pragmatic approach, the
report notes, is the creation of industrial
parks.

The AEO also called for infrastructure
in special economic zones and industrial
parks, and the mobilisation of domestic
resources through well-targeted subsidies
and rigorous collection of fees using
technology.

It urges Africa to attract more private
funding to infrastructure projects,
focusing on risk mitigation; to create
an infrastructure asset class to attract
institutional investors; and to choose
appropriate financing instruments to
develop infrastructure. ®

Visit www.afdb.org/aeo

to read the full report.
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