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This chapter deals with Africa’s global development challenges in 2006. These chal-
lenges particularly relate to trade negotiations at the multilateral and bilateral level 
and to financing development. It is clear from analysis at the continental level that 
results are mixed when trade negotiations and the financing development issues are 
considered together. Thus, this chapter shows that although there is good news at 
the level of financing development with progress in debt relief initiatives, commit-
ment to scale up aid in order to achieve the MDGs and agreement to improve aid 
effectiveness, trade negotiations are far from realizing Africa’s priorities. In particu-
lar, at the level of multilateral trade negotiations, there has been limited progress 
towards addressing the priorities of Africa in a way that would enable trade to realize 
its potential as a key pillar for economic development of the continent. In the same 
vein, bilateral trade negotiations especially between African countries and developed 
country economies such as is the case with the EU are raising major challenges given 
the centrality of reciprocity in these negotiations.

3.1	 Developments in trade negotiations
World trade expanded significantly between 2000 and 2005. Total world exports 
increased from $US6,451 billion in 2000 to $10,393 billion in 2005, an increase of 
61 per cent.� Table 3.1 allows for a comparison of this evolution with African exports 
over the same period.

Table 3.1 shows that over the past 6 years, world merchandise exports experienced 
an average growth rate of 10.4 per cent. Over the same period, Africa performed 
better, increasing its exports by 16 per cent on average annually. However, break-
ing down the export performance by subregion reveals that the rapid increase in 
exports is particularly concentrated in oil-exporting SSA countries.� These countries 
achieved an average export growth of 22.4 per cent over the period. On the other 
hand, the average export performance of non-oil exporting SSA countries is very 
much in line with the world average (11.2 per cent). 

This seems to be further proof that the recent gains in Africa’s exports is not based 
on diversification of the export base but is based rather on increased oil exports. 

�	  WTO online world trade statistics, in dollars at current prices
�	  Angola, Chad, Congo, Equatorial Guinea, Gabon, Nigeria and Sudan.
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Moreover, table 3.1 shows that the variability of exports by oil producers is higher 
than for other countries, probably owing to the volatility of oil prices. The recent 
improvement in Africa’s export performance therefore appears to be vulnerable to 
shifts in international commodity prices, particularly in changes in oil prices.

Table 3.1
Comparative merchandise export performance, World and Africa, 2000-
2005 ($US billion)

Region Exports 2000 2001 2002 2003 2004 2005 Yearly 
average 
2000-
2005

World Exports in cur-
rent prices 

6451.0 6184.0 6484.0 7752.0 9191.0 10393.0 7712.5

Growth rate (%) -4.1 4.8 16.8 21.4 13.1 10.4

Total Africa Exports in cur-
rent prices 

147.1 137.4 140.6 176.5 230.0 295.8 187.9

Growth rate (%) -6.6 2.3 25.5 30.3 28.6 16.0

Republic of 
South Africa

Exports in cur-
rent prices

30.0 29.3 29.7 36.5 46.0 51.9 37.2

Growth rate (%) -2.4 1.6 22.7 26.2 12.7 12.2

North Africa Exports in cur-
rent prices 

52.7 48.0 48.1 60.8 79.4 106.1 65.8

Growth rate (%) -8.9 0.1 26.4 30.7 33.5 16.4

Sub-Saha-
ran Africa 
oil- exporting 
countries

Exports in cur-
rent prices 

37.1 32.1 32.4 43.6 62.4 91.6 49.8

Growth rate (%) -8.9 0.1 26.4 30.7 33.5 22.4

Sub-Saharan 
Africa non-
oil-exporting 
countries

Exports in cur-
rent prices

27.2 27.7 30.1 35.5 41.9 45.9 34.7

Growth rate (%) 2.2 8.4 18.1 17.9 9.6 11.2

Sources: WTO online data, November 2006; UNECA 2006b.

What is more, despite a recent slight recovery, Africa’s share of global exports of mer-
chandise remains low. Figure 3.1 shows the evolution of its share in global exports 
from 1965 to 2005. Its share in 2005 was 2.85 per cent only, roughly the equivalent 
of its 1991 value and less than half its peak value in 1980 (5.97 per cent). For com-
parative purposes, Africa accounted for 14 per cent of world population in 2005.� At 
the current rate of growth of African exports and according to the United Nations 
population growth estimates, the continent would have to wait until 2045 for its  
share in world exports to match its share of world population.� Non-oil-exporting

�	 United Nations Population Division, UN-DESA, online statistics, November 2006.
�	 Projections for all African countries (including oil-producing and North African countries), esti-

mate a continuation of the average export growth rates over the past five years and of United 
Nations projections for population growth.
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SSA countries currently account for 8.5 per cent of world population. At the current 
rate of growth of their exports and even without taking account of their increasing 
weight in total world population, these countries would have to wait until 2387 
(382 years!) to see their export share match their share of world population.� 

In light of the situation of low export performance and dependency on the prices 
of just a few commodities, diversification should remain a priority objective for all 
African countries, particularly but not only for SSA countries.

Figure 3.1 
Africa’s share in total world merchandise exports, 1965-2005 (per cent)

Source: WTO online data, November 2006; UNECA 2006.

Investment and diversification depend on a number of internal factors such as gov-
ernance, regulatory environment, productivity and comparative advantages, etc. 
However, external factors also help to set the conditions for diversification. These 
include effective market access, regional integration and the multilateral and other 
international trade agreements that are currently being negotiated. 

Much was expected of a successful Doha Development Round of WTO negotia-
tions launched in 2001 at the Fourth WTO Ministerial Conference from 9 to 14 
November 2001, in Qatar. Numerous studies suggested that there would be signifi-
cant gains for developing countries. Likewise, it was often expected that Economic 
Partnership Agreements (EPAs) with the EU would result in improved business 
environments in African countries, allowing for more investments and enhancing 
the prospects for economic diversification. This section takes stock of the develop-
ments in the trade negotiations in which African countries are involved.

�	 Evaluation for non-oil-exporting SSA countries, without taking account of their projected popula-
tion growth.
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WTO trade negotiations evolving since 2001

The 2001 Doha Development Round of WTO trade negotiations saw ups and downs 
in the deliberations up to July 2006 when progress stalled. Talks have resumed since 
then informally and on a low-key basis but the prospects for a breakthrough still 
appear dim.

The Doha Development Round 

The Declaration of the Fourth Ministerial Conference in Doha provided the negoti-
ation mandate for the Round. Developing countries, among them African countries, 
considered development dimensions to be crucial in fulfilling the Doha mandate 
which was to reform the multilateral trading system and improve their prospects 
in global trade. The pro-development agenda was expected to address the skewed 
nature of the division of global trade benefits, with most gains going to the devel-
oped countries. The Doha mandate was supposed to put development at the centre 
of the discussions with achievement of this mandate to the satisfaction of developing 
countries the yardstick with which success would be measured. 

A fundamental expectation with the Round, therefore, was that it would correct the 
remaining imbalances in trade rules in favour of developing countries and improve 
rules to provide developing countries with genuine market opportunities.  Negotia-
tions on services and agriculture were programmed by the “in-built agenda” clauses 
of the Marrakesh Agreement.� Importantly for African countries and the African, 
Caribbean and Pacific (ACP) countries, the Doha meeting also secured a waiver for 
the transitional arrangements of the Cotonou provisions for EU-ACP countries. 
The waiver permitted the legal application of the Cotonou preferential trade regime, 
until its expiry on 31 December 2007. The Doha mandate evolved and was fine-
tuned with the subsequent Ministerial Conferences in Geneva, Cancún, and Hong 
Kong, in 1998, 2003 and 2005, respectively.

The Cancún Ministerial Conference of 2003

In Cancún, in September 2003, the Fifth WTO Ministerial Conference that was 
intended for stock taking of positions again ended in a deadlock. The main con-
tentions crystallized around the unresolved “Singapore issues”: investment, com-
petition, government procurement and trade facilitation.   There was also deep 

�	  The Marrakesh Agreement establishing the World Trade Organization (WTO) was signed on 5 
April 1994 and entered into force on 1 January 1995. It developed out of the general Agreement 
on Tariffs and Trade (GATT) and was a culmination of issues and arrangements tackled at the 
Uruguay Round of 1986.
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disagreement over the treatment of cotton and other agricultural commodity and 
subsidy issues.�

The July Framework Agreement of the WTO General Council

It took member States until July 2004 to achieve any substantial progress on the 
issues that had stalled the negotiations in Cancún in 2003. After several weeks of 
intense deliberations, the member States agreed on a text that represented significant 
progress in clarifying the modalities. 

The July Framework Agreement showed progress on agriculture, the Singapore issues 
and, to some extent, on Non-Agriculture Market Access (NAMA).� The text of the 
July Framework Agreement dropped the Singapore issues with the exception of trade 
facilitation. With regard to agriculture, advances were achieved on the three pillars 
identified, with special and differentiated treatment (S&D) featuring in all aspects. 
Domestic support measures were to be reduced using a tiered formula, implying 
steeper reductions for the highest level of subsidies. On export competition, the 
Framework Agreement stipulated reduction of export subsidies, with a view to phas-
ing them out, even though no date was proposed for their concrete elimination. 
The choice of a tiered formula was also retained for market access. Least Developed 
Countries (LDCs) were exempted from all tariff cuts. It was further decided that 
treatment of cotton, one of the causes of contention in Cancún, would be treated 
under the agriculture negotiations; a sub-committee was created to address this issue 
“ambitiously, expeditiously and specifically”. 

The text of the July package was less clear concerning the choice of a particular 
formula for NAMA reductions. Negotiations had been delayed by the late progress 
achieved on agriculture, with many members refusing to invest too much effort in 
NAMA while the outcome of the negotiations in agriculture was still unknown. The 
July Framework also defined new deadlines for further advancing the negotiations.

However, most of the interim deadlines were missed and not much happened in 
2005. The little progress achieved up to the Sixth WTO Ministerial Conference in 
Hong Kong in December 2005 included a system to assess the ad-valorem equiva-
lent of non-ad-valorem tariffs.  Other important issues remained unresolved. 

�	  The Singapore issues emerged from the first WTO Ministerial Conference in 1996 and centred on 
investment protection, competition, policy transparency in government procurement, and trade 
facilitation. 

�	  The 2004 July Framework agreed by WTO members came under the overall Doha Development 
Agenda timeline. Members were asked to clarify and improve GATT Article V on Freedom of 
Transit, Article VIII on Fees and Formalities of Importation and Exportation and Article X on 
Publication and Administration of Trade Regulations. The package also agreed on technical and 
capacity-building assistance to developing countries, cooperation between customs and other trade 
facilitation authorities and customs compliance issues. 
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Sixth WTO Ministerial Conference in Hong Kong

This Sixth WTO Ministerial Conference resulted in the Hong Kong Declaration in 
December 2005 that outlined further progress in the negotiations, although it failed 
to bridge significant gaps. The main developments brought about by the Declaration 
included an end date of 2013 for agricultural export subsidies, and end of 2006 for 
cotton subsidies. Precision was also added to the modalities on agriculture, notably 
the number of bands for the tiered formulae. Progress was also made on the defini-
tions of sensitive products, special products and special safeguard mechanisms. The 
Declaration chose a Swiss formula for tariff reduction under NAMA.

With regard to agriculture and NAMA, the Hong Kong Declaration set out a dead-
line for establishing modalities, particularly on the depth of tariff cuts and domestic 
subsidies reduction by 30 April 2006, with a view to establishing detailed schedules 
of commitments by 31 July 2006. On services, the Declaration called for improved 
offers and included a timeline to do so.

Another major highlight of the Declaration of particular importance for many Afri-
can countries was the decision to grant duty-free and quota-free (DFQF) market 
access to LDCs. This extended to 97 per cent of products but notably excluded some 
textile and garment products. Such market access was to be granted to LDCs by 
developed countries and also by developing countries in a position to do so.

The Sixth Ministerial Conference in Hong Kong also resulted in an agreement for 
transparency on rules for regional integration. Finally, the Hong Kong Declaration 
also called for the creation of a task force on Aid for Trade. Discussions on Aid for 
Trade had developed during the course of 2005 in parallel with the WTO process.

The pause in the negotiations: July-November 2006

The Hong Kong Declaration had set several deadlines for reaching agreement on 
modalities. These deadlines were all missed during the first trimester of 2006 and, by 
the end of June 2006, a meeting of Ministers and Heads of Delegations was called 
in Geneva. Despite intense discussions on agriculture and NAMA, no agreement 
on modalities was reached. The issue was discussed at several levels including during 
the G-8 meeting in July 2006. Finally, after another unfruitful attempt to break the 
deadlock during a G-6 meeting, Pascal Lamy, the Director-General of WTO, on 
27 July 2006, called for the talks to be suspended as, in his view, there was need for 
reflection and “quiet diplomacy.” 

The deadlock in WTO negotiations appeared to be primarily associated with disa-
greement over the levels of demand and offers on agriculture. In particular, it seemed 
that EU and USA would not agree on the levels of necessary concessions with regard 
to market access against reductions in domestic support.
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The suspension of the talks was clearly a setback for the multilateral process, pro-
hibiting the international community and especially poorer countries from gaining 
significant improvements in the multilateral trading system. This freeze in negotia-
tions was all the more worrying in light of the expiration of the Trade Promotion 
Authority (TPA) or “fast-track” at the end of 2007. �  This constitutes a de-facto 
deadline for the current Round.10

From July to November 2006, there were no official negotiations. On 16 November 
2006, however, the WTO Director-General called for an informal trade committee 
meeting to re-launch the consultation process, as there appeared to be a consensus 
that WTO members were keen to revive the negotiations. The section below explores 
the achievements so far in the Doha Round from an African perspective.

Positions and prospects in WTO negotiations issue by 
issue

WTO negotiations have featured prominently in the headlines during the past 
couple of years. However, the main protagonists, particularly EU and USA, have 
not managed to bridge major differences on agriculture. This led to the deadlock 
in the negotiations in July 2006, with resumptions of talks under discussion at the 
moment of writing. Despite the lingering and significant disagreement among the 
various parties, the negotiations have achieved some clear advances. This section 
details those advances that are of special interest to African countries. It is hoped that 
they will not be lost if the negotiations stall again.

Agriculture

Agriculture is a sector of key interest for African countries, as it could be a main con-
tributor to poverty reduction and diversification policies (UNECA 2005). Agricul-
tural issues have been the most contentious in the negotiations. Nevertheless, some 
advances were seen in the African common positions, either in the form of agreed 
principles or in bracketed text.

The main achievements of negotiations under agriculture included first and fore-
most the decision to abolish all export subsidies by 2013 and by the end of 2006 for 
cotton exporters. As negotiations are still blocked, the opportunity of the elimina-
tion of cotton export subsidies by end 2006 has already been missed. 

In terms of market access, the negotiations established a tiered formula with four 
bands resulting in steeper cuts for higher tariffs. There were also talks of tariff cap-

�	 The TPA allows the American Administration to negotiate international trade agreements and 
present the outcome to the US Congress for an acceptance vote without the possibility of amend-
ments.

10	 Resuming negotiations after 2007 would probably mean waiting for the next US administration to 
extend a renewed TPA, the timing of which is unknown.
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pings. UNECA research has shown that African countries overall would reap larger 
benefits from a significant reduction in tariffs (UNECA 2005a). The formula applies 
different sets of cuts to developed and developing countries, in line with the pro-
portionality principle sought by African countries (African Union 2005). Moreo-
ver, LDCs were also exempted from reducing tariffs. This would have allowed most 
African countries to preserve substantial policy space in agriculture, another major 
objective of the Africa group.

The principles of sensitive products, alongside special products and special safeguard 
mechanisms were also agreed despite wide disagreement on actual figures. Develop-
ing countries, including those from Africa, had strongly argued in favour of special 
products and special safeguard mechanisms that would be reserved for developing 
countries and allow special treatment for goods that have a role in rural development 
and the livelihoods of rural communities.

Advances were also achieved on domestic subsidies. The choice of a tiered formula 
had been retained for cutting domestic subsidies, both for the blue box and the 
Aggregate Measures of Support (AMS). This should translate into higher reduction 
of the subsidies in countries where they are higher. Further disciplines were proposed 
on de-minimis subsidies. A substantial reduction of domestic support measures 
including subsidies in the North were supposed to match the long-term interests of 
most African countries (UNECA 2005; Osakwe 2006).

Non-Agriculture Market Access (NAMA)

Although they had been somewhat delayed due to lack of progress on agriculture, 
talks on NAMA had also made some significant advances. For example, LDCs would 
be exempted from tariff cuts, an important objective for many African countries. 
The talks also allowed the choice of a Swiss formula for tariff reductions, entailing 
larger cuts on higher tariffs and a harmonizing effect (UNECA 2004). 

The principle of proportionality in tariff cuts for NAMA products was also empha-
sized in the Hong Kong Declaration. Developing countries were permitted to pro-
ceed to smaller tariff cuts than developed countries. However, the precise level of coef-
ficients for the formula remained undecided. The level of these coefficients is crucial 
as it determines the depth of the tariff cuts and whether or not the cut goes beyond 
simply reducing “water in the tariff” and results in actual reductions in applied rates. 
S&D is therefore available through the NAMA differentiated formula. 

S&D treatment for developing countries was also reflected in NAMA negotiations 
through another provision of the Hong Kong Declaration: paragraph 8, which ena-
bled developing countries to either shield a proportion of their tariffs from the effect 
of the formula, or alternatively to opt for a less-than formula reduction of tariffs for 
a larger number of their tariffs. Under NAMA, only those developing countries with 
more than 35 per cent of bound tariff lines had to apply the formula, which means 
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that eight African developing countries have to apply the formula.11 Other countries 
had to increase their binding. 

UNECA studies show that while an overly ambitious liberalization scenario in 
NAMA could lead to gains in welfare for Africa, there is also a risk of de-indus-
trialization of the continent in favour of specialization in agricultural production 
(UNECA 2006b). Apart from a few important products that are still protected by 
high tariffs in developed countries, the potential gains in terms of depth of tariff 
reductions appear to be greater in other developing markets (South-South trade). 

Special and differential treatment (S&D)

The pro-development agenda of the Doha Round had different dimensions. These 
included S&D treatment, enhanced market access, balanced rules, policy space and 
flexibilities. The ability of the Round to ensure that the multilateral system strength-
ened the development dimensions for the benefit of developing countries is of major 
interest to African countries in the negotiations. African countries in particular 
advocated for S&D treatment to be mainstreamed in all aspects of the negotiations 
in order to enable them to achieve their legitimate development goals. 

Such treatment relates to the preferential provisions in the final agreement in favour 
of developing countries and LDCs, the two categories in which African countries 
feature. For instance, through S&D treatment in agriculture negotiations, African 
countries were looking for modalities that would allow them to pursue agricultural 
policies in support of development, poverty reduction strategies, food security and 
rural livelihood concerns. 

S&D treatment underpins the quest in the Doha Round for full operationalization 
of the principle of proportionality in the modalities. By taking into account the exist-
ing tariff structure of the African countries the treatment would help to strengthen 
the development dimensions of the Doha Round. With respect to the industrial 
tariffs, the modalities aimed at reducing or eliminating tariff peaks, high tariffs, and 
tariff escalation and would allow autonomy to African countries to pursue industrial 
policy in line with their development strategies. It would also allow them to initiate 
and deepen diversification of their economies.

Other issues

In services, negotiations had been initiated prior to the Doha Round by the so-called 
“in-built agenda” as stipulated by paragraph 1 of Article XIX of the General Agree-
ment on Trade and Services (GATS). Negotiations on services resumed in January 
2000, before the Doha Ministerial Conference. Noteworthy for African and other 

11	  These eight countries are Botswana, Egypt, Gabon, Morocco, Namibia, South Africa, Swaziland 
and Tunisia (UNECA 2006b).
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developing countries, Article XIX-2 of GATS made S&D treatment an explicit ele-
ment of the GATS negotiations. Therefore, developing countries were only expected 
to undertake commitments in trade-in-services liberalization compatible with their 
development levels.12 

Negotiations have been following a “request and offer” approach. Deadlines for sub-
missions have been missed but since March 2003, 69 offers have been made and 30 
of them subsequently revisited.13 These offers cover both sectoral and horizontal/
multisectoral proposals. As with the negotiations on agriculture and NAMA, and 
of importance to many African countries, LDCs are not expected to undertake new 
commitments in services in the current Round. For other African countries, nego-
tiations in services represent both opportunities and challenges (UNECA 2005a, 
UNCTAD 2005). 

Trade in services has increased significantly worldwide and African countries do 
have some potential comparative advantages in service sectors such as tourism and 
in labour-intensive sectors covered by Mode 4. Moreover, the international provi-
sion of business support and infrastructure services in sectors such as insurance, 
banking, and consulting can greatly reduce the cost of doing business and increase 
competitiveness in developing countries (UNCTAD 2002). On the other hand, 
liberalization must be planned and sequenced carefully and requires development of 
an appropriate regulatory framework (UNCTAD 2005a). 

There is no “one size fits all” in international trade in services and the negotiations 
in services liberalization cover a very large number and variety of industries. For 
developing countries, and in particular African ones, the progress in the negotiations 
– as highlighted by the small number of offers - is hindered by the lack of experience 
in negotiating their interests in services. African countries need development sup-
port both for their supply capacity in services and for their capacity to participate 
effectively in negotiations on trade in services. It is suggested by several observers (for 
example Sauvé, 2006) that Aid for Trade programmes should be targeted at enhanc-
ing the capacities of African countries to respond to such challenges.

Talks on trade facilitation progressing significantly

A consensus has also been reached on application of certain trade facilitation pro-
visions by developing countries in exchange for systematic provision of technical 
assistance to meet them. WTO has always dealt with issues related to trade facili-
tation and WTO rules include a variety of provisions that aim to enhance trans-
parency and set minimum procedural standards. Among them are GATT Articles 

12	  GATS Art XIX-2: “The process of  liberalisation shall take place with due respect for national policy objec-
tives and the level of  development of  individual Members, both overall and in individual sectors. There shall be 
appropriate flexibility for individual developing country Members for opening fewer sectors, liberalising fewer types of  
transactions, progressively extending market access in line with their development situation […]”.

13	  Seven African countries have made proposals: Egypt, Gabon, Kenya, Mauritius, Morocco, South 
Africa and Tunisia.
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V, VIII and X, which deal with freedom of transit for goods, fees and formalities 
connected with importation and exportation, and publication and administration 
of trade regulations. As part of the Doha Work Programme, the General Council 
decided by explicit consensus to commence trade facilitation negotiations on the 
basis of clearly defined modalities.

The Trade Facilitation Negotiating Group made considerable progress before WTO 
negotiations were suspended in July 2006. Several proposals had been tabled. How-
ever, addressing the issues of technical assistance and capacity building (TA/CB) as 
well as S&D proved to be a major challenge. It was unanimously acknowledged that 
TA/CB for trade facilitation should respond to the specific needs of WTO member 
States. However, the specific TA/CB issues to be addressed within the WTO frame-
work were unclear. In this regard, it was generally agreed that self-assessments on 
trade facilitation needs at national level were critically important for African coun-
tries because they could facilitate engagement with the donor community among 
other benefits. A number of tools, including those developed by WTO and the 
World Customs Organization (WCO) were proposed for conducting such national 
assessments. The National Trade Facilitation Committees in some African countries 
would provide appropriate forums to work on these assessments. 

It also emerged during the negotiations that access to available resources for capac-
ity building from the donor community remained a challenge to African countries 
because existing procedures were complex. To address this problem, they continu-
ously stressed the need for a simplified template for requesting technical assistance 
and capacity building from donors. In terms of the scope of negotiations, they have 
reiterated the broad scope of trade facilitation, and argue that, in addition to activi-
ties aimed at improving customs efficiency, considerable efforts should be made in 
other areas such as transit transport management. This was especially important for 
the continent’s 15 land-locked countries.

Regarding the possible structure for a Trade Facilitation Agreement (TFA), the 
notion of a “trade facilitation ladder” has been emerging that would define the levels 
of facilitation to which countries would commit themselves. The philosophy behind 
this notion has been that all WTO members should be required to sign up to the 
lowest level of standards, with those countries that are most able, implementing a 
far higher level of facilitation. It was envisaged that the negotiators would define the 
number of steps in the ladder and their content. Finally, there was convergence on 
the view that there should be an additional facilitative procedure to resolve disputes 
arising from trade facilitation commitments, as taking recourse to the Dispute Set-
tlement Procedures should be the last resort

On rules for regional integration, a decision of the Negotiating Group on Rules 
established a transparency mechanism for regional trade agreements (RTAs). This 
decision applies to all RTAs provisionally and will be replaced by a permanent mech-
anism upon the completion of the Doha Round. The discussions on establishing 
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criteria for assessing WTO compatibility with RTAs have not, however, progressed 
significantly.

One of the most noteworthy achievements for Africa at the Round so far has been 
the proposition to grant LDCs DFQF, market access to developed countries and to 
developing countries in a position to do so.14 This proposition had been championed 
by EU. Unfortunately, other developed countries, particularly the USA, insisted on 
watering it down to apply DFQF to only 97 per cent of all products, which allowed 
for the exclusion of key products such as some textiles and apparel. This decision 
could still benefit African LDCs as one of the criticisms of preferential schemes such 
as the Everything but Arms (EBA) initiative is that they lack the legal security con-
ferred by a WTO commitment.

Aid for Trade talks represent significant advance

The recent inclusion of Aid for Trade talks on the agenda of the Round is another 
significant advance. Aid for Trade is not part of the mainstream undertaking, so 
progress on this issue could be independent from the rest of the Round. The intro-
duction of Aid for Trade under WTO auspices could allow for more transparency 
and coherence on this issue. It is also hoped that this will increase availability of 
resources for Aid for Trade programmes, for which there seems to be great scope. 
Such programmes could facilitate trade negotiations through the reinforcing of Afri-
can negotiating capacities. They also contribute to developing capacity for applying 
meaningful S&D treatments in a range of negotiation areas.

Improvements in Africa’s negotiating capacities

African negotiating capacities, which have proved inadequate in past negotia-
tions, have evolved over time. One of the most significant developments has been 
the increased participation of African countries in the actual negotiations. In the 
past negotiations, including the 1986 Uruguay Round, African countries played a 
peripheral role. In the current Doha Round, African countries are not only engaged 
actively in the definition of the mandate for the negotiators, but have been active at 
every stage as the negotiations have progressed. This active participation and engage-
ment have highlighted the priorities and concerns of Africa and its desire to ensure 
that multilateralism benefits all, especially through operationalization of S&D treat-
ment in every aspect.

The visible engagement of African countries in the negotiations has been driven 
mainly by more effective organization of their participation. The African Union 
Commission (AUC) has led the political efforts and the coordination of the negotia-
tions. This coordination has been able to maintain a strong solidarity among African 

14	  Brazil recently announced its intention of  granting duty-free, quota-free (DF QF) market access 
to LDCs.
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countries despite their diversity. The African Group in Geneva is able to participate 
in the negotiations from a common framework on all the key issues of interest. 
Thus, the current common negotiating framework that they are using to inform 
their positions has been developed under AU coordination and was endorsed by the 
AU Summit in Banjul, Gambia in July 2006. The AU Summit Decision was based 
on the outcome of the Conference of African Trade Ministers held in Nairobi in 
April 2006.15

The coordinated technical support provided to African negotiators has been another 
important development. Many institutions have provided inputs to the political 
process spearheaded by AU. ECA has been playing a major role through its Afri-
can Trade Policy Centre (ATPC) with the support of the Canada Fund for Africa. 
Other institutions playing key roles in providing technical support to the politi-
cal process include WTO, UNDP, UNCTAD, International Trade Centre (ITC) 
and research networks such as African Economic Research Consortium (AERC), 
Council for the Development of Social Science Research in Africa (CODESRIA) 
and International Lawyers and Economists Against Poverty (ILEAP). Civil society 
organizations (CSOs) have also been active in advocating for African priorities in 
the trade negotiations. These include non-governmental organizations (NGOs) 
operating regionally and internationally. The Third World Network (TWN), South 
Centre, and OXFAM, among others, have played a major role in advocating issues 
of concern to African countries.

The EPA negotiations

The long-standing Lomé preference system between APC countries and EU was 
reformed in 2000 with the signature of the Cotonou Treaty. Cotonou rolled over 
the existing unilateral trade preferences up to the end of 2007 when they should be 
replaced by a WTO-compatible trade arrangement. The Cotonou trade arrangements 
are currently not compatible with the WTO rules on preferential trade arrangements 
(Lang 2006). Indeed, they fit neither the criteria of Article XXIV which call for 
reciprocity and liberalization of substantially all the trade, nor that of the Enabling 
Clause which entails that preferences are extended to all developing countries or all 
LDCs. ACP countries and EU had to seek a waiver from other WTO members for 
the Cotonou Agreement, and this was granted in Doha in November 2001. The 
waiver expires at the end of 2007. It is expected that the negotiations on the regime 
to succeed the Cotonou arrangements will have been concluded by this date.

15	  The Nairobi Ministerial Declaration on Doha Work Programme was issued by the 4th Ordinary 
Session of  the AU Conference of  Ministers of  Trade, held 12-14 April 2006, in Kenya. It was on 
update of  previous Declarations including: the Cairo Declaration and Road Map on the Doha 
Work Programme, from the 3rd Ordinary Session of  the AU Conference of  Ministers of  Trade, 
5-9 June 2005, in Egypt, the Kigali Consensus and Declaration on the Doha Work Programme 
at the 2nd Ordinary Session of  the AU Conference of  Ministers of  Trade, 27-28 May 2005, in 
Rwanda, and the July Framework Agreement of  the WTO General Council of  1 August 2004. 
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ACP countries and EU have opted to negotiate Economic Partnership Agree-
ments (EPAs), which will be FTAs between ACP Regional Economic Communi-
ties (RECs) and EU. In Africa, EPAs are being negotiated with the Economic and 
Monetary Community of Central Africa (CEMAC), the Economic Community of 
West African States (ECOWAS), Common Market of Eastern and Southern Africa 
(COMESA) and the Southern African Development Community (SADC).

The negotiations on EPAs were launched in 2002. They revolve around market 
access, fisheries, sanitary and phytosanitary (SPS) measures, agriculture, services, 
investment and competition. Negotiations have evolved differently across the 
regions. Each region has so far established a roadmap with the EU outlining the way 
forward for the negotiations. Generally, there has been growing concern in Africa 
that EPAs, while representing significant potential for growth and development, 
also carry challenging adjustment costs. Evidence shows that EPAs could also trans-
late into tariff revenue losses, de-industrialization and reductions in intra-African 
trade (UNECA 2004; 2005). African countries have called for enhanced support 
to capacity building and financing. EU argues that such tools already exist and that 
the discussions concerning their improvement are independent of EPA negotiations. 
The focus of the negotiations for Africa has therefore shifted to the development 
dimension of EPAs. 

The negotiation process is further complicated by the overlapping memberships of 
African countries in various RECs (UNECA 2006b). African countries and EU 
appear to be in agreement that EPAs should be an opportunity to enhance regional 
integration in Africa. Impact studies on EPAs (UNECA 2004) show that the 
sequencing of liberalization is key to the development of the continent. This would 
probably translate into a back-loaded tariff reduction on imports from EU, while 
liberalization within RECs would be a priority. EU has also shown signs of readiness 
to allocate additional resources to improvement of interregional trade infrastructure, 
which would benefit African regional integration.

Article 37.4 of the Cotonou Agreement in 2001 stated that the Parties would con-
duct a formal and comprehensive review of the process, structure and substance 
of the negotiations, in 2006.16 This review is under way at the time of writing. 
Preliminary results seem to indicate that, in several regions, the process of negotia-
tions is evolving more slowly than expected, partly due to disagreements with EU 
on the development dimension of the EPAs but also because of the difficulties some 
countries and regions face in forming internal consensus and informed positions on 
technical and sectoral issues. The formal review will identify the necessary means to 
allow timely completion of the negotiations by 1 January 2008. Should the negotia-
tions fail to reach conclusion by end of 2007, the question of a WTO waiver will 
have to be reconsidered.

16	 The Cotonou Agreement guides EU’s development cooperation with ACP countries. The treaty 
was signed in Benin in June 2000 and entered into force in 2002. It aimed at eradicating poverty 
and fostering sustainable development and at integrating ACP countries into the world economy. 
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One of the questions that recently gained importance in talks regarding EPAs is 
the potential alternative to the FTAs currently envisaged. The Cotonou Agreement 
called for all alternatives to be explored. So far, the main alternatives appear to be 
enhanced preferential schemes such as the Generalized System of Preferences (GSP) 
and the Everything but Arms (EBA) initiative (Bilal and Rampa 2006). Further 
analytical work on this issue is crucial.

The standstill in WTO negotiations also complicates the EPA process. In the absence 
of evolution on rules for preferential trade arrangements, major uncertainties remain 
on the degree of flexibility African countries have on the length of transition periods 
and on the coverage of liberalization (Lang 2006). In this context, there is a risk that 
negotiators will feel constrained and opt for conservative EPA provisions, retaining 
few sensitive products and short transition periods.17 This could translate into more 
acute adjustment costs for African countries in terms of both de-industrialization 
and regional integration. UNECA research shows that the impact of EPA on Afri-
can economies could be positive only under a scenario of substantial asymmetry in 
the degree of liberalization. In particular, the African Party would have to be able 
to retain a significant share (up to 40 per cent) of trade out of the coverage of liber-
alization, while EU would have to be willing to open its markets entirely to African 
exports (Perez and Karingi, forthcoming).

The breakdown in WTO negotiations also affects other issues in the EPA negotia-
tions. For example, African countries are concerned that gains in access to the EU 
market for agricultural products may not translate into increased exports as long as 
international prices remain distorted by subsidies to farmers in the North. Likewise, 
there may be a potential risk that opening service markets to EU producers may only 
result in situations of unhealthy monopolies or oligopolies in the service markets of 
African countries. As a consequence, African countries may feel bound to extend 
liberalization of their service markets to other WTO members, without obtaining 
the benefits of reciprocal concessions from these third parties. 

EPA negotiations are the major task ahead of African trade policymakers, especially 
since the freeze of the Doha Round. These pose great challenges but also real oppor-
tunities in terms of development for the continent. In view of the short time remain-
ing for completion of the negotiations, it is important that all the parties involved 
step up their political commitment to successful EPAs. The ongoing comprehensive 
review process should be seized as an important opportunity to propose solutions to 
resolve pending issues within Africa and between African groupings and the EU.

Generally, there are some positive developments in the negotiations so far, even if 
these may still be too limited to make Doha a true development agenda. With the 
suspension of the talks, there is a risk that these advances may be lost or delayed for 

17	 The traditional interpretation of Article XXIV is that EPAs should cover at least 90 per cent of trade 
between the Parties, and should cover all sectors. Moreover, the Understanding on Article XXIV 
stipulates that transition periods should exceed ten years only in exceptional circumstances. 
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a long time. In this respect, some have started to call, albeit reluctantly, for an agree-
ment a-minima, which would probably mean few commitments in agriculture and 
NAMA in terms of market access and subsidies reduction, but some progress on 
trade facilitation and some advances on Services and Aid for Trade.18

Other developments in international trade negotiations

In light of the recent suspension of the WTO negotiations and the ongoing EPA 
process, African countries have an ever greater interest in diversifying their export 
markets. They are involved in a number of regional and free trade agreements and 
negotiations. They are also benefiting from several major preferential schemes such 
as the USA’s African Growth Opportunity Act (AGOA). Some African countries 
are also engaged in bilateral trade talks with other regions of the world. This section 
highlights the major recent developments related to these processes.

African regional integration

Fostering African regional integration has been a long-standing objective of the 
continent. The Treaty of Abuja Establishing the African Economic Community in 
1991, (chapter 1) calls for a gradual continental integration process centred on the 
integration of the five subregions (North, West, East, Central and Southern). EPA 
processes are also aimed at supporting regional integration in Africa. Unfortunately, 
integration remains hampered by several obstacles including political and security 
factors, poor transport and communication infrastructure, a low degree of comple-
mentarity in the structures of production and the overly complex web of member-
ships across different RECs.

This latter problem, also known as the “spaghetti-bowl” situation is particularly acute 
in some subregions. In West Africa, the most advanced integration is by far that of 
the WAEMU while EPA negotiations are ongoing between EU and ECOWAS to 
which is associated Mauritania, a member of the Arab Maghreb Union (AMU). 
Cape Verde, a member of ECOWAS, has recently shown interest in negotiating a 
separate EPA with EU (www.acp-eu-trade.org). Most but not all of the COMESA 
members are negotiating EPAs under ESA. Egypt and Libya are COMESA members 
but are not part of the EPA negotiation process. However, there are long-term plans 
for a customs union among COMESA countries so this means that the ESA external 
tariff may have to be reviewed at a later stage.

Meanwhile, Kenya, the largest economy in Eastern Africa, is associated with Uganda 
and Tanzania in the East African Community (EAC) customs union. However, while 
the former two are negotiating EPAs with ESA, Tanzania is negotiating its EPA with 
SADC. SADC is planning to create a customs union by 2008, implying that Tan-

18	  This is for example the case of Peter Sutherland, a former WTO Director-General, in his speech at 
Chatham House, Tuesday, 14 November, 2006.

African  
countries are 
involved in a 

number of regional 
and free trade 

agreements and 
negotiations



89Global Development Challenges for Africa in 2006

zania would, in theory, be part of two customs unions. Moreover, within SADC, 
Southern African Customs Union (SACU) countries are associated in a customs 
union with South Africa, which has its own trade agreement with EU. South Africa 
has, however, been recently associated with SADC in the EPA negotiations, which 
should contribute to harmonization of positions. In the longer term, it seems that 
the obvious solution to the question of overlapping membership is the creation of a 
pan-African free trade area and then customs union, which is the stated objective of 
the Abuja Declaration.

Preferential trading schemes

Thirty-seven African countries are eligible under AGOA, which grants African coun-
tries quasi DFQF access to the US market. In 2005, US imports from SSA under 
AGOA totalled $38.1 billion, up 44 per cent from the previous year, primarily due 
to an increase in imports of oil. US non-oil imports from Africa actually declined by 
16 per cent to $2.9 billion, mainly due to increased competition in the textile and 
apparel sector in the wake of the termination of the Multifibre Agreement. There 
were also some minor advances in traditional and non-traditional sectors such as 
chemical products, fruits, nuts, cut flowers and footwear.

Thirty-four African countries are LDCs and are therefore eligible for the EU’s “Eve-
rything but Arms” scheme. Other non-LDC African countries are either beneficiar-
ies of EU’s GSP or are party to a bilateral free trade agreement with the EU (TDCA 
and Euro-Med process).

Other recent developments with regard to preferential schemes include the partici-
pation for the first time of a customs union – Mercosur - in the General System of 
Trade Preferences (GSTP). GSTP is a South-South initiative under which develop-
ing countries grant each other preferential market access.

Bilateral talks

Several African countries or groupings are also involved in bilateral trade negotia-
tions in order to diversify their export markets and enhance their integration in the 
global economic system. For example, WAEMU countries are currently negotiating 
FTAs with several North African countries. USA and SACU are also engaged in 
free trade talks. South Africa is discussing a potential FTA with India and Mercosur 
countries. With the recent explosion of trade flows between Africa and China and 
India, several countries are carrying out bilateral trade negotiations with these two 
Asian nations.

With the suspension of WTO negotiations, several countries and regions have 
expressed an increased interest in enhancing their trade arrangements networks. EU 
has recently issued a declaration that it intends to negotiate agreements with coun-
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tries in South and South East Asia, and revive its negotiations with Mercosur. The 
USA is also currently negotiating several agreements within the Western hemisphere 
and Asia. In this context, there is a risk that Africa will remain isolated from the 
wave of bilateral trade agreements, due to its low negotiating and manufacturing 
capacities. 

Africa could in effect remain in a “spoke” situation while richer countries with more 
negotiating and production capacities are able to place themselves at the centre – or 
hub – of a network of trade agreements, thereby attracting more investments. In 
order to avoid such a situation, African countries must -with the support of the 
international community - continue to reinforce their trade capacities, both in terms 
of policy formulation and of negotiations and marketable products. They must also 
reinforce these capacities at the regional level in order to reap economies of scale. 

3.2	 Financing development: emerging issues 
and challenges for Africa

Trends in financing development19

The availability of finance as well as access to finance are important in accelerating 
economic development in Africa and in increasing the likelihood of the region meet-
ing the MDGs. Since the 2000 United Nations Millennium Declaration, several 
studies have shown that Africa faces a serious financing gap and that if this gap is 
not filled, it will be unable to meet any of the goals (UNECA 2006a). Sachs et al. 
(2004) provide evidence suggesting that SSA would need approximately $25 billion 
in additional ODA per year in order to meet the MDGs. In their view, the region 
is in a poverty trap and so needs a big push in financial aid in order to achieve sus-
tained growth and poverty reduction. The March 2005 Report of the Commission 
for Africa also provides evidence for similar conclusions. 

In recent years, efforts have been directed at finding ways and means to mobilize 
the additional funds needed to fill this financing gap through mobilization of both 
domestic and external resources.. In this section, trends in the various sources of 
development finance in the region are highlighted. 

Enhancing domestic savings mobilization can increase investment 

The mobilization of domestic savings will provide the much needed resources to 
finance investment in economic and social infrastructure in Africa. At the moment, 
investment ratios are very low in several countries. Relative to developing countries 

19	  UNECA (2006a) provides a detailed discussion on the volume and distribution of capital flows in 
Africa, as well as on their impact on development, including employment.
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in Asia and Latin America, SSA has the lowest investment ratios. For example, over 
the period 2000-2004, domestic investment as a proportion of GDP was 18 per 
cent in SSA and 31 per cent in East Asia and the Pacific. As can be seen from figure 
3.2, the domestic investment ratio in SSA is low because the domestic savings ratio 
is also low and the region has difficulties attracting sustained private capital flows. 
Overcoming this investment and savings constraint is a major challenge for African 
policymakers and the way in which it is resolved will to a large extent determine the 
region’s ability to achieve sustained economic growth in the medium to long term.

Figure 3.2
Investment and savings ratios for sub-Saharan Africa, 1990-2004

Source: World Bank 2006.

Historically, SSA saves less than 20 per cent of its GDP. Over the period 1990-1994, 
the average ratio of domestic savings to GDP was 16 per cent. There was a slight 
improvement in this ratio to 17 per cent over the period 2000-2004. However, this 
number is considerably below the average for East Asia and the Pacific (35 per cent), 
Latin America and the Caribbean (21 per cent), and Middle East and North Africa 
(26 per cent). Concerted efforts must be made by African leaders to increase domes-
tic savings if the region is to experience sustained growth and increased likelihood of 
catching up with other developing regions. 

The low aggregate savings ratio observed in SSA masks the wide differences in sav-
ings patterns across the countries. There are several countries with savings ratio com-
parable to those in East Asia. For example, over the period 2000-2004, five coun-
tries, Algeria, Botswana, Republic of Congo, Gabon and Nigeria, had savings ratios 
greater than 30 per cent. The ratios range from 32 per cent in Nigeria to 51 per cent 
in the Republic of Congo. These countries are oil-and or diamond-exporting nations 
that saw an increase in export revenue due to rises in the prices of these commodities. 
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As a consequence, they may not be able to sustain the current increase in domestic 
savings, especially if there is a decline in the world prices of their exports. 

Despite this uncertainty and vulnerability, it is worth noting that the increase in sav-
ings has enabled the five countries to increase their investment ratios, although the 
increase in the latter is not as large as in the former. Thus, a key challenge is how to 
translate these increases in domestic savings into productive investment, especially 
in non-oil and non-mineral activities, to ensure and increase prospects for sustained 
economic growth. 

Eleven countries had negative savings ratios over the period 2000-2004. Since sev-
eral of these are either in political crises or are post-conflict economies, it is not sur-
prising that they had difficulties mobilizing domestic savings. For example, Liberia 
and Sierra Leone are just emerging from very disruptive political conflicts. However, 
countries such as Lesotho and Malawi had negative savings ratios although they did 
not have any equivalent political crises during the review period. Twenty-eight coun-
tries in the region had positive but low savings ratios, including  South Africa, which 
has a developed financial system and is thus expected to be more able to mobilize 
sustainable domestic savings.

Official flows increasing

Over the past three decades, there has been a shift in the geographic distribution of 
official flows. In the 1970s, countries in Asia accounted for a large share of ODA. 
However, since the 1979 oil price shock, SSA accounts for a larger share of ODA. 
During 1993-1994, about 27 per cent of ODA went to SSA, while the other regions 
of the world got less than 25 per cent each. During 2003-2004, SSA received about 
36 per cent of ODA (figure 3.3). This increase reflects recent efforts by OECD 
countries to scale up the volume of aid to Africa to enhance the prospects for meet-
ing the MDGs. 

Historically, official flows have played an important role in the economic develop-
ment of countries. As is obvious from figure 3.4, total ODA to SSA has been on the 
increase since the 1970s. It reached a peak of $19 billion in 1992 and declined for 
most of the 1990s. The trend in per capita ODA also follows a similar pattern. Since 
the 2000 Millennium Declaration, however, ODA to SSA has been on the increase 
again, reaching a peak of $26 billion in 2004. That said, it should be noted that 
when expressed as a percentage of GDP, ODA to the SSA in 2004 was 5 per cent of 
GDP, which is still below the 6 per cent figure recorded in 1990. 

Within the African region, the distribution of aid flows is uneven with a few countries 
accounting for a significant percentage of the aid flows. In 1990, the big recipients of 
the aid flows were: Egypt ($US5.4 billion); Kenya ($1.2 billion); Tanzania ($1.2 bil-
lion); Morocco ($1.1 billion); Ethiopia ($1 billion); and Mozambique ($1 billion). 
The other African countries received less than 1 billion dollars each. As a result of 
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the new focus and priorities given to the region by G-8 countries, aid flows to several 
countries have increased. In 2004, the following ten countries received at least $1 
billion dollars of ODA: Angola, Ethiopia, Democratic Republic of Congo, Egypt, 
Ghana, Tanzania, Madagascar, Mozambique, Uganda, and Zambia. In per capita 
terms, the main recipients of ODA in the region in 2004 were: Cape Verde ($282); 
Sao Tome and Principe ($218); Seychelles ($124); Swaziland ($104); Zambia ($94); 
and Senegal ($92). 

Since the launch of the Enhanced HIPC initiative in 1999, there has been a change 
in the composition of SSA aid commitments. The share of project aid in total aid to 
the region has decreased while that of debt forgiveness has increased from under 10 
per cent in 1990-1994 to about 18 per cent over the period 2000-2003. Nonethe-
less, project aid still accounts for more than 60 per cent of SSA aid commitments 
(Gupta et al. 2006). Given the relatively low domestic savings ratios of SSA coun-
tries, the region will continue to rely on access to ODA as a major source of financ-
ing development, unless drastic steps are taken to boost private capital flows and 
mobilize domestic savings. 

Figure 3.3
Regional distribution of ODA (% of total disbursements)

Source: World Bank 2006.
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Figure 3.4
ODA to sub-Saharan Africa ($US million)

Source: World Bank 2006.

Private capital flows 

Private capital flows is another key source of external finance in SSA (UNECA 
2006a). In the late 1990s, it was a more important source of external finance to the 
region. In 1998 and 1999, net private flows to SSA were 13.7 and 16.7 billion dol-
lars respectively. Over the same period, net official flows to the region were 10.6 and 
10.3 billion dollars respectively. Net private capital flows to SSA were low over the 
years 2000-2002 due in part to the impact of the Asian financial crises on investor 
attitudes towards foreign investment. Private capital flows to the region has increased 
fast since 2003 and they exceeded net official flows  in 2005 (table 3.2).  

A large part of recent private capital flows to SSA is in the form of equity as opposed 
to debt. In 2005, net equity flows accounted for 86 per cent of net private capital 
flows to the region. Furthermore, between 1998 and 2002, the net debt flows were 
negative, reflecting the fact that, during this period several countries in the region 
were more interested in servicing existing debt than in accumulating further debt. 
The decline in the debt-equity ratio of private capital flows to SSA is a welcome 
development as it should limit the incidence of debt overhang in several countries. It 
should also be noted that there has been a shift in emphasis from short- to medium- 
and long-term debt, which will help to avoid the maturity mismatches that have 
been a feature of debt in the region. 

Recent equity flows to SSA have also been in the form of FDI inflows (table 3.2), as 
opposed to portfolio equity inflows that are highly volatile and often leave countries 
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vulnerable to sudden reversals and investor sentiments. The increasing reliance of 
African countries on FDI rather than debt should be encouraged because it will help 
to avoid debt accumulation with the associated debt service burden. FDI is also a 
good source of financing development because it has a potentially important role 
to play in stimulating growth and development. African countries should put more 
effective policies in place to attract FDI and increase their share of development 
finance from this source. Table 3.3 shows that the region currently attracts less FDI 
than most developing countries. In 2005, FDI to SSA represented about 7 per cent 
of FDI to all developing countries.

Table 3.3
Net inward foreign direct investment across regions ($US billion)

 Group 1997 1998 1999 2000 2001 2002 2003 2004 2005

All developing countries 168.7 172.4 183.3 168.8 176.9 160.3 161.6 211.5 237.5

East Asia and Pacific 62.1 57.8 50.8 44.3 48.5 57.2 59.8 64.6 65.3

Europe and Central Asia 24.6 27.4 29.8 30.2 32.7 34.9 35.9 62.4 75.6

Latin America and the 
Carribean

66.7 74.1 88.3 79.3 71.1 48.2 41.1 60.8 61.4

Middle East and North 
Africa

2.1 2.7 2.4 4.1 3.4 3.7 5.6 5.3 9.1

South Asia 4.9 3.5 3.1 4.4 6.1 6.7 5.6 7.2 8.4

Sub-Saharan Africa
(as % of FDI to develop-
ing countries)

8.3

4.9

6.9

4.0

9

4.9

6.5

3.9

15

8.5

9.5

5.9

13.6

8.4

11.3

5.3

17.6

7.4

     Angola 0.4 1.1 2.5 0.9 2.1 1.7 3.5 1.4 1.5

     South Africa 3.8 0.6 1.5 1 7.3 0.7 0.8 0.6 6.3

Source:  World Bank 2006.

Table 3.2
Sources of external finance in sub-Saharan Africa 1998-2005 ($US billion)

  1998 1999 2000 2001 2002 2003 2004 2005

Net Private Flows 13.7 16.7 9.9 12.1 6.3 15.8 20.7 28.5

Net equity flows
     FDI inflows
     Portfolio equity inflows

15.5
6.9
8.7

18
9.0
9.0

10.7
6.5
4.2

14
15.0
-1.0

9.1
9.5
-0.4

14.3
13.6
0.7

18
11.3
6.7

24.7
17.6
7.2

Net debt flows 
     Medium/long term
     Short term

-1.8
-1.3
-0.5

-1.3
-0.7
-0.6

-0.7
0.4
-1.1

-2
0.1
-2.1

-2.8
-1.0
-1.8

1.5
2.5
-1.0

2.8
1.7
1.1

3.8
2.3
1.5

Net Official Flows 10.6 10.3 10.7 10.7 16.6 23.3 25.1 25.2

Bilateral aid grants
(excludes technical cooperation grants)

10.1 9.9 10 10 14 22 24.2 28.4

Net debt flows 0.5 0.4 0.7 0.6 2.6 1.2 0.8 -3.2

Source: World Bank 2006.
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The problem of capital flight 

The analysis of capital flows to and from Africa reveals a curious paradox. On the 
one hand, African countries have accumulated large volumes of debt, presumably 
to fill their resource gap and finance their development needs. On the other hand, 
as discussed in-depth in UNECA (2006a), the continent continues to experience 
heavy financial haemorrhage in the form of capital flight, some of which is financed 
by borrowed funds. This loss of capital deprives Africa of a sizable portion of the very 
resources it needs for development financing.

Remittances

In economies with very low domestic savings and poor access to international capital 
markets, migrant workers’ remittances can play a vital role in development finance. 
In several regions of the world, this is indeed growing at an unprecedented rate. In 
2004, it accounted for 1.5 per cent of GDP in SSA, 1.7 per cent in East Asia and 
Pacific, 2 per cent in Latin America and the Caribbean, 4.1 per cent in Middle East 
and North Africa, and 3.6 per cent in South Asia. In 2005, the total value of remit-
tances from all regions was $232 billion which is marginally below the total value of 
net inward FDI to all developing countries ($237 billion) for the same year. The true 
value of remittances may be larger given the fact that some remittances are transmit-
ted through informal channels and so are not reflected in official statistics. 

In SSA, remittances are becoming increasingly important, with remittances in 2004 
at about 1.5 per cent of GDP. Although this is lower than the 5 per cent figure 
recorded for ODA in the same year, it is clearly not an insignificant source of financ-
ing. UNECA (2006) discusses the advantages and disadvantages of remittances rela-
tive to other flows. In terms of monetary value, the magnitude of remittances to SSA 
is still relatively small compared to receipts by other developing regions. Estimates 
available for 2005, suggest that SSA received $8.1 billion in remittances compared 
to $43 billion and $42 billion for East Asia and the Pacific and Latin America and 
the Caribbean respectively. The region also received less from this source than coun-
tries in South Asia and Middle East and North Africa. 

That said, it should be noted that the low figure reported for SSA may be due to 
the fact that relative to other regions, it transfers more remittances through infor-
mal channels. It is also due to the fact that financial institutions in the region are 
less developed than in the other regions and so it is more difficult and costly to 
transfers remittances.

Migration is also a source of concern because of the negative impact of brain drain, a 
phenomenon that reflects the failure of African economies to absorb human capital. 
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In response, governments need to design strategies not only to build human capital 
but also to retain it.20

From Monterrey to Gleneagles

African countries and their development partners have recognized the crucial role 
of finance in development and are making serious efforts to mobilize both interna-
tional and domestic resources. However, they face serious challenges in their efforts 
to use development finance as an effective instrument for development. These chal-
lenges include: 

•	 Finding an effective and sustainable solution to the external debt crises 
facing several African countries so as to release resources for development 
finance;

•	 Attracting sustained private capital flows, including remittances, and 
ensuring that they are in sectors with high value-added and employment 
impact;

•	 Improving domestic resource mobilization through increased savings, higher 
tax revenue, and reduction of capital flight;

•	 Improving the effectiveness and absorptive capacity of foreign aid; and
•	 Using international trade as a vehicle for resource mobilization. 

The Monterrey Consensus, adopted by Heads of State and Government at the 
International Conference on Financing Development in March 2002, was the first 
comprehensive and global attempt to address these challenges. It was also the first 
time that development finance and related issues became the main focus in inter-
national financial discussions. In the Monterrey Consensus, world leaders noted 
with concern the financial gap to be filled in order to attain the MDGs. They called 
for a new partnership between developed and developing countries and committed 
themselves to mobilizing domestic financial resources, attracting international capi-
tal flows, promoting international trade as an engine for development, increasing 
international financial and technical cooperation for development, sustainable debt 
financing and external debt relief, and enhancing the coherence and consistency of 
international monetary, financial and trading systems for development. 

Although the Monterrey Consensus highlighted the importance of aid harmoniza-
tion for effective development outcomes in recipient countries, there were no clear 
guidelines and commitments from donors to ensure that the objectives would be 
achieved, until the High-Level Forum on Harmonization held in Rome in February 
2003. In the ensuing Rome Declaration on Harmonization, donors acknowledged 
the need to reduce transactions costs of aid delivery in recipient countries. They also 
stressed the need for country ownership of aid programmes and for good practices, 

20	  See Journal of  African Economies, December 2006, Volume 15, Supplement 2, for a detailed discus-
sion of  this topic.
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standards and principles in implementing development cooperation. Against this 
background, donors committed to providing development assistance in accordance 
with partner country priorities, implementing good practices, standards and princi-
ples in development assistance delivery and management, adapting harmonization 
efforts to the country context, and harmonizing donor policies and procedures. 

As a follow-up to the Rome Declaration on Harmonization, an international round-
table on Managing for Development Results was held in Marrakech in Febru-
ary 2004. The outcome of this meeting was the Joint Marrakech Memorandum 
on Managing for Development Results endorsed by the the African Development 
Bank (AfDB), Asian Development Bank (AsDB), Inter-American Development 
Bank (IADB), European Bank for Reconstruction and Development (EBRD), the 
World Bank, and the Chairman of the Development Assistance Committee of the 
Organization for Economic Cooperation and Development (DAC/OECD). In the 
Memorandum, they committed to fostering a global partnership and approach on 
managing for development results and aid effectiveness. 

While the Monterrey Consensus, the Rome Declaration and the Marrakech Memo-
randum defined the main objectives of the aid-effectiveness agenda and led to an 
expansion in activities aimed at improving the effectiveness of aid delivery, the Paris 
Declaration on Aid Effectiveness of 2005 represents the first bold attempt by donors 
and developing countries to take monitorable actions to reform the way aid is deliv-
ered and managed. The latter declaration was the outcome of the High-Level Forum 
on Aid Effectiveness held in Paris, 28 February – 2 March 2005. 

The 2005 Paris Declaration on Aid Effectiveness focused on five key areas, namely, 
ownership, harmonization, alignment, managing for results, and mutual account-
ability. Regarding ownership, the Declaration stressed the need for partner countries 
to exercise effective leadership over their development policies and coordinate devel-
opment actions. On alignment, donors made commitments to base their overall 
support on partner countries’ national development strategies, institutions and pro-
cedures. They also made commitments to provide reliable indicative commitments 
of aid over a multi-year framework and to disburse aid in a timely and predictable 
fashion according to agreed schedules. Reducing the proportion of aid that is tied is 
also a key aspect of this area of the Declaration.

In the area of harmonization, donors committed to making their actions more har-
monized, transparent and collectively effective. On managing for results, they made 
commitments to manage and implement aid in a way that focuses on the desired 
results and uses information to improve decision-making. Finally, regarding mutual 
accountability, donors and developing countries made commitments to enhance 
mutual accountability and transparency in the use of development resources, as both 
parties are accountable for development outcomes. An important feature of the Paris 
Declaration was that indicators of progress and targets were set for each of the five areas 
to increase transparency in monitoring the implementation of agreed commitments.
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The G-8 Summit in Gleneagles in July 2005 added momentum to the commitments 
made by world leaders in Monterrey to increase aid flows and reduce the burden of 
external debt on developing countries, to enhance their prospects for meeting the 
MDGs. The Declaration issued also recognized the need for substantial increase in 
ODA to consolidate and build on recent advances in Africa and to stimulate growth 
to reduce aid dependency. On aid, the Declaration indicated that the commitments 
of G-8 countries and other donors would increase ODA to all developing countries 
by $50 billion a year by 2010 compared to 2004. Half of this increase would go to 
Africa, representing more than a doubling of aid to Africa compared to 2004. On 
debt, the G-8 agreed to a proposal to cancel 100 per cent of the outstanding debts of 
eligible HIPC countries to the IMF, International Development Association (IDA) 
and African Development Fund, and to provide additional resources to ensure that 
the capacity of the international financial institutions was not reduced. They also 
re-affirmed their commitments to the Paris Declaration on Aid Effectiveness and 
stressed the need for developing countries and their governments to take the lead on 
development and to be accountable for their actions. 

Monitoring implementation of commitments 

Since the Monterrey Consensus was adopted, efforts have been made by both devel-
oped and developing countries to hold donors accountable for the pledges and com-
mitments made to developing countries. In this section, we examine the extent to 
which donors have lived up to their promises and pledges to Africa in three key 
areas: scaling-up of aid; improving aid effectiveness; and debt relief or debt cancella-
tion. Due to data limitations, some parts of our analysis will focus on commitments 
made by the G-8 countries. 

Compliance with regard to aid quantity

The key target that donors have set for themselves on aid is to attain an ODA to 
GNI ratio of 0.7 per cent. Since this target was set in 1969, only a few countries 
have met it. In 2004, the average ratio for DAC members was 0.26 per cent. That 
said, Denmark, Luxembourg, the Netherlands, Norway, and Sweden have met the 
target. Countries such as Belgium, France, Portugal, and Switzerland have also made 
significant progress although they are yet to meet the target. Among DAC members, 
Japan, the USA, and Italy have the lowest ODA/GNI ratios - below 0.20 per cent 
in 2004. 

The G-8 Research Group at the University of Toronto, Canada, has developed a very 
useful methodology for assessing the extent to which G-8 countries comply with the 
commitments made at their annual summits. The assessment uses a three-category 
scoring method: Full or near full compliance with commitment results in a score of 
+1; Complete or nearly complete failure to implement a commitment results in a 
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score of -1; and an “inability to commit” or “work-in-progress” leads to a score of 0. 
An inability to commit refers to factors outside the executive branch that impedes 
the implementation of a commitment while “work-in-progress” refers to an initia-
tive that has been launched by a government but is not yet near completion.

Using this scoring methodology, the performance of the G-8 countries in terms of 
meeting the commitments made to Africa and the developing world on scaling-up 
aid falls into the category “work-in-progress.” This is because the G-8 countries have 
only met part of the commitments made on scaling-up aid to developing countries 
and to Africa in particular. One of the reasons why these G-8 countries as a group 
have not fully complied with their commitments to scale-up aid to Africa is that 
some of them have not made much progress in following through on their commit-
ments to double ODA to Africa. The USA, one of the big donors, has made some 
progress in complying with its commitments although it is not enough to double 
aid to Africa by 2010. In contrast, Canada, France, Germany, the United Kingdom 
and EU have all fully complied with their commitments in this area and so have a 
score of +1. 

Compliance with regard to aid effectiveness

The quantity of aid is important but the overall effectiveness of any form of aid 
depends to a large extent on its quality. Consequently, in discussions on aid, it is now 
popular to talk about the quality of aid and aid effectiveness in recipient countries. 
There are various factors that determine the overall quality of aid and hence its effec-
tiveness. These include the proportion of aid that is tied, the extent to which aid is 
in the form of grants or concessional loans, the proportion of aid that goes to poor 
as opposed to relatively rich countries, the state of governance in recipient countries, 
and the administrative or transactions costs associated with aid. 

Table 3.4 presents the percentage of bilateral ODA from DAC member countries to 
LDCs that is untied. To the extent that more than half of the LDCs are in Africa, 
the table captures the region’s experience with tied aid as well. It is clear from the 
table that there has been a reduction in the percentage of aid from DAC member 
countries that is tied. Over the period 1999-2001, 55 per cent of total DAC aid to 
LDCs was untied. In 2004, the figure rose to 68 per cent. 

Looking at individual DAC countries, however, there are wide differences in per-
formance. Countries such as Finland, Ireland, Luxembourg, Norway and the United 
Kingdom have successfully moved away from tied to untied aid. The USA, New 
Zealand, and Greece have a very low ratio of untied aid to total aid and so are at the 
bottom of the list. More progress needs to be made by these countries, especially the 
USA, if the DAC average is to improve significantly.  
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Table 3.4
Proportion of bilateral aid to LDCs that is untied

1999-2001 (average) 2004

Australia 0.42 0.91

Austria 0.34 0.68

Belgium 0.49 0.99

Canada 0.40 0.76

Denmark 0.77 0.80

Finland 0.69 1.00

France 0.54 0.85

Germany 0.43 0.66

Greece … 0.41

Ireland 1.00 1.00

Italy 0.30 0.80

Japan 0.76 0.81

Luxembourg … 1.00

Netherlands 0.86 0.96

New Zealand … 0.36

Norway 0.99 1.00

Portugal 0.42 0.99

Spain 0.25 0.95

Sweden 0.69 0.98

Switzerland 0.84 0.95

United Kingdom 0.62 1.00

United States 0.01 0.03

Total DAC 0.55 0.68

Source: OECD 2006a.

Regarding the composition of aid, there has also been progress in this area. The share 
of grants in total ODA has increased over the years. For DAC countries, the aver-
age was roughly 49 per cent over the period 1980-1984 (Gupta, Pattillo, and Wagh 
2006). For the 2003-2004 period, the average was 90 per cent. In DAC countries 
such as Australia, Austria, Canada, Greece, Ireland, Luxembourg, Netherlands, and 
New Zealand, grants represent 100 per cent of ODA. At 60 per cent, Japan has the 
lowest ratio of grant to total ODA. An improvement is needed in this area if Japan 
is to catch up with the other donors. The increasing share of grants in total ODA is 
a welcome development in African countries. Several countries are already heavily 
indebted and are looking for ways to reduce their debt burden. Reducing their pro-
portion of loans in total ODA prevents further accumulation of debts. 
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Compliance with regard to debt relief 

Debt relief is one area in which G-8 countries and other donors have made signifi-
cant progress in meeting their commitments. At Gleneagles, donors promised that 
all debts owed by eligible HIPC to IMF, IDA, and the African Development Fund 
would be cancelled. The G-8 Research Group has also examined the extent to which 
member countries have honoured the commitments made in Gleneagles on debt 
relief and found that they have fully complied with all commitments in this area.  

The outstanding performance of the G-8 in the area of debt relief is due in part to 
their commitment and support to the HIPC initiative and to the MDRI. The HIPC 
initiative was established in 1996 to reduce the debt burden of eligible countries. As 
a result of slow progress in attaining the debt reduction objective of the initiative, 
an enhanced version was launched in 1999 with relatively less restrictive eligibility 
criteria. As of July 2006, 40 countries had either qualified or were currently under 
consideration or were potentially eligible for debt relief under the initiative. Of the 
40 countries, 19 have reached the completion point, 10 have reached the decision 
point and 11 are pre-decision point countries. In addition, of the 19 countries that 
have reached the completion point, 15 are in Africa. 

In addition to supporting debt relief under the HIPC initiative, G-8 countries were 
also behind the launching of MDRI in 2005 to reduce the debt burden of eligible 
HIPC countries and provide additional resources to help them meet the MDGs. 
Under the MDRI, the IDA, IMF and AfDB would provide 100 per cent debt relief 
on eligible debt to countries that had completed the HIPC process. Although these 
three institutions are responsible for delivery of debt relief under MDRI, each insti-
tution has its own guidelines on how it will implement the agreements. For example, 
while only HIPC countries are eligible for MDRI provided by IDA and AfDB, the 
IMF also considers non-HIPC countries with per capita income of $380 or less. 

Furthermore, for IMF and AfDB, eligible debt is outstanding debt as of end-2004. 
For IDA, it is outstanding debt as of end-2003. As of mid-July 2006, committed 
assistance to African countries under the HIPC initiative and assistance delivered or 
expected to be delivered under MDRI was $50 billion (IDA and IMF 2006). Of 
this amount, $34 billion was committed under the HIPC initiative and $15.9 bil-
lion under MDRI. Within the HIPC allocation, $21.6 billion represented assistance 
to the 15 African countries that reached the completion point as at mid-July 2006, 
while $12.5 billion represented assistance to 10 African countries that have reached 
the decision point.

In summary, while donors have made significant progress in meeting commitments 
on debt relief, they have made relatively less effort in fulfilling the pledges made on 
scaling-up aid and improving aid effectiveness. Urgent actions need to be taken in 
these areas to enable African countries obtain the pledged resources needed to attain 
the MDGs.
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Emerging issues on aid and debt 

In recent years, there have been discussions on the impact of new aid and debt initia-
tives on recipient countries. There is no doubt that African countries need more aid 
flows to enable them to increase the likelihood of achieving the MDGs. However, 
more aid flows will also impose serious challenges on African economies, and policy-
makers must prepare themselves to deal with these challenges if they are to maximize 
the benefits of aid and minimize the costs. Several papers have tried to identify the 
challenges facing African countries as a result of the decision by donors to scale-up 
aid to the region (Bourguignon and Sundberg 2006; Heller 2005). These challenges 
include how to increase the absorptive capacity for aid in recipient countries and 
how to ensure that aid does not lead to loss of competitiveness through real exchange 
rate overvaluation. In this section, the economic consequences of scaling-up aid and 
debt relief to African countries are examined. 

Economic impact of aid

The impact of the scaling-up of aid has been a major preoccupation of researchers 
and policy-makers in recent years as reflected in the growing literature on the sub-
ject. Several papers have addressed the main issues including the “Dutch disease” 
problem, the effect on growth, the impact on fiscal sustainability and the issue of 
predictability of aid. 

Dutch disease 

The Dutch disease effect is probably the most widely discussed potential adverse effect 
of an increase in aid flows. The idea is that in a small open economy where prices of 
traded goods are determined on the world market, an increase in aid inflows may 
lead to an increase in the price of non-traded goods resulting in a real exchange rate 
appreciation. This appreciation of the real exchange rate will have a negative impact 
on the competitiveness of the economy. The assumption here is that a large part of 
the inflows is spent on non-traded goods. In addition, the Dutch disease effect and 
the impact of aid flows on relative prices and exchange rates are not automatic and 
depend on several factors including the share of aid spent on productive investment 
relative to that spent on consumption of final goods. If the aid is financing produc-
tive investment, it will improve productivity, enhance growth and have less impact 
on prices and on the real exchange rate. 

The evidence from empirical studies on the impact of scaling-up aid on the real 
exchange rate and relative prices are mixed. In a recent study of 13 African countries 
by Chowdhury and McKinley (2006), eight countries had a positive correlation 
between net aid inflows and real exchange rates, suggesting that increased aid flows 
were accompanied by depreciation, rather than appreciation of the real exchange rate. 
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In five countries, the correlation was negative. For the link between the aid inflows 
and the inflation, the study suggested that the correlation for all the countries was 
positive, indicating that increasing aid is associated with an increase in inflation, and 
this has consequences for competitiveness of the economy. The potential for Dutch 
disease is a real concern for African economies. However, the risk could be mitigated 
by increasing the level of aid directed to productive investment, to improve produc-
tivity and to help the economy respond to pressure from the demand side. 

Aid and growth

An important and compelling reason for increasing aid to Africa is to accelerate 
growth and increase the likelihood of attaining the MDGs in the region. Assess-
ments of the performance of African countries show that it would be difficult for 
them to achieve the MDGs if current trends continue. High and sustained growth 
is needed to reduce poverty in African economies. Thus, it is important to know 
if scaling-up aid will accelerate growth in Africa. This issue has been discussed at 
length in several papers (Clemens et al. 2004; Burnside and Dollar 2000; Easterly 
et al. 2003). 

There are three main views on the relationship between aid and growth. The first is 
that aid has a positive effect on growth, but with diminishing returns as the volume 
of aid increases. The channels through which aid has a positive effect on growth 
include: augmenting savings and making it possible to finance investments; increas-
ing worker productivity through investments in health or education; and providing 
a channel for the transfer of technology from rich to poor countries. The second 
view on the link between aid and growth is that aid has no effect on growth. Argu-
ments put forward to support this view are that aid is often wasted, supports bad 
governments, reduces domestic savings, and undermines private sector incentives for 
investment. In addition, it is often argued that recipient countries do not have the 
capacity to absorb large amounts of aid. The third view on the relationship between 
the two variables is that aid has a conditional relationship with growth. It works best 
in countries with good institutions and policies. For example, a recent study on aid 
to African countries showed that in 11 “good performance countries” high growth is 
linked to high aid flows (Bourguignon et al. 2005; World Bank 2005). 

Aid and fiscal sustainability

The debate on the challenges of increasing aid has raised the issue of fiscal sustain-
ability (Heller 2005). One of the key concerns here is the impact of increased aid 
on fiscal attitudes as well as on the efforts of the recipient countries to collect tax 
and increase government revenues. There is a fear that an increase in aid will not 
encourage countries to increase their fiscal revenues. However, these views are not 
supported by the findings of recent studies indicating that the relation between aid 
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and tax collection is very weak (Bourguignon et al. 2005). Another noteable issue is 
that of public expenditure management. It has been argued that if higher aid inflows 
are used to finance labour-intensive public services (e.g. schools or clinics) that have 
large recurrent costs, then if there is an unexpected fall in aid levels, the ability of the 
government to continue with the provision of these services may be limited. Conse-
quently, effective fiscal planning is crucial for economies dependent on aid flows.

Volatility of aid

Aid recipients have to deal with the uncertainty surrounding both aid commitments 
and disbursements. This concern is serious because recipient countries have to for-
mulate and implement medium-term development strategies and it is difficult to 
do this effectively if they are not certain about the timing and amount of aid that 
would be available to them over the time horizon considered. The uncertainty sur-
rounding aid is also a problem because studies have shown that it can have negative 
consequences for output (Lensink and Morrisey 2000). Added to the volatility prob-
lem is the inefficiency resulting from conditions and procedures associated with aid 
delivery. In several countries, the multiplicity of donor programmes and their poor 
alignment with recipient government priorities often lead to inefficiencies. This inef-
ficiency contributes to the weak impact of aid on growth and development. 

Provision of social services	

Aid is often used to finance the provision of social services, especially health and edu-
cation. The idea is that these investments have a positive effect on productivity and 
hence on growth and poverty reduction. The correlations between aid and health 
and education expenditures for African countries indicate that there is a strong, posi-
tive and statistically significant relationship between health expenditure per capita 
and aid per capita. This relationship holds for both contemporaneous and lagged 
aid. The correlation coefficients are 0.28 and 0.33 for contemporaneous and lagged 
aid, respectively. With regard to education, the results indicate that there is no statis-
tically significant relationship between aid per capita and the share of education in 
total government expenditure. Despite the need to use aid for increasing provision 
of social services, it is important that this is not done in a way that reduces invest-
ments in infrastructure because this is likely to have a long-run negative impact on 
growth in the region.

Economic impact of debt relief 

Debt relief is also one of the major components or sources of the expected increase 
in resources to African countries to help them finance activities and actions needed 
to meet the MDGs. As at mid-July 2006, total HIPC initiative assistance commit-
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ment and assistance delivered or expected to be delivered to African countries under 
MDRI was about $50 billion. If donors follow through on their commitments, this 
will represent a significant inflow of resources to eligible African countries. It will 
also present challenges to these countries, including: 

•	 How to manage the additional resource flows emanating from debt relief 
and ensure that they are effectively used for poverty reduction; 

•	 How to increase domestic absorptive capacity to absorb these inflows and 
ensure that they do not result in real exchange rate appreciation and a reduc-
tion in export competitiveness; and 

•	 How to ensure that current debt relief does not encourage excessive new 
borrowing and the accumulation of further debt. 

As indicated earlier, one of the main objectives of debt relief is to free up resources 
for financing social programmes that are expected to have significant impact on pov-
erty reduction. In this section, the links between debt relief and social expenditure, 
inflation and growth are examined. 

Debt relief and social expenditure

One of the compelling arguments for debt relief is that it will free up resources for 
financing social programmes that are vital for alleviating poverty. There is a general 
belief that an increase in expenditure on education and health will have positive 
effects on productivity and on poverty reduction. Despite the popularity of these 
views, it is not clear that an increase in debt relief will actually boost social expendi-
ture. Recent empirical studies have tried to examine the extent to which debt relief 
leads to an increase in social expenditures. Chavin and Kraay (2005) examined the 
link between debt relief and social expenditure. They found no evidence of a statisti-
cal relationship between debt relief granted over 1989-1993 and the share of govern-
ment expenditure on health and education during 1994-1998. 

That said, they also found that debt relief over the period 1994-1998 was associ-
ated with an increase in the shares of education and health in total spending during 
1999-2003, although the evidence is not robust. In terms of country-specific evi-
dence, Nannyonjo (2001) argues that in Uganda, debt relief had a positive impact 
on social expenditure in the late 1990s, particularly in the education and health sec-
tors. Dessy and Vencatachellum (2006) have also examined this issue using African 
data. They found that debt relief had a positive impact on the share of education and 
health in total spending over the period 1989-2003.

Debt relief and growth

One of the concerns about the high external debt of poor countries is that it stifles 
growth and so makes it even more difficult for a country to generate enough resources 
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to repay its existing stock of debt. High debt can reduce growth through its nega-
tive impact on investment. It can also reduce growth by reducing the incentives of 
governments to adopt structural reforms. Several attempts have been made to exam-
ine the link between debt and growth. However, until recently, most of the studies 
use data for both emerging markets and low-income countries without taking into 
account the fact that the heterogeneity between emerging markets and low-income 
countries has implications for the relationship between debt and growth. Unlike 
emerging markets, low-income countries have very limited access to international 
capital markets. In addition, they have relatively different economic structures and 
rely on foreign aid. These differences suggest that the relationship between debt and 
growth will differ across the two groups of countries. 

In a recent study, Pattillo et al. (2002) found that external debt has a negative effect 
on growth after a critical threshold for debt is reached. In particular, they found that 
when the net present value of debt is greater than 160-170 per cent of exports and 
35-40 per cent of GDP, external debt stifles growth. With regard to the link between 
debt relief and growth, Clements et al. (2005) present evidence suggesting that debt 
relief under the HIPC initiative will add 0.8-1.1 percentage points to the annual per 
capita GDP growth rates of the countries in their sample. These findings support 
the widely held view amongst African policymakers that debt relief will increase the 
prospects for growth and development in the region.

3.3	 Conclusion
It is expected that the recent renewed global attention to the problems of developing 
countries will contribute to redressing the trends towards marginalization of these 
countries. This renewed attention could have a positive impact on African econo-
mies, allowing them to consolidate the positive growth performance recorded over 
the past years. This interest in the problems of developing countries was exhibited 
in the Doha Round of negotiations initiated in 2001, which brought development 
issues to the centre of the debate in the negotiations. The interest in development was 
also illustrated in the Monterry Consensus with a global commitment to increase aid 
and cancel debt for developing countries. 

This chapter has highlighted these new trends in global attention against the prob-
lems of developing countries in general and African countries in particular. The 
chapter has also underscored the delays and gaps between commitments and their 
effective implementation.
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