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Following a sharp slowdown over the past two years, a recovery is underway in Sub-Saharan Africa.
Gross domestic product (GDP) growth in the region is expected to strengthen to 2.4 percent in

2017 from 1.3 percent in 2016, slightly below the pace previously projected. The rebound is being

led by the region’s largest economies. In the second quarter of 2017, Nigeria exited a five-quarter
recession and South Africa emerged from two successive quarters of negative growth. Economic
activity has also picked up in Angola. Elsewhere, an increase in mining output along with a pickup

in the agriculture sector is boosting economic activity in metals exporters. GDP growth is stable in
non-resource intensive countries, supported by domestic demand. But the recovery is weak in several
important dimensions. Regional per capita output growth is forecast to be negative for the second
consecutive year, while investment growth remains low, and productivity growth is falling.

External conditions are more favorable, with a stronger trend in global growth, robust growth in
global goods trade, rising energy and metals prices, and supportive global financing conditions.
Higher commodity prices are helping to narrow current account deficits in the region, especially of oil
exporters. International bond and equity inflows in the region are rising, helping to finance the current
account deficits and cushion foreign reserves. Sovereign bond issuance has rebounded in 2017, with
Nigeria, Senegal, and Cote d'lvoire selling bonds on international capital markets, indicating improving
global sentiment toward emerging and frontier markets.

Headline inflation slowed across the region amid stable exchange rates and lower food price inflation
due to higher food production. Reduced inflationary pressures have prompted some central banks
to ease monetary policy. Lower inflation and a more accommodative monetary policy is providing
an impetus to domestic demand. Fiscal deficits are projected to narrow slightly in the region in 2017,
but will continue to be high, as fiscal adjustment measures remain partial at best. Across the region,
additional efforts are needed to address revenue shortfalls and contain spending. Government debt
remains elevated, reflecting the limited progress made in reducing the fiscal deficit.

Fiscal space has narrowed significantly for most countries in the region in recent years amid rising
debt burdens. The (median) increase in general government debt to GDP in 2015-16 compared with
2010-13 was about 15 percentage points. Over the same period, fiscal conditions tightened for 36 (of
44) countries in the region. In these countries, the (median) number of tax years needed to repay the
debt fully has increased by 1.1 years; in the Central African Republic, The Gambia, Mozambique, and
the Republic of Congo, the increase in this indicator exceeded 2.5 years.

Analysis of fiscal sustainability gaps shows that the pattern of debt sustainability in Sub-Saharan
Africa is comparable to that of other commodity-exporting regions. Fiscal balances in the region
fluctuate with the commodity price cycle. Prior to the global financial crisis, the region recorded
primary surpluses, thanks to rising commodity prices. Although debt levels remain below those in
the late 1990s—when several international debt relief initiatives were implemented—they have
been rising more rapidly than in other regions since 2009. The primary sustainability gap, on average,
has been negative in the post-crisis period, reflecting the current debt sustainability challenges
facing the region.

AFRICA’'S PULSE



Looking ahead, Sub-Saharan Africa is projected to see a moderate pickup in activity, with growth rising
to 3.2 percent in 2018 and 3.5 percent in 2019. These forecasts are unchanged from April, and assume
that commodity prices will firm and domestic demand will gradually gain ground, helped by slowing
inflation and easing monetary policy. The uptick in the region’s growth forecast reflects gradually
improving conditions in the large economies as they implement measures to address economic
imbalances. The ongoing recovery in metals exporters is likely to continue with steadily rising metals
prices expected to spur further investment in the mining sector. By contrast, growth prospects will
remain weak in Central African Economic and Monetary Community countries, as most of them
continue to struggle to adjust to low oil prices.

The economic expansion in West African Economic and Monetary Union (WAEMU) countries is
expected to proceed at a solid pace on the back of robust public investment, led by Cote d'Ivoire and
Senegal. Elsewhere, growth is projected to recover in Kenya, as inflation eases, and firm in Tanzania
on a rebound in investment growth. Ethiopia is likely to remain the fastest-growing economy in the
region, although public investment is expected to slow down.

The outlook for the region remains challenging, however, with economic growth remaining well below
the pre-crisis average, and also below the average growth recorded in 2010-14. The moderate pace

of growth will translate into only slow gains in per capita income and will be far from sufficient to
promote broad-based prosperity and accelerate poverty reduction.

Moreover, although risks to the outlook appear to be broadly balanced in the near term, they remain
skewed to the downside in the medium term. On the upside, stronger-than-expected activity in some
large economies could strengthen further the anticipated pickup in exports, mining and infrastructure
investment, and growth in the region. On the downside, the main risks include, externally, lower
commodity prices and a faster-than-expected normalization of monetary policy in the United States,
and, domestically, delays in implementing appropriate policies to improve macroeconomic stability,
heightened policy and political uncertainty, rising security tensions, and inadequate rainfall.

The challenge for the region remains to achieve high and inclusive growth. In the near term, measures
are needed to strengthen the ongoing recovery. Fiscal space remains tight in most countries, and
should be enlarged through appropriate fiscal policies that support growth. In the medium term,
structural measures will be needed to boost productivity and investment and promote economic
diversification. Analysis of the region’s growth dynamics shows that in economically less resilient
countries, rising capital accumulation has been accompanied by falling efficiency of investment
spending, but not in resilient ones. This suggests that the inefficiency of investment—which reflects
insufficient skills and other capabilities for the adoption of new technologies, distortive policies, and
resource misallocation, among other things—will need to be reduced if countries are to capture fully
the benefits of higher investment.

2
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As African countries seek new drivers of sustained, inclusive growth, attention to skills building is growing.
The region’s growing working-age population represents a major opportunity to reduce poverty and
increase shared prosperity. But the region’s workforce is the least skilled in the world, constraining
economic prospects. Building the skills—cognitive, socio-emotional, and technical—of today’'s workers
and future generations will be vital for realizing the development potential of the region.

Countries in Sub-Saharan Africa have invested heavily in skills building, and public expenditure on
education absorbs about 15 percent of total public spending and nearly 5 percent of GDP, the largest
spending ratios among developing regions. Although more children are in school today than ever
before, almost one in every three children fails to complete primary school. In most countries, far less
than 50 percent of all children complete lower secondary education (the equivalent of middle school in
some countries), and under 10 percent make it to higher education.

In most countries, skills-building efforts must strive to make spending smarter to ensure greater
efficiency and better outcomes. But smart investing in skills is more difficult than it looks. Sub- Saharan
African countries face two hard choices in balancing their skills portfolios: striking the right balance
between overall productivity growth and inclusion, on the one hand, and investing in the skills of
today’s workforce and tomorrow’s workforce, on the other hand.

Investing in the foundational skills of children, youth, and adults is the most effective strategy to
enhance productivity growth, inclusion, and adaptability simultaneously. Thus, all countries should
prioritize building universal foundational skills for the workers of today and tomorrow. This is more
pressing in countries with low basic educational attainment and poor learning outcomes among
children and youth.

In skills training, countries must be selective and ruthlessly demand-driven. For productivity growth,
support should target demand-driven technical and vocational education and training, higher
education, entrepreneurship, and business training programs tied to catalytic sectors. Such support
should incentivize more on-the-job training, especially in smaller firms. Special attention should be paid
to science, technology, engineering, and mathematics fields, focusing on the transfer and adoption of
technology in economies with an enabling policy environment for these skills investments to pay off.
Economic inclusion requires investing in labor market training programs focused on disadvantaged
youth and improving the skills of workers in low-productivity activities.
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Section 1: Recent Developments and Trends

GLOBAL TRENDS

The global economy continued to strengthen in 2017. Manufacturing activity has picked up, goods trade is

rebounding, financing conditions remain favorable, and commodity prices have strengthened. The pickup

in global activity reflects the recovery in advanced economies and improving conditions in commodity-

exporting emerging markets and
developing economies (EMDEs)
(igure 1.1). Among advanced
economies, gross domestic product
(GDP) growth rebounded in the
United States as consumer spending
recovered amid a tightening

labor market. Growth in the euro
area has strengthened more than
expected, supported by a broad-
based improvement in activity
across countries, with increases

in household spending and gross
fixed capital formation. In Japan, a
pickup in private consumption and
robust private investment helped
boost growth. Among EMDEs, in
Brazil and the Russian Federation,
growth has rebounded following
deep recessions, while growth has

remained stable in China.

Global goods trade growth, which
began to recover in mid-2016 after
two years of pronounced weakness,
has remained robust in 2017. The
recovery in global trade was broad-
based, with export growth trending
upward in advanced economies
and remaining firm in EMDEs (figure
1.2). Across EMDE regions, robust
export growth is visible in Asia and
Eastern Europe, but has remained
soft in Africa and the Middle East.

FIGURE 1.1: Global GDP Growth
6

=}

N

N

ShS

=

=

<

s 4

=

<

=

?'3

= S e PN L

T

L

£

<

& 2

o

=

=

g1

=

7

a.
0
< o~ ey o~ oy o~ < o~ < o~ ey o~ oy o~ < o~
S 9 &9 9 9 9 9 9 9 9 9 g I 9 I o
D (=} o — — o~ o~ [2a) o < < w [¥a} O O ~
o — — -— — — — — — — — — — — — —

== 2003-08 average

Source: World Bank.
Note: Last observation is 2017Q2.

FIGURE 1.2: Global Trade-Merchandise Export Growth
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Note: Emerging market and developing economies includes all those that are not classified as
advanced economies. Advanced economies include Australia; Austria; Belgium; Canada; Cyprus;
the Czech Republic; Denmark; Estonia; Finland; France; Germany; Greece; Hong Kong SAR,
China; Iceland; Ireland; Israel; Italy; Japan; the Republic of Korea; Latvia; Lithuania; Luxembourg;
Malta; Netherlands; New Zealand; Norway; Portugal; Singapore; the Slovak Republic; Slovenia;
Spain; Sweden; Switzerland; the United Kingdom; and the United States.

The global
economy continued
to strengthen in
2017.

Global trade
remained robust in
2017, expanding in
advanced economies
and remaining firm
in emerging markets
and developing
economies.
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Bond spreads
narrowed to levels
last seen in June
2014, before the
collapse of oil
prices.

Global financing conditions have
FIGURE 1.3: EMDE Bond Spreads ) )
generally been supportive. Equity

0 and bond market volatility fell.
40 The U S 10-year Treasury yield
has hovered around 2.1 percent,
g 30 close to the level prevailing
Q.
7 - before the start of the tightening
[--]
cycle in December 2015, despite
250 a 100 basis-point increase in
policy interest rates over the
200 .
= < < n n n © e 0~ 0~ 9~ same period. Low long-term
E§ £ 2 & 5 2 & & 8 =& yields reflect subdued inflation
expectations and prospects of
Source: JPMorgan and World Bank staff.
Note: Excluding Venezuela, RB. Last observation is September 2017. perSiSteﬂtly low equilibrium rates.

Financial conditions in EMDEs
have benefited from expectations of a brighter global growth outlook amid resilient capital flows. Bond
spreads narrowed to levels last seen in June 2014, before the collapse of oil prices, with borrowing
conditions improving most for investment-grade borrowers (figure 1.3).

Energy and metals prices recovered in 2017 while agricultural prices remained broadly stable, in line
with expectations. Qil prices are expected to average $52-$53 per barrel (bbl) in 2017, up 24 percent
from 2016, but have been under downward pressure throughout the year. Metals prices surged in 2017,
on tightening supplies. This was partly driven by reforms in China aimed at reducing overcapacity and
combatting pollution. Agricultural prices fell amid ample global supplies.

Overall, global growth is expected to pick up to 2.9 percent in 2017, above the April forecast of 2.7 percent.

In advanced economies, growth in 2017 is expected to rebound to 2.1 percent, as investment recovers.
Growth in EMDEs is projected to accelerate to 4.1 percent in 2017. Commodity exporters continue to recover,
as several large economies return to growth and adjustment to low commaodity prices continue. Looking
ahead, global growth is projected to remain stable at 2.9 percent in 2018. Growth in advanced economies

is projected to moderate slightly toward potential rates. Weak underlying productivity growth continues

to cloud the medium-term outlook for these economies. In EMDEs, growth is expected to pick up further,
reaching 4.5 percent in 2018—broadly in line with its potential rate—and 4.6 percent in 2019, as cyclical
headwinds in commodity exporters dissipate.

The balance of risks to the global growth outlook remains tilted to the downside. On the upside,
stronger-than-expected growth in the largest advanced economies and the EMDEs—reflecting, for
instance, fiscal stimulus in the United States, a more prolonged rebound in the euro area, or a sharper
recovery in large commodity exporters—could have substantial positive international spillovers in
the short term. Key downside risks include an increase in trade protectionism, a disorderly tightening
of global financial conditions, which could affect vulnerable emerging markets, in particular, possible
disruptions associated with China's reform and liberalization process, and the potential for volatility
derived from political and geopolitical uncertainties.
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SUB-SAHARAN AFRICA

Recent Deve/opments

Economic Growth

After a marked slowdown in 2016, growth in Sub-Saharan Africa strengthened in 2017, as global activity

and trade gained momentum, commodity prices recovered, and global financing conditions remained

favorable. Growth in the region is expected to pick up from a two-decade low of 1.3 percent in 2016

to 2.4 percent in 2017, slightly below the April forecast of 2.6 percent (figure 1.4). Crude oil prices

rebounded toward the end of 2017 on strengthening demand and falling stocks, and are projected to be

24 percent higher than in 2016
(figure 1.5 and box 1.1). Metals
prices are expected to record a
22 percent increase over 2016,
on strong demand in China.
Cocoa prices fell sharply, but
prices of coffee (Robusta) and
tea increased substantially. The
region’s access to international
capital markets improved, with
a notable increase in sovereign

bond issuance. Reinforcing these
favorable external developments,

improved weather conditions

have triggered a rebound in food

production across the region. In
turn, easing food price inflation
has helped boost household
demand in some countries.

However, the recovery has
been weak in several important

dimensions. Most notably, regional

per capita growth is expected

to remain negative for a second
consecutive year in 2017, while
investment growth remains low

and productivity growth is falling.
Annex TA examines the evolution

of capital accumulation and
efficiency of investment.

FIGURE 1.4: GDP Growth in Sub-Saharan Africa
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BOX 1.1: Crude oil prices recovered. After dropping to $46 per barrel (bbl) in mid-year amid a rebound in U.S.
Commodity

B ot crude oil production, crude oil prices have recovered. Crude oil prices rose in the third quarter owing to
rices: hecen

Developments  Strong demand and improved compliance by Organization of Petroleum Exporting Countries (OPEC) and

and Prospects Non-OPEC producers with production agreements. The recent strength in oil prices is likely to push the
2017 average to $52-$53/bbl, 24 percent above the average for 2016. For the next year (and afterward),
the oil price path will reflect the pace of demand, the degree of decline of stocks, and production restraint
among OPEC and non-OPEC producers. However, the global market is unlikely to tighten significantly
because of large projected increases in U.S. shale production.

Metals prices surged. Metals prices surged 10 percent (year-over-year (y/y)) in the third quarter. For the
first nine months, metals prices were 28 percent higher than the corresponding period in 2016. All metals
prices rose in the third quarter, with the prices of four metals posting double-digit gains. Prices of zinc
and nickel rose 14 percent, while prices of iron ore and copper rose by 13 and 12 percent, respectively.
The price increases reflected strong global demand and various supply constraints. Based on recent data,
metals prices are likely to rise by 22 percentin 2017.

Agricultural commodity prices were mixed. The World Bank's Beverage Price Index was almost 13
percent lower than a year ago in the third quarter. Average cocoa prices were about 35 percent (y/y)
lower in the third quarter. The weakness reflected surplus conditions in the global cocoa market following
a record output in Cote d'lvoire, the world'’s largest cocoa supplier. With the global cocoa market well
supplied based on year-to-date data, cocoa prices may decline by as much as 30 percent in 2017. Global
tea prices strengthened marginally in the third quarter and were 15 percent higher than a year ago.

Several factors have prevented a stronger recovery in the region in 2017. Nigeria and South Africa exited
recession in the second quarter of 2017 as expected. A recovery in the oil sector, partly due to a decline in
militants’attacks on oil pipelines, helped Nigeria pull out of five consecutive quarters of negative growth
but the rebound was softer than expected (figure 1.6). Growth in Nigeria in 2017 is now expected to
come in at 1.0 percent, 0.2 percentage point below the forecast in the April 2017 issue of Africa’s Pulse.
The increase in oil production was below projections, due to maintenance work, and growth in the non-
oil sector has remained subdued. In South Africa, economic activity expanded at a faster-than-expected
rate in the second quarter, following two successive quarters of contraction. The recovery mainly reflected
strong growth in the agriculture sector (figure 1.7), after an historical drought in 2015/16. Growth in the
mining sector has remained modest, despite a pickup in metals prices, and activity in the manufacturing
sector has been subdued due to weak demand, amid policy uncertainty, which continues to weigh on
business and consumer confidence. Slowing food inflation provided a boost to household demand, but
high unemployment continues to hamper growth in the consumer sectors. For the year, growth in South
Africa is projected to be 0.6 percent, the same as forecast earlier. In Angola, higher oil prices offset slightly
lower oil production, and the completion of two hydropower plants is supporting activity with an increase in
electricity supply. Growth in Angola in 2017 is expected to be 1.2 percent, as projected.

The weak recovery in the region'’s large economies was associated with rising unemployment. In South
Africa, the unemployment rate reached 27.7 percent in the first half of 2017, up from 26.7 percent in 2016.
The prolonged low growth and high unemployment weighed on social progress. Statistics South Africa
(2017) reports that the poverty headcount increased across all national poverty lines between 2011 and
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2015, with the percentage of the
population below the upper-
bound poverty line rising from
53.2to 55.5 percent." In Nigeria,
the poverty rate (international
poverty line, US$1.9 PPP) is
estimated to have risen by about 2
percentage points in 2016, and is
expected to rise in 2017.

In the rest of the region, activity has
remained weak in oil producers in
the Central African Economic and
Monetary Community (CEMAC),

as they continue to deal with the
effects of the oil price shock and

a heavy external debt burden.
Activity has slowed significantly

in several CEMAC countries (for
example, Cameroon and Gabon),
as they implement measures to
contain government expenditures.
In some countries (for example,
Equatorial Guinea and the Republic
of Congo), activity has continued
to contract. Chad is expected to
exit a deep recession, but the
recovery is likely to remain weak, as
sharp cuts in public spending are
expected to adversely affect non-
oil growth. Outside CEMAC, activity
has strengthened in Ghana, helped

FIGURE 1.6: Oil Production
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Source: World Bank; Haver Analytics; International Energy Agency; World Economic Outlook.

Note: mb/d = million barrels per day.

by an increase in oil and gas production, as new fields came on stream.

An increase in output and investment in the mining sector as metals prices rose, along with the recovery

in the agriculture sector, is supporting a rebound in activity in metals exporters. However, growth

is expected to remain below its long-term average, due to weaknesses in the non-metals sector. In

some countries, political instability (Democratic Republic of Congo) and floods and landslides (Sierra

Leone) have hampered the recovery. In Mozambique, the government'’s ongoing default on its foreign

debt has deterred investment. In Zambia, a recovery in agriculture and copper production, along with

strengthening activity in services, has supported the rebound in growth.

1 Upper-bound poverty line is R1,138 per person per month.
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Current account
deficits narrowing
moderately in 2017,
reflecting the increase
in commodity prices.

Terms of trade are
improving for oil
exporters.

Growth in non-resource intensive countries—which consist mostly of agricultural exporters—has remained
broadly stable. Countries in the West African Economic and Monetary Union (WAEMU) and in east Africa
have continued to expand at a solid pace, with infrastructure investment continuing to stimulate growth.
Increased crop production is supporting economic activity on the supply side. In Senegal, growth is
expected to firm, supported by broad-based economic reforms. While remaining robust, growth is expected
to soften in Cote d'lvoire—reflecting the effects of lower cocoa prices—and in Tanzania—partly due to

the under-execution of fiscal plans. Drought has taken a toll on economic activity in Kenya, and in Rwanda,
growth has slowed as the country adjusts to economic imbalances.

Current Account Deficits and Financing

Current account deficits are narrowing, but at a moderate pace. The median current account deficit, as a

share of GDP, is expected to decline from 6.6 percent in 2016 to 6.4 percent in 2017, reflecting the increase in
commodity prices (figure 1.8). The
deficit is expected to narrow the

FIGURE 1.8: Current Account Balance
most among metals exporters and

0 oil exporters, helped by subdued
-2 imports and an uptick in the terms
-4
5 of trade (figure 1.9).
g 6
&
as -8 . )
S " Nigeria’s current account surplus
“5 -
£, is expected to widen. The current
€, account deficit in South Africa
-16 is expected to narrow, with the
-18 surplus on the trade balance
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countries in SSA exporters in SSA countries in SSA offsetting a shortfall in services,
income, and the current transfer
=2014  m2015 2016 m 2017f . .
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Source: World Bank staff estimates. countries would see a smaller
improvement in the current
FIGURE 1.9: Terms of Trade account deficit. In these countries,
120 demand for investment-related
capital goods imports has
1 remained high, particularly among
(=3
i WAEMU and east African countries.
g 10
>
g International bond and equity
105 flows in the region have increased,
and are helping to finance the
100 .
$SA median SSA oil exporters current account deficits and
015 W06 W 2017 cushion foreign reserves (figure

1.10). Sovereign bond issuance

Source: World Bank; International Monetary Fund Regional Economic Outlook.

has picked up after a pullbackin
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2016, with Nigeria, Senegal, and

Céte d'lvoire selling bonds on FIGURE 1.10: Capital Flows
international capital markets (box 60
1.2). Reflecting improving global 5%
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and frontier markets, sovereign
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South Africa, the current account Source: World Bank; Haver Analytics; International Monetary Fund Regional Economic Outlook;

Bloomberg; JP Morgan.
deficit has been financed mainly

through net portfolio investment FIGURE 1.11: Sovereign Spreads
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African debt securities in a global [
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Currencies in the region have Source: World Bank; Haver Analytics; Bloomberg; JP Morgan.

stabilized in real effective terms

(figure 1.12). In oil exporters,

pressures on the exchange rate have eased due to higher oil prices, increased oil production, and a weaker
dollar. However, the spread between the parallel and official rates has persisted in Nigeria and Angola,
reflecting continued foreign exchange restrictions. In April 2017, the Central Bank of Nigeria introduced a
new investor and exporter window, which has helped improve businesses’access to foreign exchange. In
Angola, exchange rate controls introduced in the wake of the collapse of oil prices in 2014 have remained
in place. In South Africa, the rand has continued to receive support from the global search for yield by
international investors (SARB 2017). Elsewhere, the uptick in metals production and increase in metals prices
provided a boost to the supply of foreign exchange in metals exporters. In Mozambique, the currency has

strengthened following a sharp depreciation against the U S dollar in the wake of the hidden-debt scandal.

The recent increase in export receipts has helped stabilize the level of reserves in the region, although
reserves remain low. The median level of reserves in the region is expected to account for 3 months of

Bond and equity
flows to the region
arerising.

Sovereign bond
spreads fell, reflecting
improving global
sentiment toward
emerging and frontier
markets.
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imports in 2017, the same as in

iesi FIGURE 1.12: Real Effective Exch Rat
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Note: The last observation is September 2017.

across the region in 2017, due
to the confluence of stable

Inflation eased FIGURE 1.13: Inflation
across the region exchange rates and slowing
in2017. 2 food price inflation, but remains
i elevated in several countries. In
Angola, consumer price inflation
=0 moderated from a peak of 41.2
;g percent (year-over-year) in
20 November 2016, to 25.2 percent
in August 2017 (figure 1.13). The
10 slowdown in inflation was more
gradual in Nigeria. Over the same
! S @ — = O N m @M ¥ ¥ 1 oL ow © ~ o~ period, consumer price inflation
E = E 5 E = § = E 5 § = § E E = in Nigeria fell from 18.6 to 16
«== Angola == Kenya == South Africa == = Sub-Saharan Africa percent, remaining unchanged at
== Nigeria Mozambique == Uganda that level for several months. A
Source: Haver Analytics; World Bank. spike in food price inflation, due

Note: The last observation is September 2017. .
to a poor harvest in some parts of

the country, offset the declining
inflationary effect of the currency weakness. South Africa’'s headline consumer price inflation moderated
from a peak of 6.8 percent in December 2016, to 4.6 percent in July 2017, close to the midpoint of the
inflation target range. Similarly, after rising in the early parts of 2017 due to drought, inflation in non-resource
intensive countries in East Africa has slowed.

Declining price pressures are creating space for central banks in several countries to cut interest rates.
For example, a slowing trend in inflation prompted Mozambique’s central bank to reduce its policy
rate by 25 basis points in August; the mandatory reserves ratio for local and foreign currency liabilities
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was also lowered by 50 basis points, to 15 percent. A sustained slowdown in inflation in Malawi, amid
lower growth in the price of food items, prompted the central bank to cut its key interest rate by 400
basis points, to 18 percent, in July. Although inflation has ticked up in Uganda, the central bank cut the
benchmark rate in May (the eighth cut since March 2016), to the lowest level since 2011, to stimulate
economic activity, which is growing at the weakest pace in four years. Elsewhere, the Central Bank of
Nigeria has kept its key policy rate at 14 percent, where it has been since July 2016. Overall, as food price
inflation continues to slow, the disinflationary impact from stabilizing domestic currencies is expected to
push headline inflation down further, which should encourage more central banks to adopt a supportive
monetary policy stance.

Fiscal Balance and Government Debt

At the regional level, fiscal deficits are beginning to narrow, albeit slowly, suggesting limited progress in
increasing fiscal space. The median fiscal deficit is expected to contract by 0.2 percentage point, to 4.4
percent of GDP, still high compared with previous years, reflecting partial efforts to mobilize revenue and
rationalize expenditure (figure 1.14). Going beyond the regional aggregates, there is considerable variation in
fiscal performance. Large spending cuts have sharply narrowed the fiscal deficit in several CEMAC countries.
However, in some oil exporters (for example, Angola and Nigeria), fiscal policy has been loosened in
response to higher oil revenues. In metals exporters, the improvement in the fiscal deficit is expected to be
small, as these countries continue to struggle to improve domestic revenue. In South Africa, the government
is facing challenges in its efforts to maintain the fiscal consolidation path of the 2017/18 budget. National
government revenue is increasing at a slower pace than expenditure, as real economic activity remains
weak. With tax revenue collection shortfalls making it difficult to attain the target set out in the budget, the
country’s deficit is expected to narrow only marginally in 2017. The fiscal deficit has edged down but remains
elevated in many non-resource intensive countries, as infrastructure investment spending has continued.
Across the region, additional efforts

are needed to address revenue

shortfalls and contain spending to g | Fiscal Defici
improve fiscal balances. 0

Government debt in Sub-Saharan
Africa remains elevated, reflecting
the modest progress made in
reducing fiscal deficits. Median

Percent of GDP, median

government debt is expected to
be around 50 percent of GDP in

2017, more than 15 percentage 6

points above the level in 2013. Sub-Saharan Oil exporting Mineral and metal ~ Non-resource-fich

T i it Africa countries in SSA exportersin SSA countries in SSA
ere are wide variations across

countries in the size and growth of m2014 2015 ®m2016  m2017f

government debt relative to GDP.

Source: World Bank staff estimates.

By country groups, the largest

Fiscal deficits
are beginning
to narrow.
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increase in debt burdens since 2013 has been observed in oil exporters, with Angola, Chad, the Republic
of Congo, and Gabon all seeing a 20-percentage point or higher increase in debt-to-GDP levels. In Angola
and Gabon, debt is over 60 percent of GDP; in the Republic of Congo this indicator has risen above 100
percent, reflecting previously unreported debt. Government debt in 2017 is projected to rise but remain
low in Nigeria, and stabilize in Chad after the government sharply curtailed public spending. Nevertheless,
both Nigeria and Chad continue to face high debt servicing costs.

Among metals exporters, government debt continued to rise in Niger, and is to exceed 50 percent of GDP
in 2017. Mozambique defaulted on its debt in January 2017. Although the country’s public debt-to-GDP
ratio appears to have declined, the debt burden remains unsustainable. In South Africa, government debt
in 2017 is expected to rise 2 percentage points to about 53 percent of GDP. Among non-resource intensive
countries, government debt in Ethiopia and Senegal is rising as these countries continue to borrow to
finance ambitious infrastructure investment programs. In 2017, several countries, including Senegal, have
tapped the international bond market to cover their financing needs. With many other countries planning
to return to the market, the higher cost of financing fiscal deficits on international credit markets at a time
when U.S. policy interest rates are normalizing could increase sovereign risk across the region.

Regional growth is projected to rise to 3.2 percent in 2018 and 3.5 percent, in 2019 (figure 1.15), slightly
above population growth. These forecasts are unchanged from April, and are predicated on moderate
improvements in commodity prices and reforms to tackle macroeconomic imbalances. The modest
uptick in growth reflects gradually improving conditions in oil and metals exporters. The projected
growth rates are below pre-crisis averages, reflecting a moderate expansion in the region’s large
economies. Per capita growth will turn positive but remain insufficient to reduce poverty (figure 1.16).

e Growth in Nigeria is projected

Growth in SSA is FIGURE 1.15: Growth Forecast, GDP to piCk up, from 1.0 percent
projected to rise to 6 ) _
3.2%in 2018 and in 2017 to 2.5 percentin 2018
3.5%in 2019. 5| mmmmmm————— and 2.8 percent in 2019 The
4 forecast for 2019 was revised
g 3 up by 0.3 percentage point,
g7 reflecting the expectations
1 that oil production will remain
0 robust and reforms in the

-1 foreign exchange market will

M e N ® v e N ® ol e~ ® o help boost growth in the
o o o o o o o o o o o o o o o
Sub-Saharan Africa Angola, Nigeria and SSA excluding Angolg,
! ' South Africa Nigeria and South Africa e Growth in South Africa is
- = = 2010-14 average projected to rise, from 0.6

percentin 2017 to 1.1 percent
in 2018 and 1.7 percent in 2019.

Source: World Bank.
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The forecast for 2019 was revised

down by 0.3 percentage point. FIGURE 1.16: Growth Forecast, GDP Per Capita The projected
. . rowth rates are
The outlook remains challenging, 4 9 o
below pre-crisis
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government embarks on fiscal South Africa Nigeria and South Africa
consolidation to stabilize the
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public debt. Growth is projected
to rebOUnd to -I 5 percent in Source: World Bank, IMF Regional Economic Outlook.
2019, supported by a pickup in

activity in the non-oil sector, as domestic demand strengthens.

* Among oil exporters, growth is forecast to strengthen in Ghana, as increased oil and gas production
boosts exports. Growth in the CEMAC is expected to remain low, but improve gradually, as most
countries continue to adjust to low prices.

* The ongoing recovery in metals exporters is expected to continue. Steadily rising metals prices are
expected to encourage further investment in the mining sector. In some metals exporters, including
Zambia, a combination of steady (single digit) inflation and monetary policy easing is expected
to help boost household demand. However, debt issues will continue to weigh on investment in
Mozambique. In the Democratic Republic of Congo, the ongoing political crisis will undermine
economic activity.

* Non-resource intensive countries are expected to continue to expand at a robust pace, on the back
of robust public investment growth. Economic activity is expected to remain solid in the WAEMU
countries, led by Céte d'Ivoire and Senegal. Elsewhere, growth is projected to recover in Kenya, as
inflation eases, and firm in Tanzania on a rebound in investment growth. Ethiopia is likely to remain the
fastest-growing economy in the region, although public investment is expected to slow down.

Short-term risks to the regional outlook are broadly balanced, but medium-term risks remain tilted to
the downside. On the upside, stronger-than-expected activity in advanced economies (e.g., United
States, Euro Area) could boost growth in the region through higher demand for exports, investment, and
remittances. On the downside:

* Anabrupt slowdown in China could generate adverse spillovers to the region through the commodity
price channel. Lower-than-projected commaodity prices would exacerbate economic imbalances
and complicate adjustment needs in many commodity exporters. The CEMAC countries and metals
exporters are particularly vulnerable to this risk.
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BOX 1.2:
Debt Issuance,
Maturity, and
Sovereign Risk
in Sub-Saharan
Africa

* A quicker and sharper-than-expected normalization in interest rates in the United States could tighten
global financial conditions and trigger a reversal in capital flows to the region’s emerging markets.
South Africa would be particularly vulnerable to adverse swings in investor sentiment. With the
increase in sovereign bond issuance in recent years, a sharp increase in global interest rates could also
complicate debt dynamics in the region.

On the domestic front, growth may underperform if governments fail to take appropriate measures
to address economic imbalances and support private investment. Reforms are particularly needed

in the region’s large commodity exporters to improve fiscal balances, which is critical for stabilizing
government debt and fostering the confidence of the private sector. Other downside risks include:

* A protracted period of heightened political uncertainty, which could further harm confidence, deter

investment, and weaken growth in many countries.

* Higher-than-anticipated security tensions could lead to an escalation in military operations, which
could divert budgetary resources away from development expenditures, slowing progress toward

social development goals.

Amid the 2008-09 global financial crisis, African countries implemented countercyclical policies, thanks
to having adequate fiscal space and access to global capital markets (see section 2). Unconventional
monetary policies in advanced countries led a fair share of yield-searching global investors to shift their
portfolios toward assets in emerging markets and less developed countries.

In the post-crisis period, African countries have had measured success in tapping global capital markets—
especially international bond markets. Sovereign debt issuance increased from an average of US$3.5 billion in
2010-13 to US$6.2 billion in 2014-17. Issuance has been on fairly favorable terms: the weighted average coupon
is 6.5 percent, and the average maturity is 20 years (figure B1.1.1). Seven countries account for over three-fourths
of the total bond debt issued: South

Africa, Cte d'lvoire, Ghana, Nigeria, FIGURE B1.1.1: Eurobond Issuance by Sovereigns in
Angola, Zambia, and Kenya. Sub-Saharan Africa, 2010-17
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conditions will hold in the future. Source: WB staff estimations using Datastream.
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The region’s economic activity remains fragile after being affected by the slump in oil and commodity
prices during 2014-16.

There is concern about high debt levels and credit risk. Standard & Poor’s has downgraded four Sub-
Saharan African countries since the start of 2017, namely, Gabon, Namibia, the Republic of Congo, and
South Africa. Additionally, the debt of several countries in the region remained on negative outlook. A
few countries are facing repayment problems; for example, Mozambique and the Republic of Congo.

Figure B1.1.2 shows the estimated forward amortization of outstanding bonds by country. About US$3.7
billion in debt per year is set to mature in Sub-Saharan Africa during 2019-20. The amount of maturing
debt reaches over USS$ 8 billion in 2024. Countries with bond debt maturing in the coming years could
face greater refinancing risks if international financial market conditions tighten and global investors lose
interest in rolling over existing debt or purchasing new debt issuances.

Finally, sovereign risk in the FIGURE B1.1.2: Debt Maturities of Eurobonds (Estimates)
region—as measured by
the Institutional Investors
Credit Rating—is still high
compared with other
regions (figure B1.1.3).

A negative correlation
between commodity
prices and sovereign risk
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Source: World Bank staff estimations using Datastream.

FIGURE B1.1.3: Sovereign Risk in Sub-Saharan Africa and Other Regions
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BOX 1.2
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External headwinds in the global economy and rising macroeconomic vulnerabilities in the region have
taken a toll on the resilience of growth paths for Sub-Saharan African countries over the past three
years. The October 2016 issue of Africa’s Pulse categorized 45 countries in the region into five groups
based on the comparison of their average annual gross domestic product (GDP) growth rates during
1995-2008 and 2014-16. Countries with a strong GDP growth rate—above the top tercile of the Sub-
Saharan African distribution (5.4 percent) in 1995 and 2008—in recent years and over a longer period
are classified as “established.“Improved” countries are those with a growth rate below the top tercile in
1995-2008, but with a recent rate of growth higher than that of the top tercile. Countries with average
annual growth below the bottom tercile in both periods are classified as “falling behind”; those where
more recent growth performance is below the bottom tercile but growth in earlier periods was above
the bottom tercile are denoted as “slipping”; and countries with recent average annual growth between
the top and bottom terciles are classified as “stuck in the middle!” Established and improved performers

are viewed as exhibiting resilience, others are not.

These groupings were subsequently revisited by using growth rates for 2015-17. The inclusion of the
more recent period captures better the resilience of economic activity to the plunge in the prices of oil
and other commodities, including metals and minerals; unfavorable external and domestic economic
conditions; and the adequacy of the economic policy response. The thresholds used to classify these
countries remain invariant. A more accurate calculation of central measures (say, medians and/or
averages) across the different groups requires more aggregate grouping.' Hence, we define the resilient
countries as those Sub-Saharan African nations that have an average GDP growth rate in 2015-17 that
exceeds the top tercile of the distribution of GDP growth in 1995-2008. The group of resilient countries
includes improved and established countries. The less resilient countries are those Sub-Saharan African
nations with an average GDP growth rate in 201517 that is below the top tercile of the GDP growth
distribution in 1995-2008. Within this group, countries with 2015-17 average annual GDP growth that
is above the 33rd percentile and below the 67th percentile figures in 1995-2008 are denoted as the
middle tercile, and those with annual average 2015-17 GDP growth that is below the 33rd percentile of
the growth distribution in 1995-2008 are denoted as the middle tercile. The middle tercile is equivalent
to the stuck-in-the-middle countries (as described in the spring 2017 Africa’s Pulse). The bottom tercile
combines the slipping and falling behind countries.

The group of resilient countries comprises seven countries with a 16 percent share of the regional GDP.
Within the group of less resilient countries, the middle tercile includes 16 countries and accounts for 20
percent of the Sub-Saharan Africa’s GDP; the 21 countries in the bottom tercile account for 64 percent
of the region’s economic activity. Some within-group variation is not accounted for in the top and
bottom terciles of this country classification. However, the narrative of GDP growth in the region stays
qualitatively invariant. The (weighted average) rate of GDP growth rates for the resilient and less resilient
countries (as represented by the three terciles of the distribution) is presented in figure 1A.1.

1 Forinstance, the group of established countries includes only three countries (Ethiopia, Rwanda, and Tanzania), and that of improved countries includes only four (Céte d'Ivoire, Kenya, Mali,
and Senegal). The combined weight of these two groups in the GDP of the region is about 16 percent. Computing a median and/or average of the combined group is a more accurate
central measure than if computing medians/averages for each group alone—especially since only a few observations are available for 2015-17.
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The data show that economic
FIGURE 1A.1: GDP Growth in Sub-Saharan Africa across Economic activity in
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1995-2008 to about 7.9 percent in Source: World Bank staff calculations based on the World Development Indicators database.

2015-17). Among the less resilient

countries, economic activity in

the middle tercile declined from an annual average GDP growth rate of 5.4 percent in 1995-2008 to 4.5
percent over 2015-17. Finally, countries in the bottom tercile saw their GDP growth rate plummet, from
an annual average rate of 5.3 percent to 0.8 percent. The developments in the bottom tercile have a
greater weight on the regional average, as the largest countries in the region are in this group.

Capital accumulation and efficiency of investment. What explains the growth dynamics exhibited by the
three groups of countries in Sub-Saharan Africa? Is growth driven by higher investment-GDP ratios? Or is
it attributed to greater efficiency of investment? Following King and Levine (1993), the growth rate of GDP
is decomposed into the ratio of domestic investment to GDP and a residual measure of improvements

in the efficiency of physical capital allocation—denoted here as efficiency of investment. The measure of
the efficiency of investment can be interpreted as the variation in real economic activity to an additional
unit of domestic investment. Given that this is a residual measure, it might also capture technological
improvement, but also increases in (the quantity and quality of) human capital and intangible capital,
among others.

The evolution of the investment-to-GDP ratio indicates that capital accumulation has increased for
the resilient and less resilient country groups, even when economic growth performance has not.
The uptick in the investment-to-GDP ratio across countries in Sub-Saharan Africa could be attributed
to several factors, namely: countercyclical public investment by governments with fiscal space or
access to global capital markets, and increased foreign capital flows to Sub-Saharan African countries
from global investors searching for yields. The increase in this ratio was considerably larger among
the resilient countries (top tercile), where gross capital formation rose from an average of 18 percent
of GDP in 1995-2008 to 26 percent in 201517 (figure 1A.2). More specifically, the acceleration of
the investment coefficient in this group is primarily attributed to the doubling of investment-to-GDP

AFRICA'S PULSE > 19



Among resilient
countries, gross
capital formation
rose from an average
of 18% of GDP in
1995-2008 to 26%
in2015-17.

Resilient countries
registered the largest
degree of investment
efficiency during
2015-17.

FIGURE 1A.2: Gross Capital Formation in Sub-Saharan Africa,
2015-17 Compared with 1995-2008
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in Ethiopia. Among the less
resilient countries, those in the
bottom tercile also experienced
an increase in their investment-
to-GDP ratio: from an average of
about 15 percent in 1995-2008
to 19 percent in 2015-17.The
higher investment rate in this
group is mainly driven by the
sharp increases in the Republic
of Congo and Gabon. Overall,
the evidence suggests that

the growth deceleration of the
less resilient countries (bottom
and middle terciles) cannot

be explained by lower capital

accumulation.

Rising capital accumulation—
as captured by the increased
investment-to-GDP ratio

over time—has not necessarily come along with greater efficiency of investment spending. When

looking at the evolution of the efficiency of investment spending, it remains almost invariant among

FIGURE 1A.3: Efficiency of Investment in Sub-Saharan Africa,
2015-17 Compared with 1995-2008
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resilient countries, but declines
among less resilient countries.
The almost constancy in the
efficiency of investment for the
resilient countries conceals the
significantly improved efficiency
in some of these countries—
most notably, Céte d'Ivoire and
Kenya. Additionally, the resilient
countries register the largest
degree of investment efficiency
during 2015-17 (figure 1A.3).
By contrast, the efficiency of
investment fell among less
resilient countries—particularly
among countries in the bottom
tercile. The decline in the
efficiency of investment can be
attributed, among other things,



to: resource misallocation, poor human and physical capital complementarities, inefficiencies in the
application of existing technologies, insufficient skills and other capabilities for the adoption of new
technologies, and distortive public policies. In the less resilient countries, the decline in efficiency of
investment was primarily experienced as a deterioration in the quality of spending among resource
abundant countries, namely, Chad, Equatorial Guinea, Liberia, Nigeria, and Sierra Leone, among others.

In sum, growth in the Sub-Saharan Africa region prior to the global financial crisis has been
characterized, on average, by factor accumulation (specifically, physical capital) rather than total factor
productivity growth (World Bank 2014). The investment boom among African countries was partly
driven by greater capital spending by the government—as well as by surging flows of foreign capital.
The narrative of post-crisis growth in the region is also explained by an investment boom that has
been fueled by public sector borrowing. Countercyclical fiscal spending in most African countries

has been accompanied by widened primary deficits and higher public debt stocks. However, this
expansion has not come with higher growth—as is the case of the countries that are slipping and
stuck in the middle—or with greater efficiency of investment—as is the case of established countries.
Therefore, it could be argued that there is a growing incidence of spending inefficiency and/or

resource misallocation.

Annex 1B examines the evolution of capital flows, especially foreign direct investment (FDI), in the
region. A recovery in FDI and other flows, such as bond financing, holds the promise of spurring
investment in the region. Section 2 analyzes the fiscal space constraints that countries in the region
are facing, which could have implications for public investment programs.

Capital flows to Sub-Saharan Africa slowed in 2015-16 on weaker global trends. This slowdown
underpinned a deceleration in investment growth in the region. World Bank (2017) points out
that investment growth in the region slowed from about 8 percent in 2014 to 0.6 percent in
2015—which is significantly lower than the 1990-2008 average of 6 percent and the rapid growth
in investment of 11.6 percent during 2003-08. The deceleration is evident in public and private
investment.

Capital flows into the region’s only emerging market (South Africa) decelerated to 4.2 percent of GDP
in 2015, after posting an annual average amount of 6.6 percent of GDP in 2011-14. The reduction

in the amount of capital flows into South Africa was mainly driven by reduced FDI—which explains
about half the drop in total inflows. This decline reflects not only lower international commodity
prices, but also labor market problems that may have deterred investment. Total flows of foreign
capital into the region’s frontier markets, by contrast, grew from 5.8 percent of GDP in 2011-12to 7.4
percent of GDP in 2015, boosted by an increase in other investment inflows (say, cross-border bank
lending, private and official sector lending, or others). Finally, foreign capital flows into other countries
in Sub-Saharan Africa slightly increased, from 7.3 percent of GDP over 2011-14 to 7.7 percent of GDP
in 2015—and this increase is primarily explained by a small increase in FDI.
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Although remittance
inflows to Africa
remained slightly
invariant, foreign aid
edged lower.

FDIinflows as a
percentage of GDP
fellin 2015-16
relative to 2010-13
forall regions of the
world.

FIGURE 1B.1: Safer Financing Flows: FDI, Remittances,
and Foreign Aid in Sub-Saharan Africa
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Note: Data for foreign aid are not available for 2016. FDI = foreign direct investment;
GDP = gross domestic product.

FIGURE 1B.2: FDI into Sub-Saharan Africa and Other Regions
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For the region, FDI inflows fell from
3.8 percent of GDP in 2011-14 to 3.1
percent in 2015-16. Relative to other
safer forms of financing, regional
inflows of FDI are larger than those
of workers'remittances and foreign
aid. Although remittance inflows to
Africa remained slightly invariant

(2.1 percent of GDP in 2011-14 and
2.2 percent in 2015-16), foreign aid
edged lower, from 2.2 to 2.1 percent
of GDP (figure 1B.1). Finally, there has
been a retrenchment in all safer forms
of external financing to countries in
Sub-Saharan Africa after the global
financial crisis. Since 2008, FDI inflows
to the region declined by about 2
percentage points of GDP; foreign aid
was reduced by 1 percentage point
of GDP. Finally, remittances dropped
by half a percentage point of GDP
from 2008 to 2016.

The downward trend in FDI is also
observed in other regions of the
world. FDI inflows as a percentage
of GDP fell in 2015-16 relative to
2010-13 for all regions (figure 1B.2).
The largest decline took place in
Sub-Saharan Africa, where FDI
inflows slowed from 4.2 percent

of GDP in 2010-13 to 3.2 percent

of GDP in 2015-16 (a drop of

about 1 percentage point of GDP).
Developing countries outside Sub-
Saharan Africa experienced a drop
from about 0.6 percentage points
of GDP in 2010-13 to 3.1 percent of
GDP in 2015-16. Finally, FDI inflows
to advanced countries declined from
1.9 percent of GDP in 2010-13to 1.7
percent of GDP in 2015-16.



Going beyond the aggregate
trends, there is some
heterogeneity across countries in
the region. Figure 1B.3 presents
the evolution of FDI inflows by

resource abundance in the region.

In 2015-16, FDI flows into the
region were about 3.1 percent

of GDP—of which 1.3 percent of
GDP flowed into non-resource
rich countries, 1.5 percent into
oil-rich countries, and 0.3 percent
into non-oil-rich countries.
Although FDI declined for all
these groups, the pace of decline
varied (figure 1B.4). The sharpest
decrease in the ratio of FDI
inflows to GDP was experienced
by the non-oil resource rich
countries, to 5 percent of GDP

in 2015-16 (from 9.4 percent in
2010-13). FDI inflows to oil-rich
countries declined from 4.3
percent of GDP in 2010-13 to

3.9 percent in 2015-16. Finally,
non-resource rich countries

saw a decline of 0.5 percentage
points of GDP in 2015-16,t0 2.4
percent (down from 2.9 percent in
2010-13).

The distribution of FDI inflows
across country groups by growth

FIGURE 1B.3: FDI Inflows to Sub-Saharan African
Countries, by Resource Abundance
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Note: FDI = foreign direct investment; GDP = gross domestic product.

performance is uneven (figure 1B.4). Again, the FDI inflows that the region received during

2015-16, valued at 3.1 percent of GDP, went mostly to the less resilient countries: 1.9 percent

of the regional GDP is accounted for by the bottom tercile; 0.8 percent of the regional GDP

was invested in the middle tercile. The evolution of FDI inflows relative to each group’s GDP

shows that this ratio has declined for all groups—although at a faster pace for the least resilient

countries, especially those in the middle tercile. FDI flows into the middle tercile countries
declined to 4.3 percent of GDP in 2015-16, from 6.4 percent in 2010-13. This was followed by
a decline in the bottom tercile countries, from 3.4 percent of GDP in 2010-13, to 2.9 percent in

2015-16. Finally, FDI inflows to resilient countries declined slightly, from 2.7 percent of GDP in

The sharpest fall

in FDIinflows to
GDP was in non-oil
resource rich
countries, to 5% of
GDPin 2015-16.
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The3.1% of GDP that FIGURE 1B.4: FDI Inflows to Sub-Saharan African
Countries, by Growth Performance

the region received

in FDIinflows during
2015-16 went mostly
to the less resilient
countries.
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2010-13, to 2.5 percent in 2015-
16—despite rising FDI flows into
Ethiopia and Rwanda.

A closer look at country
information on gross FDI inflows
shows that 32 of 46 countries in
the region experienced a decline
in FDI inflows (as a percentage of
GDP) in 2015-16 compared with
2010-13.The median decline in
FDI inflows for those 32 countries
was about 1.8 percent of GDP; the
standard deviation was about 4.8.
The largest drops in FDI inflows
(in terms of GDP) took place in
Equatorial Guinea, the Democratic
Republic of Congo, Liberia, Niger,
and Sierra Leone. Meanwhile, 14
countries experienced an increase
in FDI inflows. The median
increase in the ratio of FDI inflows
to GDP was about 0.7 percent
and its standard deviation was
2.8. The countries with the largest
increases in FDI inflows were the
Republic of Congo, Ethiopia, and
Lesotho.

Looking ahead, a pickup in
capital flows is underway, partly
reflecting improving global
conditions. The recovery in

external financing, especially FDI, should help spur investment in the region. FDI has implications for

skills building in Africa. This is discussed in Annex 1C.

ANNEX 1C: FDI AND SKILLS

FDI, along with international trade, is one of the most important vehicles for the international transfer

of technology. Multinational enterprises (MNEs) provide proprietary technology to affiliates in the host

country and enable the latter to compete successfully with local firms. The use of better technology by

foreign affiliates may (fully or partly) offset local firms’superior knowledge of domestic markets, consumer
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preferences, and business practices. However, technology spillovers from the MNE's foreign affiliate can
affect the host country’s economy—thus, boosting the human capital and productivity of local firms.

The spillover effects typically operate through forward and backward linkages. MNEs may provide
technical assistance and training to their local suppliers, subcontractors, and customers. The labor
market constitutes another important channel of transmission: MNEs tend to train their managers and
operatives. Over time, these trained employees may take employment in local firms or establish new
firms. Therefore, FDI is a valuable source of new technology—as it introduces new ideas and strengthens
the human capital base needed to adapt these ideas to the local market.

However, productivity and technology spillovers are not necessarily an automatic corollary of greater
FDI. The relationship between FDI and human capital is complex: FDI inflows may create potential
knowledge spillovers to local labor markets and domestic employment. At the same time, the level of
human capital of the host country may determine the amount of FDI that the host country can attract
and whether domestic firms can reap the benefits from potential spillovers.

There is no monotonically linear relationship between FDI and human capital. Some economic models
have predicted multiple equilibria in the relationship. Host countries with relatively abundant human
capital may attract several technology-intensive MNEs. In turn, these MNES can contribute to the further
development of labor skills—that is, skill upgrading. Countries with weaker levels of human capital are
prone to receiving smaller FDI inflows, and the entrant MNEs may use simpler technologies and make a
small contribution to local learning and skills development.

MNEs typically transfer technology through patent rights, expatriate managers and technicians, and
the technology embodied in machinery and equipment. Additionally, MNEs can transfer technology to
affiliates and other host country firms through training domestic employees—which affects different
levels from simple manufacturing operatives, through supervisors to technically advanced professionals
and top-level managers. The beneficiaries of the training provided by the MNEs are not only the
workforce of the MNE's own affiliates, but also the MNE's suppliers, subcontractors, and customers.
Training activities range from on-the-job training, to seminars and more formal schooling, to overseas
education, perhaps at the parent company, depending on the skills needed. The various skills gained
through the relation with the foreign MNE may spill over directly—when the MNE does not charge the
full value of the training provided to local firms—or over time, as the employees move to other firms or
set up their own businesses.

In sum, the entry of an MNE increases the demand for skilled workers in an industry or region, thus
increasing wage inequality. Technology spillovers from foreign to domestic firms may raise the relative
demand for skilled workers in the domestic firms—further contributing to wage inequality and skill
upgrading. Section 3 addresses some of the key issues around skill-building in Africa.

AFRICA’'S PULSE

25






Countercyclical government spending amid the global financial crisis was a welcome part of the fiscal
policy toolkit of Sub-Saharan African countries. The presence of fiscal space among countries in the
Africa region was key for conducting countercyclical policies. Lower public debt burdens (especially,
among heavily indebted poor countries (HIPCs)), adequate policy buffers (especially higher public
savings among resource-abundant countries), and access to global capital markets (thanks to global
investors searching for yields) play a key role in financing countercyclical fiscal policy actions.

Yet, countercyclical actions pursued by Sub-Saharan African countries in the downturn were

not followed by measures to rein in spending and boost revenues when countries regained and
consolidated growth momentum. Additionally, the plunge in the price of oil, as well as the prices of
metals and minerals, sharply reduced government revenues in resource abundant countries—thus
leaving them with fewer resources to fund public spending.

Consequently, many countries in the Africa region now face the need to undertake fiscal consolidation
measures to narrow fiscal deficits and stabilize government debt. This section looks at the evolution

of fiscal sustainability indicators, external debt, and balance sheet composition of Sub-Saharan African
countries over the past 15 years. The discussion relies on the comprehensive fiscal space database
recently developed by Kose et al. (2017). This database covers 200 countries—of which 48 are in Sub-
Saharan Africa—over 1990-2016, and includes 28 indicators of fiscal space classified in four categories:
debt sustainability, balance sheet vulnerability, external and private sector debt-related risks as potential
causes of contingent liabilities, and market access.

Fiscal sustainability measures in Sub-Saharan Africa saw a broad deterioration in 2008-09, mirroring

a trend observed in other country groups—that is, developing countries outside Sub-Saharan Africa
and industrial countries. There was a subsequent improvement in these measures in 2010-12, but
more recent periods have seen a weakening trend in Sub-Saharan Africa. This pattern implies that fiscal
outcomes in the region are linked to the commodity price cycle.

Primary balance. The evolution of the primary balance of Sub-Saharan African countries compared with
industrial economies and developing countries outside Sub-Saharan Africa (non-SSA) is presented in
Figure 2.1. Some basic features emerge from this figure. First, all country groups had a primary surplus
in the run-up to the crisis. Sub-Saharan Africa was running an average primary surplus of 0.6 percent
of GDP in 2006-08, relative to surpluses of 1.5 and 1.3 percent of GDP for industrial economies and
non-SSA developing countries. Second, all country groups engineered considerable countercyclical
policy measures in 2009-10. The fiscal balance of the Sub-Saharan Africa region shifted from a primary
surplus of 0.6 percent of GDP in 2006-08, to an average deficit of 2.2 percent of GDP in 2009-10. The
countercyclical push was even larger among industrial countries—with the primary balance moving
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The fiscal balance

in the Sub-Saharan
Africa region shifted
from a primary
surplus of 0.6% of
GDPin 2006—08 to a
deficit of 2.2% of
GDPin 2016.

Most economies
recorded surpluses
in the run-up to

the crisis, but fiscal
deficits widened

in Sub-Saharan
Africa and non-SSA
developing countries
after the crisis.

FIGURE 2.1: Primary Fiscal Balance
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Note: All figures reported are group medians expressed as a percentage of GDP.
GDP = gross domestic product; SSA = Sub-Saharan Africa.

from a surplus of 1.5 percent of
GDP in 2006-08, to a deficit of 4
percent of GDP in 2009-10. Third,
primary deficits started to narrow
among industrial countries after
the 2009-10 fiscal impulse.

The primary deficit of industrial
countries narrowed to an average
1.7 percent of GDP in 2011-13,
and 0.1 percent of GDP in 2015-
16. However, this was not the case
for Sub-Saharan Africa. After an
initial retrenchment in 2011-12
(to a deficit of about 1.2 percent
of GDP), the primary deficit of the
region widened to 2.2 percent of
GDP in 2016.

Overall fiscal balance. The main
features observed for the primary
fiscal balance remain invariant
when net interest payments are
included in the analysis—that

is, the overall fiscal balance.
Figure 2.2, which plots the
evolution of the overall fiscal
balance of Sub-Saharan Africa,
non-SSA developing countries,
and industrial countries, shows
that all country groups recorded
surpluses (although at different
levels) in the run-up to the crisis.

In 2009-10, they all conducted countercyclical policy actions—that is, higher spending and lower taxes.

Finally, there is a significant narrowing of the fiscal gap among industrial countries while the fiscal deficit

widened in Sub-Saharan Africa and non-SSA developing countries—although it widened at a slower

pace in the latter group of countries.

General government gross debt. The countercyclical expansion of government spending in 2009-10 was

financed through greater revenues, bond issuances, or domestic and/or external borrowing. Figure 2.3

depicts the evolution of general government gross debt as a percentage of GDP for industrial countries,

Sub-Saharan Africa, and non-SSA developing countries. In the run-up to the crisis (2003-07), public

debt was stabilized around 50 percent of GDP among industrial economies. Debt repayment and sound
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debt management practices
explained the reduction in public
debt, from 55 percent of GDP

in 2002 to about 30 percent of
GDP in 2008 among non-SSA
developing countries (Anderson,
Silva, and Velandia-Rubiano 2010).
General government gross debt
experienced a sharp decline in
Sub-Saharan African countries,
from nearly 100 percent of GDP in
2001 to about 35 percent of GDP
in 2008—primarily driven by debt
forgiveness granted to African
countries through the HIPC
initiative and Multilateral Debt
Relief Initiative (MDRI).

Financing countercyclical actions
led to an expansion of the public
debt burden, although at different
rates of expansion. There was a
rapid expansion among industrial
economies, from 49 percent of
GDP in 2007 to 85 percentin
2012. After hitting that peak, the
public debt burden stabilized and
itis slowly declining. In the case
of non-SSA developing countries,
the gross debt of the public
sector has gradually and steadily
increased, from about 30 percent

FIGURE 2.3: General Government Gross Debt
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of GDP in 2008 to 43 percent of GDP in 2016. In Sub-Saharan African countries, gross debt by the general
government has gradually increased, from about 32 percent of GDP in 2012 to 50 percent of GDP in

2016; that is, it has increased at a faster pace than among non-SSA developing countries.

Fiscal space. Figure 2.4 depicts the fiscal space of countries in Sub-Saharan Africa, as well as industrial

economies and non-SSA developing countries, from 2000 to 2015. Fiscal space is defined as “room in a

government’s budget that allows it to provide resources for a desired purpose without jeopardizing the

sustainability of its financial position of the stability of the economy” (Heller 2005). Operationally, fiscal

space is de facto defined as inversely related to the number of tax years it would take to repay the public

debt (Aizenman and Jinjarak 2010). Computing this ratio requires information on the outstanding public

In Sub-Saharan Africa,
gross debt by the
general government
has gradually
increased at a faster
pace than among
non-SSA developing
countries.

In Sub-Saharan Africa,
the number of tax
years that it would
take to repay the
general government
gross debt increased
from 2.7 in 2006-08
t03.6in 2015-16.
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debt and the de facto tax base. Kose et al. (2017) use the general government gross debt position as

a proxy for public debt. The de facto tax base is measured by the average tax revenues across several
years to smooth business cycle fluctuations.! A turning point in the ratio of public debt to average tax
revenues for all countries after the global financial crisis, which signals a tightening of their fiscal space

is observed in figure 2.4. For instance, the number of tax years that it would take industrial countries to
repay their debt increased from 2.2 in 2006-08 to 3.1 in 2015-16. For non-SSA developing countries, the
number of years increased from 2.3 in 2006-08 to 2.8 in 2015-16. For countries in Sub-Saharan Africa, the
number of tax years that it would take to repay the general government gross debt increased from 2.7 in
2006-08t0 3.6 in 2015-16.

Countries in the Africa region have faced a series of shocks—most notably, the plunge in oil prices and
the steady decline in the prices of metals and minerals—and accumulated significant imbalances that
may require fiscal consolidation measures. The aim here is to test whether the indicators of fiscal space
deteriorated in 2015-16 vis-a-vis 2010-13 for Sub-Saharan African countries classified by their growth
performance, namely, resilient (top tercile) and less resilient (middle and bottom terciles) countries.

Tests for the equality of medians in 2010-13 vis-a-vis 2015-16 were conducted for indicators of fiscal
space classified as follows: (i) government sustainability indicators, and (i) external debt and balance
sheet composition. The first group of indicators includes the primary balance, overall fiscal balance, and
general government gross debt. These variables are expressed as a percentage of GDP. This analysis also
includes a broad measure of the tightness of fiscal accounts, namely, the general government gross
debt as a percentage of average tax revenues. The second group of variables comprises indicators that
capture the following: (i) the balance sheet composition, such as concessional external debt stocks (as
a percentage of general government gross debt), and short-term debt stocks (as a percentage of total
external debt); (i) external liquidity (that is, short-term debt as a percentage of international reserves);
and (iii) total external debt stocks (as a percentage of GDP).

Table 2.1 reports the median and median equality tests of the fiscal sustainability indicators in 2010-13
and 2014-16 for the different groups of growth performance within the Africa region.

Resilient countries. For the countries in the region with growth rates in 2015-17 above the top tercile of
1995-2008, the primary and overall fiscal balances remain statistically invariant from 2010-13 to 2015-
16. For instance, the primary deficit decreased slightly, from 2.2 percent of GDP in 2010-13 to 2 percent
of GDP in 2015-16. The overall fiscal balance, instead, slightly deteriorated—thus, widening the overall
deficit from 3.3 percent in 2010-13 to 3.5 percent in 2015-16. General gross government debt also
increased, from 39 percent of GDP in 2010-13 to 48 percent in 2015-16, although this increase appears

1 This ratio captures the relative fiscal tightness of countries (Aizenman and Jinjarak 2010).
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to be not statistically significant. Finally, growth among resilient countries (improved and established
ones) in 2015-16 was supported by a still-large fiscal balance (that exceed 3 percent of GDP) and
moderate-to-high levels of debt (median of 48 percent of GDP). This explains a narrowing of the fiscal
space—as the number of years needed to repay fully the public debt burden increased (significantly),
from 2.7 years in 2010-13 to 3.4 years in 2015-16.

Less resilient countries. The performance of countries in terms of fiscal outcomes differs within the group
of less resilient countries. The bottom tercile shows a significant widening of the primary and fiscal
deficits. For instance, the primary deficit widened from 1.4 percent of GDP in 2010-13 to 3.2 percent in
2015-16. Increasing deficits have come along with rising public debt: the general government gross
debt increased from 33 percent of GDP in 2010-13 to 51 percent in 2015-16. The deterioration of fiscal
balances and the debt burden translated into tighter fiscal conditions among countries in the bottom
tercile. The number of tax years it would take these countries to repay their gross public debt increased
from 2.2 in 2010-13 to 3.4 in 2015-16. This increase in the number of tax years is statistically significant at
the 10 percent level under a one-tail alternative hypothesis.

For the middle tercile within the less resilient group of countries, the primary balance slightly
deteriorated in 2015-16 vis-a-vis 2010-13, but this deterioration was statistically negligible. However,
the overall fiscal deficit for this group of countries widened, from 2.4 percent of GDP in 2010-13 to 3.3
percent in 2015-16 (and this change is significant at the 10 percent level under a one-tail alternative
hypothesis). General government gross debt significantly increased over time, from 34 percent of GDP in
2010-13 to 47 percent in 2015-16. The ratio of general government gross debt to average tax revenues
increased significantly over time, from 3.0 in 2010-13 to 3.8 in 2015-16.

In sum, bottom tercile countries continued to pursue countercyclical policies in 2015-16 amid the sharp
decline of international commodity prices—as captured by the significant widening of fiscal deficits and
the expansion of government debt. For the middle tercile, the fiscal impulse was still present (with primary
and overall deficits of 1.8 and 3.3 percent, respectively, in 2015-16), but this impulse was not statistically
higher than that of 2010-13. Still, the public debt burden significantly increased. This implies that while the
fiscal expansion persisted among less resilient countries (although this expansion was significant only for
countries in the bottom tercile), this policy stance took place amid a narrowing fiscal space for both groups.

Table 1 (panel B) reports, for 2010-13 and 2015-16, the medians of the balance sheet composition

and external debt position indicators for the different groups of African countries classified by their
growth performance. The analysis focused on only two indicators of the balance sheet composition of
governments: concessional external debt as a percentage of general government gross debt, and share
of short-term debt as a percentage of total debt.2 The discussion of external debt indicators focuses on
total external debt as a percentage of GDP, and short-term debt as a percentage of reserves.

2 The fiscal space database developed by Kose et al. (2017) contains additional indicators of balance sheet composition, such as the share of general government debt in foreign currency,
share of debt securities held by nonresidents, and share of central government debt held by nonresidents. Due to the lack of data for Sub-Saharan African countries, the averages for
2010-13 and 2014-16 were not calculated.
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TABLE 2.1: Fiscal Space in SSA countries, 2010-16: Government Sustainability Indicators

Bottom tercile Middle tercile Top tercile
2010-13  2015-16  Difference 2010-13  2015-16  Difference 2010-13  2015-16  Difference
Median Median ~ (p-value) Median Median  (p-value) Median Median  (p-value)
A. Fiscal Sustainability
Gen. Gov. Gross Debt (% GDP) 326 50.8 (0.000) 335 47.3 (0.017) 38.7 48.3 (0.743)
Primary Balance (% GDP) -1.4 3.2 (0.001) -1.6 -1.8 (0.829) -2.2 -2.0 (0.743)
Fiscal Balance (% GDP) -4 -4.7 (0.005) -2.4 33 (0.130) 33 3.5 (0.743)
Gen. Gov. Gross Debt (% avg tax revenues) 221.4 341.8 (0.186) 295.6 3771 (0.005) 268.3 335.5 (0.003)
B. External debt and balance sheet composition
Concessional Ext. Debt (% GG Gross Debt) 37.4 24.6 (0.330) 56.2 50.9 (0.271) 55.5 51.0 (0.447)
Short-term external debt (% total) 4.0 3.0 (0.957) 9.9 6.1 (0.199) 2.0 2.5 (0.688)
Short-term external debt (% reserves) 5.0 5.8 (0.843) 22.1 17.1 (0.323) 8.0 13.0 (0.923)
External debt stocks (% GDP) 25.6 31.7 (0.299) 27.9 34.1 (0.199) 26.1 31.1 (0.229)

Source: World Bank staff, based on data from Kose et al. 2017.

Note: The null hypothesis of the median equality test is that of no statistical difference across periods. GDP = gross domestic product; SSA = Sub-Saharan Africa.

Resilient countries. Interestingly, Table 2.1 reports that the balance sheet composition remained invariant

(from a statistical standpoint) for this group of countries from 2010-13 to 2015-16. For instance, the

share of concessional debt declined from 56 percent of general government gross debt in 2010-13 to

51 percent in 2015-16, although this decline is not statistically significant. The same occurred with the

share of short-term external debt in total external debt: the ratio increased from 2.0 to 2.5 percent. On

the external debt position, the debt stock and ratio of short-term external debt to reserves not only

remained low in 2015-16 for these countries, but also has not varied statistically since 2010-13.

Less resilient countries. The share of concessional debt declined among less resilient countries, but the

magnitude of the decline is not statistically significant at the 10 percent level (even when conducting

tests with a one-tail alternative hypothesis). The same holds for the share of short-term external debt.

Short-term debt represents less than 7 percent of total external debt for both groups. Finally, external

debt increased in less resilient countries—although the increase is significant only for the middle tercile.

The above analysis reveals that the magnitudes of the widening of fiscal deficits and increase of the

public debt burden vary cross country groups. This section goes beyond the aggregate level and

documents the evolution of these government sustainability indicators for 44 countries in the region.
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Figure 2.5 plots the average primary balance (as a percentage of GDP) for 2010-13 vis-a-vis that for
2015-16. Of the 44 countries in the Africa region, 34 experienced a deterioration in the primary balance
and 10 registered an improvement. For those with declining performance, the median deterioration of
the primary balance was 2.3 percentage points of GDP; the median increase for the second group of

10 countries was about 1.4 percent of GDP. The countries in the region with the largest deterioration in
their primary deficits were the Republic of Congo (which moved from a surplus of 9.6 percent of GDP in
2010-13 to a deficit of 14.3 percent in 2015-16) and Equatorial Guinea (where the deficit widened from
3.9 percent of GDP in 2010-13 to 17.4 percent in 2015-16). Other notable countries with a large primary
deficitin 2015-16 are Niger (7.1 percent of GDP) and Botswana (11.5 percent of GDP). In contrast, Ghana,
the Central African Republic, and Cabo Verde experienced an important reduction in their primary
deficits. The primary deficit in Ghana was cut from 6.7 percent of GDP in 2010-13 to 0.4 percent in
2015-16, that is, a reduction of 6.3 percentage points of GDP. The primary balance of the Central African
Republic shifted from a deficit of 1.8 percent of GDP in 201013 to a surplus of 1.1 percent in 2015-16.

FIGURE 2.5: Primary Balance across Sub-Saharan African Countries, 2010-13 vs. 2015-16 0Of the 44 countries in
the Africa region, 34
10 saw a deterioration in
the primary balance
and 10 registered
an improvement
between 2010-13
5 and 2015-16.
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Note: Red dots represent resource rich countries; blue dots represent non-resource rich countries.
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[n most countries in
the Africa region (36
of 44), the public debt
burden increased in
2015-16 compared
with 2010-13.

In most countries in the Africa region (36 of 44), the public debt burden increased in 2015-16 compared
with 2010-13 (figure 2.6). The median increase in general government gross debt was about 14.9
percentage points. The largest increases from 2010-13 to 2015-16 were in Mozambique (from 44 to

102 percent of GDP), Cabo Verde (from 86 to 131 percent of GDP), and The Gambia (from 77 to 113
percent of GDP). Other notable countries with high public debt burdens are Mauritania (99 percent of
GDP in 2015-16) and Ghana (72 percent of GDP in 2015-16). The public debt burden increased in Ghana
despite improvements in the primary surplus. This reflects the substantial size of interest payments.

In contrast, Sudan, Guinea, and the Comoros experienced a decline in the general government gross
debt that exceeded 10 percentage points of GDP—specifically, 14, 10, and 14 percentage points of

GDP, respectively. However, their average levels of public debt in 2015-16 were very different—with the
Comoros at 26 percent of GDP, Guinea at 55 percent, and Sudan at 69 percent.

FIGURE 2.6: General Government Gross Debt across SSA countries, 2010-13 vs. 2015-16
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Fiscal space has shrunk in tandem with rising debt burdens. Figure 2.7 plots the fiscal space—as defined
by the general government gross debt as a percentage of average tax revenues—of Sub-Saharan African
countries in 2010-13 vis-a-vis 2015-16. Most countries in the region (36 of 44) have a reduced fiscal
space—as proxied by an increase in the number of tax years needed to repay the public debt burden. From
2010-13 to 2015-16, the median increase is about 1.1 years for countries with tighter fiscal conditions.
However, these central figures mask the wide variation across countries. The countries with the largest
increase in the number of tax years required to pay off the entire debt burden from 2010-13 to 2015-16
were the Central African Repubilic (from 3.3 to 5.8), The Gambia (from 5.8 to 8.5), Mozambique (from 3.7 to
8.5), and the Republic of Congo (from 3.6 to 8.8). The findings suggest that in some countries (Sudan and
Guinea-Bissau), it takes more than 9 years to repay their public debt burden (about 9.2 years), despite the
reduction in this ratio for these countries when compared with 2010-13. For Botswana, Swaziland, and
Lesotho, it would take at most one tax year to repay fully their general government gross debt stock.

FIGURE 2.7: Fiscal Space across Sub-Saharan African Countries, 2010-13 vs. 2015-16
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Most Sub-Saharan
African countries
(36 of 44) now have
a reduced fiscal
space—as proxied
by an increase in the
number of tax years
needed to repay the
public debt burden.

AFRICA’'S PULSE

35



The fiscal sustainability gap is a summary indicator that captures the evolution of public debt

dynamics; see, for instance, Blanchard (1993), Ley (2009), and Cottarelli and Escolano (2014). The fiscal
sustainability gap compares the country’s actual balance with its debt-stabilizing balance. Under certain
macroeconomic and financial scenarios, the debt-stabilizing balance captures the long-term, cumulative
impact of sustained fiscal deficits on debt stocks (World Bank 2017).

Fiscal sustainability gaps capture the emerging pressures from the accumulation of widening fiscal
deficits over time to unsustainable debt stocks even if the initial public burden was low. The gaps
provide a signal of the fiscal adjustment needed to reach debt targets under different macroeconomic
scenarios (Kose et al. 2017). A positive fiscal sustainability gap indicates a primary balance that, if
sustained, would reduce the government debt burden over time. In contrast, a negative gap signals a
primary balance that would increase the stock of government debt over time.?

This section describes the evolution of the fiscal sustainability gap from 2003 to 2016 for Sub-Saharan
Africa. Two types of comparisons are undertaken: (a) an international comparison, where the region is
benchmarked to other developing regions, and (b) a comparison with Sub-Saharan African countries
classified by their extent of natural resource abundance and access to markets. The section analyzes not
only movements in fiscal balances and public debt stocks, but also country fundamentals that influence
the long-term debt stabilizing ratio.

Developing country regions, except South Asia, experienced fairly sound fiscal positions in the run-up

to the global financial crisis (2003-08). Sizable fiscal surpluses in almost all regions enabled countries to
decrease or stabilize their public debt levels before the crisis hit. All regions implemented countercyclical
fiscal policy in 2009, leading to a deterioration of their fiscal balances. Fiscal balances slightly improved
in the subsequent recovery (2010-13), but deteriorated from 2014 to 2016 amid falling commodity
prices. Post-crisis debt ratios have broadly increased to their pre-crisis levels, except in the Middle East
and North Africa and South Asia regions. Although the crisis has passed, many developing countries—
especially commodity exporters—have not been able to stabilize their debt to the 2008 levels, as their
primary balance sustainability gaps have deteriorated.

Figure 2.8 reports the primary sustainability gaps for the Sub-Saharan Africa region and other developing
country regions over 2003-16. This gap is calculated based on a primary balance that stabilizes the stock
of debt at a specific target; in turn, that target is defined as the historical median value of the debt stock

for the developing countries.* Some key findings emerge from figure 2.8.

3 For more details on the concept and modeling of the fiscal sustainability gap, see Kose et al. (2017) and World Bank (2017).

4 Kose et al. (2017) note that this approach, compared with benchmarking against each economy's own historical median, implies more favorable debt targets in economies with debt below
the peer-group median (in this case, the developing country group) and less favorable debt targets in economies with debt above the peer group median.
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First, most developing regions,

except South Asia, exhibited FIGURE 2.8: Primary Balance Sustainability Gap

a positive primary balance

sustainability gap in the run-up to
. . 10
the crisis. During 2003-08, many
developing countries narrowed ‘
their primary deficits or turned
them into surpluses that helped &0
steadily lower their level of debt. s
(=
. - g
For instance, Sub-Saharan Africa 37
registered a positive primary
sustainability gap of 6.5 percent 10
of GDP—higher than that of .
Latin America and East Asia. SSA ECA LAC EAP  MENA SA AE
Furthermore, some low-income =2003-08 2009 2010-13 =2014-16
countries in Sub-Saharan Africa
and Latin America beneﬁtted Source: World Bank staff, based on data from Kose et al. 2017.
Note: Primary sustainability gaps are computed based on current growth rates and interest rates,
from debt re“ef initiatives that as in Kose et al. (2017). The debt stabilization considered is the peer-group median for emerging
! market and developing economies and advanced economies correspondingly. GDP-weighted
iS H | PC aﬂd MDRl General averages. AE = advanced economies; EAP = East Asia and Pacific; ECA = Eastern Europe and

Central Asia; GDP = gross domestic product; LAC = Latin America and Caribbean; MENA = Middle
East and North Africa; SA = South Asia; SSA = Sub-Saharan Africa.
government gross debt among

these countries declined sharply
between their HIPC decision and completion dates (World Bank 2017).

Second, there was a sharp reversal in the general government debt dynamics following the global
financial crisis. Debt-reducing fiscal positions in developing countries in 2003-08, as captured by
their positive primary sustainability gaps, turned into debt-increasing fiscal positions because of large
countercyclical policy actions in 2009. Sub-Saharan Africa’s primary balance sustainability gap shifted
from 6.5 percent of GDP in 2003-08 to -5.3 percent in 2009. This large deterioration of the primary
balance sustainability gap was experienced in all other regions except South Asia. In the latter region,
the fiscal sustainability gap is still negative, but it widened from -0.1 to -1.7 percent of GDP.

Third, fiscal dynamics slightly improved in the 2010-13 recovery period for most regions in the world.
In 2010-13, the primary balance sustainability gap in Sub-Saharan Africa became positive, at 1 percent
of GDP. The largest turnarounds in the fiscal sustainability gap (moving from negative to positive) were
achieved by Eastern Europe and Central Asia, and the Middle East and North Africa.

Fourth, fiscal dynamics deteriorated again among developing countries in 2014-16, as international
commodity prices took a plunge. Primary balance sustainability gaps turned from positive in 2010-13

to negative in 2014-16 in all developing regions except South Asia, where they remained negative and
invariant between the two periods. The sustainability gap shifted from debt-stabilizing primary surpluses
of 1 percent of GDP in 2010-13, to debt-increasing primary deficits of 3.1 percent of GDP in 2014-16.

The pattern of
debt sustainability
in Sub-Saharan
Africais
comparable to
that of other
commodity-
exporting regions.
This implies

that the pattern
fluctuates with
the commodity
price cycle.
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In nearly 25%

of Sub-Saharan
African countries,
primary balances
are below the
threshold required
to stabilize their
debt to 2008
levels.

In sum, the pattern of debt sustainability in Sub-Saharan Africa is comparable to that of other
commodity-exporting regions. This finding implies that fiscal outcomes in Sub-Saharan Africa fluctuate
with the commodity price cycle. Prior to the global financial crisis, the region recorded primary surpluses,
as commodity prices were on the rise; the region recorded primary deficits after the 2014-15 slowdown
in commodity prices. Although debt levels remain below those in the late 1990s—when several
international debt relief initiatives were implemented—they have been rising more rapidly than in

other regions since 2009. On average, the primary balance sustainability gap was negative post-crisis,
reflecting the debt sustainability challenges facing the region.

Primary Balance Sustainability Gap across Sub-Saharan African Countries

The primary surpluses recorded by the Sub-Saharan Africa region prior to the global financial crisis were

reversed to deficits after the crisis. However, the regional averages hide differences in fiscal outcome

patterns across countries. Figure 2.9 shows that the share of countries with negative primary fiscal
balance sustainability gaps went

from about 15 percent in 2006
FIGURE 2.9: Share of SSA Countries with Negative Primary Fiscal Balance

Sustainability Gaps to more than 27 percent in 2014.

0 During 2014-16, fiscal space
narrowed; in nearly 25 percent

s of the countries in the region,
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outcome dynamics may also vary
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across countries, depending on
their ability to access international
financial markets. Moreover,

several countries in the region rely
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 heavily on commodity exports,

Source: World Bank staff, based on data from Kose et al. 2017. bUt d|f:ference5 may emerge

Note: Primary balance sustainability gaps are computed based on current growth rates and interest between energy-r]ch countries
rates, as in Kose et al (2017). The debt stabilization considered is the 2008 debt level of each !
country in the region. The sample includes 37 SSA countries, where data are available, of which minerals and meta|S a bU nda nt

there are 13 frontier market countries, 23 low-income countries, and South Africa. GDP-weighted
averages. GDP = gross domestic product; LICs = low-income countries; SSA = Sub-Saharan Africa.

countries, and resou rce-poor

countries.

Countries in Sub-Saharan Africa have increasingly resorted to international capital markets to finance
part of their development needs. However, debt sustainability will be challenging in the near future
for most African countries, as the protracted low commodity prices since mid-2014 and expected
rising external borrowing costs, due to normalization of monetary policy in advanced economies, are
likely to put pressure on public finances. Figure 2.10 depicts the primary balance sustainability gap

5 If sustainability gaps are computed using the overall fiscal balance, more than two-thirds of the countries in the Africa region have fiscal balances below the threshold required to stabilize
their debt to 2008 levels.
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across Sub-Saharan African
countries according to their
access to financial markets. In
this case, the sustainability gap
is benchmarked against each
country’s 2008 debt burden.

In South Africa, the only
emerging market in the region,
the economy continues its path
to recovery although at a slower
pace than other emerging
markets. The adjustment of the
primary balance was a deliberate
fiscal policy effort, partly to
defend the investment grade
rating—which was lost in April
2017. However, public debt has
risen post-crisis and averaged 49
percent of GDP over 2014-16, a
significant increase from its

FIGURE 2.10: Primary Balance Sustainability Gap: Access to Financial Markets  South Africa
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Source: World Bank staff, based on data from Kose et al. 2017.

Note: Primary balance sustainability gaps are computed based on current growth rates and interest
rates, as in Kose et al (2017). The debt stabilization considered is the 2008 debt level of each
country in the region. The sample includes 37 SSA countries, where data are available, of which
there are 13 frontier market countries, 23 low-income countries, and South Africa. GDP-weighted
averages. GDP = gross domestic product; LICs = low-income countries; SSA = Sub-Saharan Africa.

pre-crisis level. This increase reflects weak growth performance coupled with an increase in borrowing

costs induced by the risk of a sovereign downgrade. Sustainability gaps shifted from a debt-stabilizing

primary surplus of 3.4 percent of in 2003-08, to a debt-increasing

primary deficit of 1.2 percent of GDP in 2010-13. Gradually, this sustainability gap converged to zero

in 2014-16 (iigure 2.10).

In small, pre-emerging frontier markets, large pre-crisis surpluses became deficits after the crisis, with

sharp deteriorations over 2014-16. However, this was not accompanied by large increases in public

debt, as was the case in South Africa. The relatively low increase in public debt ratios in frontier markets

reflects robust growth performance in countries such as Céte d'lvoire, Ethiopia, and Tanzania. However,

frontier markets in Sub-Saharan Africa have increasingly large shares of external debt denominated in

foreign currency, and are therefore exposed to external shocks. Monetary policy is expected to normalize

in advanced economies; hence, the external debt burden in frontier market economies is expected to

increase. Debt-increasing fiscal deficits across frontier markets in Africa widened to 2.2 percent of GDP in
2014-16, after contracting to a deficit of 0.3 percent of GDP in 2010-13.

The fiscal position of low-income countries was different from that of frontier markets prior to the

crisis. Low-income countries had the highest debt levels in the Africa region, and their primary fiscal

balances were slightly in deficit. Due to the lack of fiscal space, these countries had the weakest

- 2014-16.
22
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Debt-increasing
primary deficits
have widened
considerably, from
0.5% of GDP prior
to the crisis to
5.9%in 2014-16
among minerals
and metals
exporters.

countercyclical response in the
FIGURE 2.11: Primary Balance Sustainability Gap: Natural Resource Abundance region. Debt gradually declined
from 2000 to 2013, due partly

to the implementation of relief
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Source: World Bank staff, based on data from Kose et al. 2017.

Note: Primary balance sustainability gaps are computed based on current growth rates and interest H H
rates, as in Kose et al. (2017). The debt stabilization considered is the 2008 debt level of each Flgure 21 1 presents the prl mary

country in the region. The sample includes 37 SSA countries, where data are available, of which six . ™

countries are classified as oil exporters, 13 as metals and minerals exporters, and 18 as non-resource balance 5USta|nab|||ty gap acCross

countries. GDP-weighted averages. GDP = gross domestic product; SSA = Sub-Saharan Africa. . .
Sub-Saharan African countries
classified by their extent of natural

resource abundance. Large differences emerge in the fiscal dynamics of minerals and metals exporters,

oil exporters, and non-resource countries. Again, the sustainability gap is benchmarked against each

country’s 2008 debt burden. In minerals and metals exporting countries, the fiscal outcomes are similar

to those in low-income countries, reflecting the large proportion of low-income countries in this group.

Debt-increasing primary deficits have widened considerably, from 0.5 percent of GDP prior to the crisis

to 5.9 percent in 2014-16 among minerals and metals exporters.

Oil exporters recorded large surpluses pre-crisis, helped by the oil price boom. These reversed to deficits
as the global financial crisis hit and the price of oil declined. The subsequent recovery from the crisis
was accompanied by a rebound in the price of oil from 2010-13; oil exporters accordingly rebuilt fiscal
buffers. However, the plunge in the price of oil in 2014-15 weighed on their public finances, with large
deficits averaging about 3 percent of GDP over 2014-16. The ample fiscal space available prior to the
crisis has narrowed (with negative primary balance sustainability gaps), although the debt ratios remain
the lowest in the Sub-Saharan Africa region. Specifically, the sustainability gap shifted from debt-
reducing primary surpluses of 6 percent of GDP prior to the crisis (2003-08) to debt-increasing primary
deficits of 1.5 percent of GDP in 2014-16.
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Non-resource countries recorded relatively small fiscal surpluses along with high debt pre-crisis and
limited fiscal space. Consequently, the response to the crisis was weaker in these countries than in other
groups. Although there were efforts to rebuild fiscal buffers in these countries after 2009, debt has been
rising and averaged 51 percent of GDP over 2014-16, which is higher than the pre-crisis average of 45

percent of GDP. Still, debt-increasing primary deficits have gradually declined, from 2.5 percent of GDP in
2009 to 1.2 percent in 2014-16.
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Sub-Saharan Africa has the youngest population of any region of the world. The growing working-age
population represents a major opportunity to reduce poverty and increase shared prosperity. But the
region’s workforce is the least skilled in the world, constraining economic prospects. Despite economic
growth, declining poverty, and investments in skills-building, too many students in too many countries
in Sub-Saharan Africa are not acquiring the foundational skills they need to thrive and prosper in an
increasingly competitive global economy. Thus, building the skills—cognitive, socio-emotional, and
technical—of today’s workers and those of future generations will be vital for realizing the development
potential of the region.

Countries in Sub-Saharan Africa have invested heavily in skills building, with public expenditure on
education increasing sevenfold over the past 30 years. On average, education absorbs about 15 percent of
total public spending and nearly 5 percent of GDP, the largest spending ratios among developing regions.
There is of course variation across countries, in the range of about 11 to 28 percent of total government
spending, and from 2 to 15 percent of GDP. In addition to public resources, it is estimated that households
contribute around 25 percent of the total national education expenditure.

More children are in school today than ever. Over the past half-century, primary completion rates have
more than doubled, while completion of lower secondary has increased more than fivefold. Still, almost
one in every three children fails to complete primary school. In most countries, far less than 50 percent
of all children complete lower secondary education (the equivalent of middle school in some countries),
and under 10 percent make it to higher education. Although gender gaps in both primary and
secondary school have narrowed in most African nations, there remain significantly more girls than boys
out of school. In some countries, there are fewer than three girls for every four boys.

For children in school, learning outcomes have been persistently poor, leading to huge gaps in basic
cognitive skills—literacy and numeracy—among children, young people, and adults. The literacy rates of
the adult population are below 50 percent in many countries, and functional literacy and numeracy are
lower. Even at recent rates of progress, in the decades to come, the region will continue to fall behind
other regions in the world in educational attainment at all levels. In addition, child stunting rates remain
stubbornly high, leading to adverse impacts on all future skill investments.

Countries’skill-building efforts must strive to make spending smarter, to ensure greater efficiency and
better outcomes. But smart investing in skills is more difficult than it looks. Sub-Saharan African countries
face two difficult choices in balancing their skills portfolios: striking the right balance between overall
productivity growth and inclusion, on the one hand, and investing in the skills of the workforces of today
and tomorrow, on the other hand. In both cases, these choices are particularly salient with the use of
public resources for skills investments.

1 This section draws heavily on the forthcoming study, “The Skills Balancing Act in Sub-Saharan Africa: Investing in Skills for Productivity, Inclusion, and Adaptability," by Omar Arias, Indhira
Santos, and David K. Evans.
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One skill investment that results in both growth and inclusion is investment in strong foundational
skills for all. Sub-Saharan African countries can close significant gaps in education and training if they
prioritize universal foundational skills, by tackling child stunting and building the literacy, numeracy,
and socio-emotional skills of children, youths, and adults. This strategy requires focusing on investments
in the early years and inputs that matter most for education quality, specifically investing in effective
teaching, not merely hiring more teachers or building more buildings. It requires training that draws

on the latest evidence, and creating incentives for the best to become teachers. Particular attention
must be paid to ensuring equal access to quality services for the poor and to closing gender gaps,
especially in high-inequality contexts. It also requires supporting youth and adults who have missed
out on foundational skills. Such support would include interventions that build basic literacy and socio-
emotional skills among those employed in farm and nonfarm rural activities and low-productivity
urban self-employment. The expansion of basic education in the region calls for renewed public-private
partnerships (PPPs), with a strong regulatory role for the state.

In skills training, countries must be selective and ruthlessly demand-driven. For productivity growth,
support should target demand-driven technical and vocational education and training (TVET), higher
education, entrepreneurship, and business training programs tied to catalytic sectors. Such support
should incentivize more on-the-job training, especially in smaller firms. Special attention should be paid to
science, technology, engineering, and mathematics (STEM) fields, focusing on the transfer and adoption
of technology in economies with an enabling policy environment for these skills investments to pay
off. Economic inclusion requires investing in labor market training programs focused on disadvantaged
youths, and improving the skills of workers in low-productivity activities in urban areas (for example,
through informal apprenticeships) and rural areas (for example, in comprehensive livelihood programs
and agricultural extension services). For adaptability, reforms should be introduced in secondary and
tertiary education to delay the tracking of students into technical education and vocational streams, at
least until the upper secondary level. In addition, education systems should create effective pathways
between academic and technical tracks, and introduce more active and work-based learning practices.

In designing and implementing this skills agenda, countries should engage multiple actors. Families can
invest in and nurture children’s cognitive and socio-emotional development through quality care and
parenting, and by engaging with schools to hold them accountable for effective service delivery. The
private sector can participate effectively in the provision of services to enhance access and quality, invest
in on-the-job training, work with education and training providers to ensure programs are aligned with
their needs, and engage in national social dialogue to prioritize skills development and reforms, to create
a policy-enabling environment for skills investments to pay off.

Achieving significant progress in building skills is possible in Sub-Saharan Africa. But achieving this
progress will require enacting systemwide change. Small-scale programs and local reforms often fail to
achieve the desired impacts at scale. Achieving more equitable access, quality, relevance, and efficiency
in skills building cannot hinge on just scaling up “best practices There is need to pay attention to the
governance environment in which skills programs take place. Multiple agencies at the central and

local levels are involved in skills development strategies. Skills are “everyone’s problem, but no one’s
responsibility.” Lack of coordination and weak capacity can result in inefficiencies, duplication of efforts,
or, perhaps worse, lack of attention to important issues. Therefore, to achieve broad and sustained results,
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policies and reforms need to tackle the politics of policies, build capacity for evidence-based policies, and
create the incentives to align the behaviors of all stakeholders to pursue national skills development goals.

In their policy choices, countries will face trade-offs—often stark ones—that will have distributional impacts
and a bearing on their development path. This is the core of the skills balancing act in Sub-Saharan Africa.

In the past 20 years, decades after independence and recovery from conflict in several countries, Sub-
Saharan African countries have grown rapidly, reduced the incidence of poverty, and boosted access to
education. The region has lifted millions out of poverty and put an unprecedented number of children
through school. More than two-thirds of children now complete primary school, up from just over half
in 1990, and completion of lower secondary has nearly doubled in the same period. In several countries,
access to tertiary education has begun to expand. The region increased its public expenditure on
education sevenfold between 1984 and 2014.

Thus, Sub-Saharan Africa is on the right track in its focus on education. But the region’s workforce is the
least skilled in the world. The region must overcome its skills crisis to accelerate its social and economic
transformation in the next 20 years and to benefit from its demographics. Sub-Saharan Africa has the
youngest population of any region of the world: 43 percent of the population is under 15 years of age
and about 60 percent of the population is under the age of 25 (United Nations 2017). A large and fast-
growing workforce provides a major opportunity to speed up economic transformation, boost growth,
and increase prosperity. To realize this opportunity, the region will need to make strategic and smart
investments in the early years and in education and training to address the skills crisis.

Despite progress, in half the countries of Sub-Saharan Africa, fewer than two in every three children
complete primary school. In most countries, far less than 50 percent complete lower secondary
education and under 10 percent go on to higher education. Learning outcomes have been so poor for
so long that a learning crisis has led to huge gaps in basic cognitive skills (literacy and numeracy) among
children, youth, and adults out of school, with important gender gaps. To overcome this crisis, countries
need smart investments to continue expanding the access to and quality and relevance of skills building.
This is vital if the region is to avoid the fate of remaining the least skilled region in the world 20 years
from now, blunting its competitive edge and its chances to take advantage of the demographic window

of opportunity for most countries in the region.

The challenge of skills development in Sub-Saharan Africa historically shares many similarities with
other regions of the world. The region needs to invest appropriately in the skills of today’s children to
reap the demographic dividend. Meanwhile, the region must invest in the skills of youths and adults, to
spur economic growth and an economic transformation from agrarian to industrial and service-based
economies. To achieve these challenges, countries in the region will need to overcome significant
institutional weakness in the skills-building system.

At the same time, in important ways, the skills development challenge in Sub-Saharan Africa is unique.
Countries are undergoing economic transformation while facing a more challenging environment than
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other regions of the world faced at similar stages of development in the 19th and 20th centuries. The
region needs to build skills from the bottom up at a time of stiff economic competition. The workforce—
today’s and tomorrow’s—needs a wider set of foundational cognitive and socio-emotional and technical
skills, in a radically more demanding world that puts a premium on the adaptability of individuals and
systems. At the same time, countries are pressed to meet the mounting aspirations of their youth. When
young people are denied opportunities for a better future, the unskilled, discontented, and disconnected
are easy prey for those seeking to spread anger, fear, and radicalization.

Although there are challenges, Sub-Saharan African countries also have opportunities to invest smarter and
make rapid progress in building skills. Countries can apply the expanding body of rigorous evidence on what
can work in skills building; they can leverage the use of new technologies and social programs, such as cash
transfers for service delivery in more urban societies; and, finally, the region can tap the opportunities from
regional cooperation to achieve farther-reaching progress with economies of scale and lower costs.

The portfolio of potential investments that countries in the region can make includes the following: (i)
accelerating overall productivity growth (prosperous economies), (i) promoting economic inclusion
(inclusive societies), and (iii) ensuring the adaptability of the workforce in the 21st century (resilient

economies and individuals). But countries in the region face hard choices to realize this potential.

A smart skills development strategy requires figuring out which skills are needed, for what, who needs
them, and how they can be developed at the right time and in the right way. Figure 3.1 illustrates a
framework aimed at guiding skills priorities for education and training policies and investments in the

region. The figure encapsulates three main guiding principles.

First, skills investments need to reckon with two main potential trade-offs. The first potential trade-
off is between investments in skills with greater potential to maximize economywide productivity
gains—such as technical skills for economic activities with high-growth potential that can catalyze
economic transformation through productive resource reallocation and tapping new technologies—
and investments in skills aimed at economic inclusion, such as skills for improving livelihoods and
earnings opportunities, especially for the poor. The second potential trade-off is between investments
that cater to the needs of the skills gaps of the out-of-school young and adult population for today’s
largely agrarian and self-employment-based economies, and investing in the skills of future cohorts of
workers for tomorrow’s transforming economies, to ensure their adaptability and resilience to navigate
employment changes in their working lives and the fast-changing world of work.

Second, a balanced skills portfolio requires investing cost-effectively over the lifecycle in the multiplicity of
skills needed in modernizing economies. These include, broadly: (i) foundational cognitive skills (for example,
literacy and numeracy), (i) foundational socio-emotional skills (for example, to manage one’s self and relate
with others, such as self-regulation, perseverance, curiosity, empathy, and tolerance), and (iii) technical or
Jjob-specific skills (for example, vocational and professional qualifications, and digital and management skills).

46

AFRICA’'S PULSE



These skills are important for new
cohorts of workers—those of school FIGURE 3.1: Policy Framework for Skills Policy Priorities in Sub-Saharan Africa
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dependent process. For families
who are unable to engage in
human capital formation at the
right time, the prime opportunity is gone. Investments in the early years are crucial, because this is when
neural connections flourish and are pruned and solidified.

Cognitive and socio-emotional development are highly influenced by maternal and child health and
nutrition, especially during the first 1,000 days of life, and the quality of nurturing environments during
infancy and childhood. Although basic cognitive skills are well set by the teen years, schooling can
provide subject knowledge and tools that enhance these abilities, as well as socio-emotional skills that
remain malleable through adolescence and the early adult years. Foundational skills determine a person’s
“readiness to learn”in basic education, post-secondary schooling, training, and on the job. Although it is
more cost-effective to invest earlier, brain plasticity and malleability through adulthood mean that later
investments can remedy foundational skills gaps among the current stock of workers. This is especially
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important for the most vulnerable individuals, who fall out of the education system and miss critical
foundational skills acquisition. These investments can in turn bring positive intergenerational effects; that
is, literate mothers are more likely to raise healthier children with stronger foundational skills.

The third guiding principle is that, in order to provide the right skills, at the right time, and in the right
way, education and training systems need to ensure equity, quality, and efficiency. Investments and
policy reforms need to provide wide access to opportunities for skills acquisition (equitable access),
learning that builds skills to meet labor market demand (quality and relevance), and value for money in
the financing and provision of education and training, to minimize waste of resources (efficiency).

Armed with these guiding principles, countries need to rally multiple actors in skills development. A
coalition of investors—families, government, and the private sector, including employers and private
providers of training—is vital to make the most of investments in the early years, education, and training.
The members of the coalition have distinctive and complementary roles. Families can actively invest and
nurture children’s cognitive and socio-emotional development through quality prenatal and child care
and parenting, and by engaging with schools to hold them accountable for effective service delivery. The
private sector can participate effectively in service provision, to enhance access and quality; invest in on-
the-job-training to build skills on the job; engage with education and training providers, to ensure that
programs are aligned with the sector’s needs; and engage in national social dialogue to prioritize skills
development and reforms to create a policy-enabling environment for skills investments to pay off.

The public sector has a crucial role in ensuring equity and addressing market and coordination failures.
It does this through investments and complementary policies that ensure individuals' readiness
(foundational skills), opportunities, and incentives for skills acquisition. That is, the public sector
should ensure equality of opportunities and the environment to materialize the rate of return on skills
investments (public and private). This role includes tackling the political economy of reforms, fostering
cooperation, commitment and coordination of stakeholders through strategic leadership, social
dialogue, and adequate incentives.

Four questions encapsulate the main policy issues around investments in skills in Sub-Saharan Africa:

- Are investments in skills meeting the needs of the economies of today and tomorrow?
- Is current skills development built on a solid foundation?

- Is there a good case for investing in the skills of out-of-school youth and adults?

- Are countries in the region investing adequate resources in skills?

In answering these questions, governments in Sub-Saharan Africa face a difficult balancing act in making
hard choices among pressing and competing skills investments. To manage the trade-offs, priorities
should be tailored to country context, particularly the skill levels, state of economic transformation, and
policy environment, to enable skills investments to pay off. This is a matter of relative allocation of scarce
public resources.
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Question 1. Are investments in skills in Sub-Saharan Africa meeting the needs of the economies

of today and tomorrow?

The short answer: often not, for three reasons.

The first reason is that, in most countries, the formal education and training system largely caters to wage

employment in the very small formal sector. To be sure, a key role of skills investments in the region is to

meet the skills needs for catalytic sectors that will enable economic transformation. This is vital for Sub-

Saharan Africa to move workers from low-productivity sectors, like subsistence agriculture, into higher-value

jobs, including modern agriculture.
High-skilled jobs in leading economic
activities not only raise earnings, but
also create additional jobs indirectly.
However, skills investments need

to reckon with the reality of today’s
economies, which rely heavily on
subsistence agriculture and informal
employment—mostly self-employment
and in small firms in the services
sector—to provide jobs and livelihoods.
Skills policies need to help improve

the earnings and livelihoods of the
large population that will likely remain
in agriculture and informal jobs for
decades to come.

On average, across countries in Sub-
Saharan Africa, eight of every 10 jobs

is in agriculture or nonfarm household
enterprises, most often in services. In
some countries, such as South Africa
and progressively in others, including
The Gambia and Ghana, manufacturing
and services are more important
sources of jobs. However, as shown in
figure 3.2, the movement of labor out
of agriculture in most of Sub-Saharan
Africa has been slower than in the rest
of the world, and projections show that
even in optimistic scenarios, the share of
nonwage informal employment is likely
to change very slowly.? Most of these
are low-productivity jobs that provide
low earnings.

2 Foxetal (2017).

FIGURE 3.2: Sectoral Share of Employment and Its Historical Evolution  Despite an
ongoing structural
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Firms increasingly
rate workforce skills
as a constraint.

Yet, this is not the objective for which (formal) education and training systems in the region prepare workers.
Agricultural extension programs that incorporate skills training often do not pay attention to remedying
deficits in the foundational (basic literacy, numeracy, and socio-emotional) skills of farmers. This is found
despite the evidence that these skills are at least as important as technical skills for the adoption of new
technologies and more productive agricultural practices. Entrepreneurship education in secondary schooling
is nascent, although programs such as Educate! in Rwanda and Uganda can be a model in this area. Training
programs for the self-employed remain limited in scope and with significant design and implementation
issues. Recent innovations in programs that combine multiple skills training with cash show promise.

Formal and informal apprenticeships are yet to achieve their potential. Ongoing reforms in apprenticeship
frameworks in many countries in the region recognize this situation, and are aiming to expand access

to these opportunities by providing more incentives to the private sector to take on apprentices,
strengthening partnerships with employers (including in the management of such schemes),
complementing on-the-job training with classroom training (including in foundational skills), more clearly
recognizing the skills gained, and combining apprenticeships with more comprehensive support that aids
the transition to higher-productivity self-employment or wage work.

The second reason why investments are not meeting the needs of economies is that there are signs of
misalignment in programs that invest in skills for the small formal sector. As countries in the region grow
richer over time, firms are increasingly reporting that skills are a constraint to their growth and productivity
(figure 3.3). In many countries, that constraint is felt most strongly in firms with at least 20 employees, exactly
those firms that are generating employment in growing economies. Productive and export-oriented firms are
feeling the pinch from a shortage of skills the most. As documented by Perotti (2017), skills are also becoming
more binding, as other constraints to firms’ operations, particularly access to finance, are addressed. Moreover,
as in many other developing economies, employers in the region are increasingly requiring workers to have

a multiplicity of skills, including literacy, numeracy, and socio-emotional skills, as well as technical skills. For
example, more than half of the formal and informal, large and small firms surveyed as part of the School to
Work Transition surveys in Benin, Liberia, Malawi, and Zambia reported that technical, interpersonal, and
higher-order cognitive skills (problem solving, decision making) are very or extremely important for them.

FIGURE 3.3: Workforce Skills as a Constraint in Sub-Saharan Africa
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Although some degree of skills mismatch is natural and unavoidable in any growing and restructuring
economy, many graduates from technical, vocational, and general education pursue fields for which
there is weak labor demand. Although average returns to education, especially higher education, are
high and, in some cases, increasing, there is a lot of variation across and within fields of study. Often,
investments in TVET or higher education do not pay off for many students (figure 3.4). Tellingly, TVET
does seem to pay off for those students with the weakest prospects in the labor market and the slimmest
chances of reaching the high-quality universities for which returns to education are the highest.
Although TVET can help in the school-to-work transition and confers a positive earnings premium on
average, there is also a lot of variation across students, fields, and institutions. This variation in returns to
post-secondary education may result from students’lack of readiness (due to weak foundational skills), as
well as the low quality and misalignment with labor market needs of technical and vocational education
at the upper secondary and tertiary levels. Just above a quarter of the region’s university students are
enrolled in programs in the applied sciences, engineering, and technology, with a lower fraction among
women. The region has only 92 scientific researchers per million people, compared with the global
average of more than 1,000.

FIGURE 3.4: TVET and Higher Education

a. Ghana: vocational and technical education b. Kenya: vocational and technical education
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At a deeper level, these gaps stem from institutional weaknesses in the service delivery system of tertiary
education. TVET and higher education often have poor links to labor demand, lack diverse pathways

that can allow students to build skills cumulatively, and have financing and accountability mechanisms
that are not tied to results. Figure 3.5 shows how a subset of countries in the region (Burundi, Cameroon,
Chad, Tanzania, and Uganda) scores in internationally comparable institutional assessments of formal
workforce development systems (comprised mostly of TVET, but also labor market programs, for
example). The region often lags other developing regions and high-performing countries in the early
stages of development of their TVET systems. Similar institutional weaknesses pervade higher education.

The third reason why investments are not meeting the needs of economies is that Sub-Saharan Africa
needs to tackle these gaps in skills development while also bracing for the impacts of key global and
regional mega-trends that are bound to change the world of work. Countries in Sub-Saharan Africa, like

Technical and FIGURE 3.5: Workforce development performance across specific policy goals, by selected countries
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the rest of the world, face three mega-trends that are reshaping the global economy, rapidly changing
the demand for skills, and posing opportunities and challenges for skills policies: population shifts, global
integration, and technological change (with the ensuing shrinking role of manufacturing as a source of
employment and a force of economic transformation).

The first trend pertains to population shifts. Most countries in Sub-Saharan Africa are entering or have
entered the demographic transition with the “dependency ratio” (the fraction of the population that

is too young or too old to work) declining and giving rise to the potential “demographic dividend”
Changes in fertility in most of the region are favorable to human capital accumulation. In almost every
country today, fertility rates are falling and families are having fewer children. This can free up resources,
as the workforce grows faster than the dependent population, raising per capita incomes and the
capacity of families to invest in the skills of their offspring. This demographic dividend is accompanied
by urbanization. Across the region, more than one-third of the population already lives in urban areas,
facilitating service delivery (figure 3.6). Altogether, there are potentially more resources to invest in

the early years and quality education for children, as well as lower costs of making these investments.
Demographic forces offer many countries in the region a unique “window of opportunity”to harness the
potential of a significant increase in their nation’s young population to generate greater productivity,
increase prosperity, and reduce poverty. Although the demographic transition in Southern African
countries is more advanced, they still have a decade or so to take advantage of the heightened potential
payoff to skills investments during the transition. At the same time, countries in the region will need to
secure the resources to expand the supply of basic education and secondary schools, to ensure access to
quality schooling for the growing size of the student population.

The second trend is the increasingly interconnected nature of the global economy. Production in
manufacturing and services takes place in interlocked global value chains, in which China and other East
Asian economies have managed to capture the lion’s share of investments in export-oriented industries.
This trend goes hand in hand with increased economic competition.

Finally, the third trend is the impact of digital technologies and robots, and the ensuing rapidly changing
world of work. New technologies risk destroying more jobs than they create, at least in the near term.
Africa is not immune to the impact of automation. We are already seeing automation of routine tasks

in employment in developing economies. The recent World Development Report, Digital Dividends,
estimates that—from a technological standpoint— in countries like Nigeria and South Africa, over

40 percent of today's jobs may be at risk of being significantly transformed or altogether replaced by
digital technologies over the next two to three decades. Even if automation does not directly lead to the
destruction of routine jobs in Sub-Saharan Africa, many of these jobs may first disappear in countries
like China before economies in the region can capture the related industries through lower labor costs.
Moreover, just as critically, even when jobs are not destroyed, these technologies change the types of
skills that are needed at work.

These last two trends combined bring about the challenge of premature de-industrialization. As shown
in figure 3.6, panel a, drawing on the work of Rodrik (2015), over the past couple decades, there has been
a shrinking role for manufacturing as a force of transformation to pull labor from agriculture in the region.
Increasingly, the engine for transformation and job creation comes from services, often from informal
self-employment and micro-enterprises. There will be limited jobs in the formal sector, especially in
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SSAis urbanizing
fast, although slightly
below the pace of
other regions.

SSA faces a shrinking
role of manufacturing
as an engine of

job creation and
transformation.

FIGURE 3.6: Mega-Trends and Skills Demand, by Region and Country Groups
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manufacturing, over
the decades to come.
More individuals will
need to be prepared to
create their own jobs.

Policy makers should
include these regional
mega-trends when
establishing priorities
to manage the
trade-offs in skills
investments. First, the
trends will raise the
educational and social
mobility aspirations
of families and
individuals, especially
youth. Second, the
trends will change
the types of skills

that are in demand.
Demand for high-level
nonroutine cognitive
and socio-emotional
skills will grow; the
skills required for
many routine low- and
medium-skill jobs

will fall. And third, the
trends will accelerate
the speed of change
and put a premium
on the adaptability

of individuals and
systems.

At the same time,
these changes bring
opportunities for

countries to step up progress in skills formation. As countries go through the demographic transition, the

share of younger people in the working-age population will rise faster, and older and less educated workers

can be replaced with younger workers at a faster pace. Most countries have only recently set out on this path

and can still reap most of these benefits. Furthermore, countries in the region can apply the expanding body
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of rigorous evidence on what can work in skills building and learn from others’successes and failures. They
can leverage the use of new technologies and the advantages of service delivery in more urban societies, as
well as a wider net of social programs, such as cash transfers. Developing countries have reached a higher
life expectancy than today’s developed countries reached at comparable stages of development, thanks to
improvements in health technology, such as vaccinations and antibiotics (Deaton 2013). Recent applications
of new technologies hold the promise to extend the significant gains in school enrollment to learning
outcomes. And finally, the region can tap the opportunities from regional cooperation and approaches to
common problems to achieve farther-reaching progress with economies of scale and lower costs.

Patience is required, since skills investments, especially in new cohorts, have a long maturity and take
time to bear fruit. It will take nearly two decades for skills investments in today’s children to translate into
a more productive labor force and improvements in national and family incomes. Because of past slow
progress, in many countries, up to 30 percent of prime-age and older adults failed to acquire a minimum
set of foundational skills. This situation puts those heading families at higher risk of poverty, which then
hinders the opportunities of their children. These families would have to wait a decade or more before
any schooling bequests to their young children can lift family incomes significantly. In many countries,
the demographic window of opportunity is opening; in others, it has been open for some time. For
some, that window is closing. Given the importance that governments, employers, and families in the
region place on education and training, this is not an opportunity to be missed.

Question 2. Is skills development built on a solid foundation in Sub-Saharan Africa?
In most countries in Sub-Saharan Africa, it is not, for several reasons.

In recent decades, the region has made big strides in enrollment in basic (especially primary) education,
which should be celebrated. In 1990, about half of the children in Sub-Saharan Africa did not go to
school. By 2015, that figure had fallen to less than a third. In the majority of countries, over 80 percent

of primary-age children are enrolled in school today. Burundi is a standout performer, which more than
doubled the proportion of primary-age children enrolled in school, from less than 41 percent in 2000

to 96 percent in 2014. Niger, Mozambique, Guinea, and Burkina Faso boosted their primary enrollment
ratios by 30 to 36 percentage points; Zambia, Mali, Ghana, Senegal, and Lesotho managed an increase of
about 22 to 26 percentage points (UIS 2017).

Yet, access to basic education remains incomplete. Inequities in access to education persist among
children across demographic and socioeconomic groups and regions within countries. Although the
number of out-of-school children in the region has fallen over the past couple decades, 31 million
primary-age children and nearly 57 million adolescents and youth of secondary-school age, many of
them girls, were not attending school in 2014 (UNESCO 2016). Although more than eight of every 10
primary-school-age children were enrolled in school, only two of every three adolescents were enrolled
in lower secondary. In Nigeria, the region’s most populous country, nearly 9 million children are not
attending school; many of them live in the conflict-affected northeast region.

Thus, the important goal of universal basic education remains elusive. Overall, about 55 percent of
children complete primary education and less than one in three children complete lower secondary
education. The overall rate of completion of primary is much lower than in Latin America and the
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Caribbean, Asia-Pacific, and other regions. There is significant variation within the Africa region, of
course. Countries like Botswana, Cabo Verde, Ghana, Kenya, the Seychelles, and South Africa are close to
achieving universal completion of primary education. But in Burundi, Niger, Mozambique, Guinea, and
Burkina Faso—the countries with the greatest recent progress in enrollment—fewer than 50 percent of
the students complete primary education.

The low rate of school completion stems from a combination of inadequate physical access, repetition,
family income constraints, and social norms biased against girls. In several countries, many children still
lack adequate access to primary school. Many still live too far from schools. In Lesotho, Malawi, Mali, and
Rwanda, half or more of the children live more than 2 kilometers from the nearest primary school and
must walk at least a half hour. The currently recommended norm is a maximum distance of 1 km or 15
minutes. High repetition rates persist in primary school, and often extend to higher grades. In countries
like Benin, Burundi, Cote d'lvoire, Lesotho, Rwanda, and Togo, 15 to more than 25 percent of children
repeat a grade in primary school. Although the vast majority of African nations offer primary education
without formal tuition fees in compulsory basic education, the region still has the highest number

of countries that charge fees, such as Guinea, Somalia, South Africa, Zambia, and Zimbabwe. These,
together with other indirect costs (for books, uniforms, and so forth), can amount to a significant burden
for the poorest families. Finally, enrollment figures mask significant numbers of over-age students, an
important factor that is linked to leaving school, especially at the lower and upper secondary education
levels, due to a combination of late entry to school and repetition. UNESCO (2016) estimates that the
region has the countries with the highest proportions of over-age primary school students, with more
than one-third of the students being over-age. Across the region, early marriage, teenage pregnancy,
and other social norms lead to early school leaving by many girls.

Secondary enrollment and completion rates are still low, particularly among girls, although growing.

By 2014, overall only 40 percent of youth in the region were enrolled in upper secondary school (the
equivalent of high school in many countries) and only 15 percent completed it. Growing primary
completion rates and population growth have been increasing demand for secondary education across
the continent. The pressure is mounting. Between 1990 and 2010, the cohort of children ages 5 to 14
years grew by 65 percent in the region. Countries will need to ramp up construction of new secondary
schools and assure they are well staffed and resourced. Gender disparities in secondary schooling remain
widespread; for example, most countries have not yet achieved gender parity. For instance, in the Central
African Republic and Chad, both recently affected by conflict and violence, nearly half as many girls as
boys were enrolled in secondary school in 2012; in Lesotho, only 71 boys were enrolled for every 100 girls.

Sub-Saharan Africa’'s advances have not been rapid enough to keep up with global progress on
educational attainment, particularly that in other developing countries. The desirable educational
attainment structure resembles a diamond, with a majority of the population completing basic and high
school education and building foundational skills, and a fraction of the population reaching tertiary
(university or tertiary TVET) education that will increase progressively as countries become richer. As
shown in figure 3.7, this is what we see today in most countries in East Asia and Pacific, a region that
looked like Sub-Saharan Africa in 1950. Despite recent progress, today Sub-Saharan Africa still has an
education pyramid with a wide base of low-educated adult population.
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FIGURE 3.7: Evolution of Educational Pyramids in Sub-Saharan Africa and Other Regions Despite recent
progress, Sub-
Saharan Africa still
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Sub-Saharan Africa,
as a region, will
continue to diverge
from other regions
in human capital
accumulation.

Sub-Saharan Africa risks falling even further behind in educational attainment in the decades to come.
Under current trends, UNESCO (2016) projects that by 2030, about three of every four children will
complete the full cycle of primary education; six in 10 will complete lower secondary; and four in 10
will finish upper secondary. UNESCO projects that only eight countries in the region would achieve
universal lower secondary completion by 2030 if they expanded at the fastest rate of progress ever
observed in the region. This projection suggests that the speed in education progress required to meet
the Sustainable Development Goal target of universal foundational skills would be unprecedented.
Worryingly, with recent rates of progress in education, the region would continue to diverge from Asia
and Latin America over the next couple of decades in the completion rates of primary, secondary, and
tertiary education of the adult population (figure 3.8).

FIGURE 3.8: Human Capital Accumulation, by Region
(projected gap in the percentage of adult population (25+) in SSA compared with other regions)

a. Some secondary education b. Some tertiary education
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secondary school, or reach at least some tertiary education. The gaps are based on simple averages across countries (not population weighted). Asia and Pacific
includes South Asia, East Asia, and Pacific. LAC = Latin America and the Caribbean; SSA = Sub-Saharan Africa.

There is considerable variation across countries in the region. Well-performing countries, such as Ghana
and South Africa, have an educational structure today that is beginning to resemble that of East Asian
economies. In contrast, in countries like Niger and Mali, around 70 percent of young adults ages 20 to 24
have no formal education.

Moreover, even when countries succeed in enrolling more children and keeping them in school, most fail

to acquire even the most basic foundational skills. As children reach the end of basic education, more than
half cannot carry out basic reading or math tasks. According to recent student assessments, more than half
of the second-grade students in Zambia, Mali, Uganda, Ghana, and Malawi cannot read a single word. This
finding compares with just one in 10 in Jordan, a third in Morocco, and less than four in 10 in Nepal. Kenyan
children ages 7 years and younger in the northeast (one of the poorest regions) are eight times more likely to
be unable to read letters than their peers in Nairobi. Even countries like Botswana, Ghana, and South Africa
perform worse than all other participating countries in international student assessments (such as the Trends
in International Mathematics and Science Study). When adults in Ghana and Kenya recently participated in
the World Bank Skills Towards Employability and Productivity surveys, which measure the functional literacy
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skills of urban adults, they performed far worse than adults in other developing countries. In Kenya, less
than 1 percent of tertiary-educated adults who completed the reading skills test achieved levels 4 or 5 in
proficiency (for example, synthetizing or integrating information from multiple texts). More than a quarter
were at level 1 or below, meaning that they cannot enter personal information into a document or identify a
single piece of information from a simple text, even when it appears identically in the text.

These deficits in basic foundational skills start very early in life. Chronic malnutrition (stunting) rates

in many countries hinder readiness to learn even before children enter the education system. Across
the region, more than a third of children under age 5 years are stunted. The prevalence of under-5
child stunting is significantly higher in low-income and fragile states on the continent, reaching nearly
40 percent. Even in upper-middle-income countries, the child stunting rate is just under 25 percent,
still dramatically high (figure 3.9, panel a). Stunting is associated with lower levels of schooling,
cognitive ability, and earnings later in life. Furthermore, access to preschool and other early childhood
development services is low and highly unequal. As a result, by age 5, children from better-off families
are twice as likely to demonstrate certain cognitive skills than those from poor families. Nevertheless,
some countries in the region are among the most successful countries in the world in having made
significant progress in reducing stunting. Kenya reduced its stunting rate from 40 to 26 percent (more
than a one-third reduction) over 15 years; Ethiopia lowered it by over 10 percentage points in a decade.
Malawi, Senegal, and Tanzania also made progress, albeit at a slower pace (figure 3.9, panel b).

The gaps in investments in the early years are compounded by the low quality of schooling in basic
education, as revealed by teacher absenteeism and deficiencies in subject knowledge. Effective
teaching—the most critical determinant of learning—is lacking in many countries in the region. Data
from the Service Delivery Indicators program, based on nationally representative surveys of primary
schools in Kenya, Mozambique, Nigeria, Togo, Uganda, and Tanzania, reveal that too many teachers do not
even show up to schools, and, even if they do, too many are unprepared and lack the proper support. On
average, across the seven countries, teachers were absent from the classroom—when a visitor appeared
unannounced to check during class time—over 40 percent of the time. In Mozambique, when time lost
within a lesson is also taken into account, students experienced an average of just 1 hour and 40 minutes
of daily effective teaching time. Moreover, in recent tests of teachers in these countries, on average one

in every three teachers failed to demonstrate the minimum knowledge of the math content they are
required to teach, reaching as low as 50 percent in some countries. Even in South Africa, a study found
that nearly 80 percent of grade 6 math teachers did not have a complete understanding of the sixth grade
math curriculum. Because teachers remain in the workforce for many years, updating knowledge and skills
requires time as well as upgrading the skills of new and ongoing teachers.

The Service Delivery Indicators data from classroom observations also reveal weaknesses in the
pedagogical approaches deployed in teacher instruction. Across countries, around 30 percent of classroom
time was spent writing on the blackboard or lecturing or reading to students; 30 percent was devoted

to interacting with students; another 22 percent was spent asking students questions and listening

to responses; and 6 percent was devoted to testing. Most of the questions elicited students to recite
memorized information. Only 43 percent of teachers summarized the lesson at the end of class. About six
of every 10 teachers used positive reinforcement (like smiling at students) and three in 10 used negative
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Some African
countries are among
the most successful
countries in the
world in reducing
stunting. Kenya
reduced its stunting
rate from 40% to
26% over 15 years;
Ethiopia, Malawi,
Senegal, and
Tanzania also made
important progress.

FIGURE 3.9: Child Stunting Rates in Sub-Saharan Africa
(% children under-5 who are stunted)

a. Child Stunting Rates, by Country Group
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However, in most systems, teachers are neither held accountable for poor performance nor rewarded
for good performance, including recognition and the opportunity to mentor others. The failures of
educational systems to provide support and incentives for teachers are likely proximate causes of the
failure of schools in the region to deliver the levels of learning that are necessary for children to acquire
strong foundational skills.

Not surprisingly, the huge gaps in early childhood development and learning in basic education
hinder equitable access and readiness to post-secondary skills acquisition. In many countries, students
are tracked too early (in lower secondary) to a vocational track and miss the opportunity to acquire
the foundational skills needed to navigate their lives in a rapidly changing world of work. Youth from
disadvantaged families, particularly with low-educated parents, face low chances to pursue tertiary
education, especially at the university level. In addition, even among those who make the transition
to higher education, their performance is severely hindered by weak foundational skills. For instance,
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a study of South African high school graduates finds that those who do worse on the final high school
graduation test have lower chances of progressing to university and, even if they do, are more likely
to drop out before completing university (Van Broekhuizen 2016). Weak foundational skills hinder
access and success in the STEM fields, applied sciences, and pedagogical schools, from which the next
generation of engineers, doctors, and better-prepared teachers will emerge.

Again, skills beget skills. Those skills developed early in life are the foundation for the development
of other skills throughout life. Solid foundational skills—literacy, numeracy, and socio-emotional—
determine a child’s readiness to learn throughout education and into adult life. Only by ensuring
that everyone—rich or poor, girl or boy, from the capital city or a rural area—has this foundation can
inequalities throughout the education and training system be effectively addressed.

Question 3. Is there a good case for investing in the skills of out-of-school youth and adults
in Sub-Saharan Africa?

Yes, although, since programs aimed to improve the skills of this population have a mixed record of
impacts, these investments need to be carefully crafted, cost-effective, and well leveraged. There are two
main reasons why countries in the region cannot afford not to invest smartly in out-of-school young and
older adults.

First, because of the legacy of low access and poor quality of basic education, the basic skills deficit
among out-of-school youth and adults is too large to be ignored. According to UNESCO (2015), over
two-thirds of the working-age population in Sub-Saharan Africa has left the formal education system
without completing primary education. In 2008, about 40 percent of adults, more than 160 million, and
50 percent of adult women were illiterate, defined as being unable to read or write in any language.
Literacy rates in the region are much more varied, ranging from less than 50 percent (West and Central
Africa) to over 90 percent (South Africa). The functional literacy rate—that is, the ability to apply literacy
skills to tasks at work and daily life—is likely to be even lower, as suggested by available data from
functional literacy assessments in countries like Ghana and Kenya. In any case, this is too large a stock
of unskilled workers, many of whom still have long working lives ahead because they never entered
school or dropped out of the school system very early. Moreover, given that it will take time to improve
child development outcomes, the rates of completion, and the quality of basic and upper secondary
education, the relative size of the pool of youth and adults who missed out on acquiring basic skills will
shrink gradually at best over the next couple of decades.

The second reason to invest in out-of-school young and older adults is because there can be important
economic and social benefits to investments in their foundational and technical skills. These skills can
improve livelihoods, enable mobility out of low-productivity jobs, improve productivity in existing jobs,
and enhance social cohesion, since jobs are more than just incomes. A recent cross-country study by
Valerio et al. (2016) finds that the returns to literacy are highest in Ghana and Kenya, the two African
countries included in the study (figure 3.10, panel a). The majority of the working population in Africa
will likely remain in agriculture and informal employment for the next couple of decades. Farmers with
stronger cognitive and socio-emotional skills (such as future orientation and persistence) have been
shown to be more likely to adopt more productive technologies in rice production in Ghana (figure 3.10,
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Cognitive skills
improve earnings
and productivity in
Sub-Saharan Africa.

FIGURE 3.10: Cognitive Skills, Earnings, and Productivity in Sub-Saharan Africa

a. Earnings premium to reading literacy b. Innovation among rural farmers in Ghana
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panel b) and tobacco, a cash export-oriented crop, in Malawi. In Kenya, these skills have been shown to
be important for productivity in maize production, and to reinforce technical skills.

Training in vocational, socio-emotional, and entrepreneurship or management skills, often bundled

with other forms of support or workplace experience, have led to such improvements in countries like
Ethiopia, Kenya, Liberia, Togo, and South Africa. Moreover, improvements in adult skills can have direct
and indirect positive effects on intergenerational human capital. Parental literacy, particularly of mothers,
and improvement in adults'incomes can enhance children’s skills development by improving child
health, early stimulation, and the learning environment at home.

Many programs that aim to build skills among youth and adults fail; those that succeed tend to have
modest impacts. The impacts of remedial adult education and training programs should be gauged
against what they are set to accomplish, which is partially redressing skill gaps that formal education
failed to provide over years. Although adults learn in many ways—through training, on the job through
informal apprenticeships, or through social interactions—remedying large deficits in foundational skills
later in life is more difficult and costly. Thus, the impacts of well-designed programs tend to be on a par

with the returns to a year of schooling (McKenzie 2017).

There are lessons, however, about how to make the most of the investments in these programs and
mitigate the trade-offs with investments in the skills of new cohorts. Skills programs for out-of-school
youth and adults can be made more cost-effective if they are designed tailored to the needs, constraints,
and incentives of the target population and the contexts of local labor markets. Programs that are paired
with social and productive inclusion or agricultural extension programs can be delivered at a lower cost
per person; the programs can also harness the power of new digital technologies in provision. The key

is to apply the lessons learned from successful and promising programs, and evaluate new programs
before scaling them up.
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Question 4. Are countries in the region investing adequate resources in skills?

For the most part, countries’levels of spending are commensurate with what they can afford and
what can be expected, but there is ample room to leverage current investments. Given that skill-
building efforts need to expand, all countries must improve the efficiency of public spending and
crowd-in more private investment. Figure 3.11 presents a comparison of average spending figures in
Sub-Saharan African countries with other developing regions.

On average, Sub-Saharan Africa already devotes significant public resources to education. This
conclusion has been reached by recent detailed analyses of public spending in the region, such

as UNESCO (2011) and Global Education Commission (2016-2017). A country’s effort on education
and the priority it gives to the sector can be gauged by the level of public education expenditure
as a percentage of total government expenditure and as a percentage of GDP. Although these are
incomplete indicators, since they fail to account for private investments in education and other
skills training by families and enterprises, the public sector plays a major role in providing education
and training services, and these measures allow international comparisons. The internationally
recommended targets are for governments to invest 15 to 20 percent of total public expenditure
and 4 to 6 percent of GDP in education. On average, countries in Sub-Saharan Africa allocate
about 15 percent of total public spending and nearly 5 percent of GDP to education, the largest
spending ratios among developing regions. There is variation across countries, with a range from
about 11 to 28 percent of total government spending and from as low as 2 to 15 percent of GDP.
Overall, countries in the region tend to prioritize a relatively large proportion of resources to
education, despite their low per capita incomes and other competing demands for infrastructure
and public services, which are also important for economic growth and well-being. In addition to
public resources, it is estimated that households contribute around 25 percent of the total national
education expenditure.?

The region had the greatest increase in spending among developing regions over the past decade.
Real public spending rose on average by about 6 percent per year; it rose by 0.7 percentage point
of GDP among countries with available data during the past decade. This expansion of education
expenditure allowed countries to maintain or even increase the expenditure per pupil while they
were expanding enrollment in basic and even tertiary education. Currently, spending per student in
basic education is commensurate with the levels of other low-income countries.

Thus, in most countries, it is unrealistic to count on an increased effort of public investment in
skills; instead, countries should seek improvements in efficiency. All countries should make the
most of current spending, by improving the targeting of resources to foundational skills and
families in greater need, and establishing stronger accountability mechanisms, such as better
financial management and reliable education management information systems to cut waste
and reduce the costs of inputs and infrastructure spending. Of great importance is to scale up
effective interventions to enable and compel teachers to spend their time teaching by tackling

3 Figure based on data from 16 countries (UNESCO 2011).
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Spending on
education in
Sub-Saharan Africa
is comparable to
that in other regions.

FIGURE 3.11A: Public Education Spending (% of GDP), by Region
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FIGURE 3.11B: Public Education Spending (% of total expenditures), by Region
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FIGURE 3.11C: Composition of Public Education Expenditures, by Region
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the systemic causes of
absenteeism. There are some
exceptions, particularly among
some natural resource—-rich
countries in the region, which
can afford and need to step up
education spending (in terms
of their GDP per capita and
overall public expenditure)
while also improving efficiency.

Moreover, there is room

for reallocations of public
education expenditure to
prioritize foundational skills
and disadvantaged groups.
Although the region already
devotes most public spending
to basic education, resources
devoted to pre-primary
education account for just
about 0.3 percent of education
spending. In countries with
high child stunting rates,
there is also a need to step

up investments in effective
interventions, such as prenatal
care and cash transfers tied to
health and nutrition services.
To create room for this
additional spending, countries
can reduce higher education
subsidies for the well-off by
implementing selective cost-
recovery, expanding student
loan programs—when the
conditions for their success
are met—and using social
impact bonds. Public spending
on post-secondary technical
and vocational education

and higher education can



be targeted to disadvantaged groups based on merit and giving greater weight to fields of study
with potentially greater externalities for growth and productivity, such as STEM and agricultural

technicians.

Finally, countries need to crowd-in private sector investments and leverage other public spending
for skills building. Workplace learning and on-the-job training are an important source of skills
formation. On average, about 30 percent of formal sector firms in Sub-Saharan Africa provide on-
the-job training, compared with 35 percent of firms in the rest of the world. The region’s firm training
incidence is comparable to that in South Asia, higher than in the Middle East and North Africa, but
lower than in Europe and Central Asia, East Asia and the Pacific, or Latin America and the Caribbean.
The percentage of firms offering training varies from 9 percent in Sudan to as high as 55 percent in
Rwanda. On-the-job training in micro and small firms, often informal, is even more challenging. The
potential reasons for the lower incidence of on-the-job training are multiple and likely vary across
countries. Improvements in infrastructure, the business environment, and governance could lead
to increases in on-the-job training. To the extent that market failures, such as firm credit constraints,
are important, there may be a role for public sector interventions aimed at incentivizing on-the-job
training, such as tax and spending incentives.

More and better skills can help create more productive, inclusive, and adaptable economies in
Sub-Saharan Africa. Guided by the previously discussed policy framework, Arias, Santos, and Evans
(forthcoming) highlight four strategic directions for policies and reforms aimed at aiding Sub-Saharan
African countries to meet the challenges of skilling up their workforces to transform their economies
while preparing for a rapidly changing world of work:

1. Set priorities for skill investments tailored to country context and policy re