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TERMS OF USE AND DISCLAIMER

The Africa Competitiveness Report 2017 (herein: “Report”)
presents information and data that were compiled and/or
collected by the World Economic Forum (all information and
data referred herein as “Data”). Data in this Report is subject to
change without notice.

The terms country and nation as used in this Report do not in

all cases refer to a territorial entity that is a state as understood
by international law and practice. The terms cover well-defined,
geographically self-contained economic areas that may not be
states but for which statistical data are maintained on a separate
and independent basis.

Although the World Economic Forum takes every reasonable
step to ensure that the Data thus compiled and/or collected

is accurately reflected in this Report, the World Economic
Forum, its agents, officers, and employees: (i) provide the Data
“as is, as available” and without warranty of any kind, either
express or implied, including, without limitation, warranties

of merchantability, fitness for a particular purpose and non-
infringement; (i) make no representations, express or implied,

as to the accuracy of the Data contained in this Report or its
suitability for any particular purpose; (i) accept no liability for any
use of the said Data or reliance placed on it, in particular, for any
interpretation, decisions, or actions based on the Data in this
Report.

Other parties may have ownership interests in some of the
Data contained in this Report. The World Economic Forum in
no way represents or warrants that it owns or controls all rights
in all Data, and the World Economic Forum will not be liable

to users for any claims brought against users by third parties

in connection with their use of any Data. The World Economic
Forum, its agents, officers, and employees do not endorse or
in any respect warrant any third-party products or services by
virtue of any Data, material, or content referred to or included in
this Report.

Users shall not infringe upon the integrity of the Data and in
particular shall refrain from any act of alteration of the Data

that intentionally affects its nature or accuracy. If the Data is
materially transformed by the user, this must be stated explicitly
along with the required source citation. For Data compiled by
parties other than the World Economic Forum, as specified in
the “Technical Notes and Sources” section of this Report, users
must refer to these parties’ terms of use, in particular concerning
the attribution, distribution, and reproduction of the Data. When
Data for which the World Economic Forum is the source (herein
“World Economic Forum Data”), as specified in the “Technical
Notes and Sources” section of this Report, is distributed or
reproduced, it must appear accurately and be attributed to the
World Economic Forum. This source attribution requirement

is attached to any use of Data, whether obtained directly from
the World Economic Forum or from a user. Users who make
World Economic Forum Data available to other users through
any type of distribution or download environment agree to make
reasonable efforts to communicate and promote compliance by
their end users with these terms.

Users who intend to sell World Economic Forum Data as part
of a database or as a standalone product must first obtain the
permission from the World Economic Forum (gcp@weforum.org).
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Preface

Akinwumi Adesina
President, African Development Bank Group

Jim Yong Kim
President, World Bank Group

Klaus Schwab
Executive Chairman, World Economic Forum

The 2017 edition of The Africa Competitiveness Report comes
out at a challenging time for the continent. In recent years,
growth in several African countries has been subdued after
more than a decade of solid expansion. The slowdown is
largely due to the protracted low commodity prices as well as
the reduced growth in emerging markets such as China, and in
advanced economies. However, this situation has also given
impetus to reforms and economic diversification. The strong
economic performance of a number of African countries
demonstrates Africa’s resilience and brings optimism about
Africa’s future growth prospects.

Looking ahead, the continent’s young and increasing
population presents an unprecedented opportunity to spur
rapid development. A growing labor force and a large and
emerging consumer market hold the promise of significant
growth opportunities. Yet challenges to reaping these potential
gains and achieving greater shared prosperity remain. Most
economies in the region still need to promote more productive
activities that generate quality employment opportunities for
their growing populations and contribute to improving the
livelihoods of African people. Africa can make this happen, and
decisions and actions taken today will determine whether
governments and the private sector in the region can meet the
growing economic and social aspirations of its population.

Published on a biennial basis, The Africa Competitiveness
Report highlights areas requiring policy action and investment
to ensure that Africa lays a solid foundation for sustained and
inclusive growth. The Report, which is the result of a long-
standing collaboration, leverages the knowledge and expertise
of the African Development Bank, the World Bank Group, and
the World Economic Forum to present a joint policy vision that
can help Africa transform its economies.

By conducting a comprehensive analysis of Africa’s most
pressing competitiveness challenges, the Report discusses the
barriers and challenges to putting Africa’s economies onto a
solid footing and helping them to achieve sustainable, broad-

based growth, taking into account rapid demographic
changes. Africa’s working-age population is expected to soar
by 450 million people, or close to 70 percent, by 2035. The
Report examines how this population growth can either help to
achieve broader shared prosperity and improve the livelihood of
African people or become a source of fragility, social tension,
and economic hardships. It does so by examining the potential
of Africa’s fast-growing youth population to catalyze economic
development through accelerating rates of job creation. It also
discusses the potential of cities to transform, strengthen, and
diversify Africa’s economies by creating more dynamic urban
manufacturing and service sectors. The Report emphasizes
the importance of ensuring that the youth of today and
tomorrow possess the skills they need to build vibrant and
inclusive economies. It further delivers detailed competitiveness
profiles for 35 African countries, and provides a comprehensive
summary of the drivers of productivity and competitiveness
within the continent.

We hope that this year’s Report will stimulate discussion
among development stakeholders to bring about sustained
growth and shared prosperity in Africa. Well-targeted
investments in physical and human capital will be key factors
that need to be further reinforced by a sound institutional
framework and an enabling business environment. Businesses
can advocate for reforms that enhance firm productivity and
engage in a dialogue with policymakers about the type of
reforms required for firms to prosper. Governments can ensure
sustained investments in infrastructure, health, and education;
provide the legal and regulatory framework for a sound
business environment for trade and investment; and, most
importantly, ensure that policies and their implementation are
consistent across time and national boundaries.

Africa’s growing young population offers the prospect of
transforming the continent. The analysis in the 2017 Africa
Competitiveness Report aims to contribute toward seizing this
opportunity for Africa’s current and future generations.
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Overview

The 2017 edition of The Africa Competitiveness Report comes
out at a transitional time for the region. Low commodity prices
and reduced growth in emerging markets and advanced
economies have contributed to slow growth in the majority of
African countries, following a decade of sustained GDP growth
(above 5 percent).! However, slower GDP growth has also given
impetus to reforms and economic diversification in some
countries. Such reforms continue to be necessary because of
the demographic changes the continent is undergoing. Africa is
expected to double its population over the next 25 years, and it is
the only region in the world where the working-age population is
projected to continue expanding beyond 2035.2 Africa is also
urbanizing rapidly, and more than half of its population will live in
cities over the same period. Such rapid growth of Africa’s
working-age population has been hailed as a possible boost to
regional economic growth. However, there is no teleology
leading from population growth to job creation. The incidence of
unemployment and underemployment among African youth is
high.® Absent a policy environment that supports rapid job
creation, large youth and working-age cohorts can constitute a
potential source of social and political vulnerability.

Economists, policymakers, and business leaders largely
agree that slow progress in raising competitiveness and
productivity are at the heart of the limited ability of African
economies to offer better employment opportunities. A
significant body of analysis has identified the main bottlenecks
to improving these factors. These have also been identified and
discussed in previous editions of The Africa Competitiveness
Report. The 2011 edition focused on how to reinforce
managerial skills and higher education, the 2013 edition
discussed export diversification, and the 2015 edition examined
constraints to structural transformation. This year’s Report
leverages the research and expertise in job creation and
urbanization that have been carried out by its partner
organizations—the African Development Bank, the World Bank,
and the World Economic Forum—to explore what policies need
to be implemented to enable Africa to reap its potential
demographic dividend.

In this Report, competitiveness constitutes the factors,
institutions, and policies that determine a country’s level of
productivity. Productivity, in turn, sets the sustainable level
and path of prosperity that a country can achieve.

Tracking Progress in Africa’s Competitiveness
Chapter 1.1 provides an update of Africa’s competitiveness
performance, based on 2015 and 2016 data. This analysis

is conducted at both the aggregate and country levels as
assessed by the Global Competitiveness Index (GCI). Trends
in Africa’s competitiveness remain largely stagnant: the

overall Africa GCI score is substantially the same as the one
reported in 2015 and has only improved by 5 percent since
2008. Most competitiveness challenges highlighted in the
Africa Competitiveness Report series since its first publication,
almost 10 years ago, persist. These include large infrastructure
deficits, significant skill mismatches, slow adoption of new
technologies, and weak institutions. These factors, in addition
to weak financial sector development and low levels of regional
trade and integration, emerge as the main bottlenecks that
prevent African economies from offering an environment that
facilitates better employment and entrepreneurship
opportunities to its citizens as well.*

These broad trends notwithstanding, Africa has made
significant progress on a number of crucial competitiveness
dimensions over the past decade. The positive trends on
governance and the business environment, highlighted by the
2015 edition of The Africa Competitiveness Report, for the most
part, are continuing, especially in areas such as the quality
of macroeconomic policy and human capital development.
Progress on health and literacy has been particularly remarkable:
in a decade, child mortality sharply declined from 83 to 47
percent, and primary school enrollment has grown to above 80
percent. Moreover, a number of countries in Africa are making
impressive progress in improving their competitiveness: Cote
d’lvoire, Ethiopia, Rwanda, and Tanzania, for example, have all
improved their competitiveness ranking by five places or more
since 2015, and their real GDP is forecasted to grow close to
or above 7 percent over the next few years. Not surprisingly,
these countries are also those that are trying to diversify their
economies more, relative to others in the region. Diverging
country trajectories reinforce wide regional competitiveness
disparities: the most competitive African economy, Mauritius,
at 45th globally, is ranked more than 90 places higher than the
lowest one, Mauritania, at 137th. Similar patterns are identified
across the 12 pillars, looking both at performance level and
changes over time.
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Jobs in Africa: Designing Better Policies Tailored to
Countries’ Circumstances

The working-age population in Africa is expected to grow by
close to 70 percent, or by approximately 450 million people,
between 2015 and 2035. If current trends continue, only about
100 million of them can expect to find stable employment
opportunities. Countries that are able to enact policies
conducive to job creation are likely to reap significant benefits
from this rapid population growth. Those that fail to implement
such policies are likely to suffer demographic vulnerabilities
resulting from large numbers of unemployed and/or
underemployed youth.

New research is providing governments in the region with
insights into how they can address the coming rise in the
working-age populations. African countries will need to find
ways to expand aggregate demand for labor and improve
supply-side factors at the same time. Beyond the traditional
prescriptions—such as stable macroeconomic policy, a
supportive investment climate, and improving the quality of
human and physical capital—countries can facilitate more rapid
and better job creation as well as accelerate the development
of their manufacturing sector by implementing policies suited to
their specific circumstances. Since almost all new jobs in Africa
today are in agriculture and microenterprises, improving the
business environment in these sectors is a high priority. Fragile
countries can create jobs as well as promote growth and
stability through targeted support to vulnerable regions and/or
populations. Open trade policies and developing value chain
links to extractive sectors are crucial for encouraging
diversification and job creation in resource-rich countries.
Finally, policies that foster regional trade and integration can be
a major source of new jobs as well as improve firm-level
productivity and economic competitiveness.

Competitive African Cities for Better Living Standards
Rapid population growth and urbanization are putting
significant pressure on the urban infrastructure of African cities.
The demographic transition, characterized by the youth bulge,
requires sharp increases in job creation and infrastructure,
including affordable housing in urban centers. For cities to play
their role as poles of economic growth and providers of quality
jobs, they need to become more competitive. This chapter
focuses on the constraints and opportunities for creating
competitive African cities and eventually improving the living
standards of urban dwellers. In other words, it focuses on
policy options for improving the livelihood of African people in a
context of population and urban growth and highly resonate
with the African Development Bank’s High 5s.°

Comparing African cities along several indicators of
economic progress—namely population dynamics, income and
growth performance, employment, and the costs of housing
and utilities—reveals interesting findings. For instance, over
2000-16, cities in economies dominated by natural resources
experienced very fast growth in per capita GDP, yet they were
less successful in improving households’ disposable incomes.
In addition, high employment growth has not necessarily
translated into higher household disposable income, indicating
a slow growth in wages and/or a fast increase in the number of
households. A number of cities witnessed an explosion of
slums and large housing backlogs that not only undermines
household welfare but also increases matching costs between
employers and employees and hinders labor productivity. The
negative effects of housing shortages are compounded by
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shortages of other urban infrastructure such as electricity,
transport networks, and water and sewerage systems. A key
factor contributing to those shortages is the outdated and
inadequate urban plans that fail to take into account the social,
political, economic, and environmental contexts of urban
development in Africa.

Beyond the standard recommendations to reduce the
infrastructure deficit; improve the business environment though
better institutions, governance, and regulatory frameworks; and
increase the availability of skills, this chapter makes three
specific recommendations to improve competitiveness of
African cities. First, governments or city officials need to update
their cities’ urban plans to reflect local realities. Second,
investment in housing construction is critical to reduce the large
housing backlogs in various cities and improve the lives of
urban dwellers. Finally, creating special economic zones can be
an effective tool to jump start manufacturing, increase exports,
and create jobs. However, strategic planning with special
attention to comparative advantage and linkages with the rest
of the economy is necessary for achieving the potential benefits
of industrial parks.

The need for faster policy implementation

Echoing the recommendations from the series of consultations
that culminated with the “Competitiveness Action Agenda”,®
following the launch of the 2015 Africa Competitiveness Report,
the main roadblocks for Africa’s economic development remain
slow progress in improving education quality, building
infrastructure (especially in cities), adopting new technologies,
deepening capital markets, and accelerating the rate of
structural change.

All these factors, however, require long processes to be
modified and will manifest their impact only many years from
now, while the need to offer better opportunities to the large
and growing cohorts of young African people is imminent.
Therefore, this Report reinforces the urgency of starting the
reform process right away to ensure better prospects for the
next generation.

More efforts and emphasis should be put on policy
implementation, rather than policy definition, to circumvent one
of the main weaknesses of Africa’s development programs.
Strengthening institutions is therefore a necessary pre-
condition to enable faster and incisive policy implementation
and to spark private-sector action. Despite progress that has
been made in some countries, the average quality of public and
private institutions remains low and represents an overarching
hindrance to the implementation of reforms. More specifically,
as discussed in Chapter 1.2, development programs in Africa in
general, and particularly in fragile and conflict-affected states,
take a long time to be executed. Against this backdrop, better
public and private institutions as well as coordination and
dialogue is needed to speed up the reform process.

In addition, the Report provides some specific short-term
policies recommendations.

First, it proposes adopting sector-specific policies to
increase labor demand. Chapters 1.2 and 1.3 emphasize the
need to focus on labor-intensive sectors, such as agribusiness
and construction, in order to speed up job creation. With
improved access to finance, stronger linkages and coordination
among actors in their value chains, and training, these sectors
have the potential to create a large number of skilled and
unskilled jobs. Agribusiness development also will help
accelerate the growth of Africa’s manufacturing sector.



Moreover, because small and micro-businesses represent the
most important source of labor demand, policies tailored to the
needs of this segment of the private sector is particularly
necessary. Specifically, those firms require better access to
finance, capacity building, and linkages to value chains.

Second, it suggests improving the competitiveness of cities
through better urban planning. Outdated and inadequate urban
plans are preventing African cities from benefiting from rapid
urbanization and associated economies of scale. New urban
planning should take into account recent economic,
demographic, and urban developments. Advanced planning
can lower infrastructure costs and increasing density can help
address the issue of urban gridlock with its associated
productivity costs, and can reduce the urban sprawl that is
putting pressure on agricultural land and the environment.
Moreover, the creation of special economic zones with better
linkages to the rest of the economy can promote job creation
and increased productivity through the higher growth of firms.
However, the creation of these zones should be an integral part
of the urban planning efforts in order to maximize the
competitiveness outcomes, including job creation.

Third, it recommends reducing the housing backlog to
improve the lives of urban dwellers, create jobs, and enhance
productivity. Because of its extensive linkages with
manufacturing, financial sector, and other service subsectors,
residential housing construction in developing countries is very
labor intensive and has high output multiplier effects. To
address bottlenecks in the sector, better urban planning with
adapted building codes, efficient regulation with reduced
procedures and costs, improved governance, and better
coordination between stakeholders will be necessary.
Moreover, capacity building and financing for small and
medium-sized developers can improve their productivity and
their ability to deliver large-scale housing programs.

Fourth, it advises reducing the growing skills mismatch
through effective technical vocational education and training
(TVET) programs and better regional cooperation. Policies,
cited above, aimed at increasing labor demand will not be
effective at increasing youth employment if the supply of skills is
not adequately addressed. There is a growing shortage of
technicians, engineers, and other high-skilled workers. This can
be addressed through better emphasis and reforms of TVET
programs that can supply the skills demanded by the labor
market. Moreover, the upcoming increased demand for
education services due to larger populations will require more
trained teachers. Regional coordination among African
countries to adopt common standards and recognition of
qualifications, as well as reforms of immigration policies for
skilled workers, can help the continent prevent shortages of
teachers in the short run.

Following the discussions above, the final section of the
Report provides detailed competitiveness profiles for the 35
African countries included in the World Economic Forum’s
Global Competitiveness Index that allow for a detailed
assessment country-specific context and unique challenges.
These profiles present the detailed rankings that underlie the
broader global competitiveness rankings.

Overview

Notes
1 AfDB 2016.

2 UN DESA 2015.

3 In Northern Africa unemployment is at 29.3 percent. In sub-Saharan
Africa unemployment is at 10.8 percent, but the vast majority of new job
creation is in self-employment or in microenterprises. ILO 2016.

4 For example, although the use of mobile phones grew to 94
subscriptions per 100 people in 2015, broadband mobile subscriptions
are still as low as 26 per 100 people.

5 The AfDB five priority areas, referred to as the High 5s are: (1) Light up
and Power Africa, (2) Feed Africa; (3) Industrialize Africa; (4) Integrate
Africa; and (5) Improve the Livelihood of African People.

6 World Economic Forum, AfDB, OECD, and World Bank 2016.
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This edition of The Africa Competitiveness Report comes out at
a time of reduced enthusiasm about African growth prospects.
The robust expansion experienced by the region over the past
two decades may not continue over the next few years,
reducing expectations about the continent’s employment
outlook. Since the publication of the last Africa Competitiveness
Report in 2015, the region’s growth prospects have been
affected by multiple external shocks: for example, oil exporters
such as Nigeria have begun to be affected by lower oil prices
over the past few years, and other mineral exporters,' such as
South Africa, have been hit by the slowdown of emerging
economies, especially China. From 2004 to 2014, the region as
a whole averaged a growth above 5 percent a year, but it is
now about 2.2 percent. Growth is expected to pick up in 2018
but will most likely remain below 4 percent over the next few
years. Over that same period, growth of GDP per capita,
however—the main indicator of economic development—was
well above 5 percent only between 2004 and 2007.2 Relatively
few jobs have been added to African economies over almost 20
years of strong output expansion, mainly because of an
overreliance on the primary sector (mineral extraction and
agricultural products), little diversification, and low productivity.
From 2004 to 2014, employment grew by only 1.7 percent in
total—an average of less than 0.2 percent a year.® This level of
job creation has been barely sufficient to absorb the
approximately 100 million additional African workers aged
20-59 who entered the job market in this period,* which meant
that the formal unemployment rate remained virtually
unchanged amid continuing high rates of informal and
vulnerable employment.

Over the next decade, both GDP and the working-age
population are expected to increase by about 3 percent per
year.® If it was possible to increase employment by only 1
percent in the past decade, when GDP growth was higher, it
could be harder to add jobs over the next few years when
economic performance is expected to be softer. Looking
ahead, the main question for Africa will be how to improve its
competitiveness while absorbing a continuously expanding
labor force in a scenario of lower growth.

Moving toward a demographic dividend or social
fragility?

The phrase demographic dividend captures how a population
structure characterized by more people of working age and
fewer dependents (children and elders) can boost economic
growth simply because a larger share of the population is
productive. However, even when the demographics are suitable
for such a scenario, in the context of a weaker economic
outlook, questions remain about the ability of African
economies to provide such opportunities. If the low GDP
growth and low employment expectations are confirmed,
African economies could face the risk that a larger unemployed
young population could become a source of instability in
already fragile societies.

The capacity to offer African people greater opportunities
and better living conditions will largely depend on how
successful the region is at increasing competitiveness.
Persistently low productivity levels and stagnant
competitiveness—issues that this Report has been raising for
almost a decade—are underlying causes of insufficient
private-sector development and structural transformation that
are at the root of Africa’s limited ability to offer higher paid jobs.
Although the current picture for the region as a whole looks
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Box 1: An Action Agenda for Africa’s competitiveness challenge

International organizations, nongovernmental organizations,

and academic research agree that improving competitiveness

and productivity in Africa is needed to improve living standards.
Previous editions of The Africa Competitiveness Report have
tracked progress made on the drivers of competitiveness and
discussed various ways to boost the continent’s competitiveness.
For example, the 2011 Report examined Africa’s human
resources—in particular, considering how to reinforce managerial
skills and higher education to increase the capacity to generate,
transfer, and utilize new knowledge, especially among women.

The 2013 Report looked at how export diversification would be
important to reduce vulnerability to commodity price swings—
tightening regional integration was identified as instrumental to
diversification, along with simplifying import-export procedures and
investing in upgrading information and communication technologies
(ICTs), energy, and transportation infrastructure.

The 2015 Report discussed the sustainability of Africa
de-industrializing and becoming more reliant on a service-driven
development model. It suggested that to increase sectoral
productivity and structural change, African economies should start
by developing agri-value chains and increasing access to land
through land reform. At the same time, tapping into global value
chains and creating backward linkages would depend on trade
facilitation, investment policies, better infrastructure, and finance.

This analysis was complemented by a year of public-
private consultations on how to improve competitiveness in
the region. This process, called the Action Agenda for Africa’s
Competitiveness,' resulted in specific recommendations in eight
areas:

1. Strengthen institutions and governance by using more
effectively government services online to raise efficiency, and
simplifying administrative procedures to reduce corruption and
increase transparency.

2. Develop a common regional infrastructure strategy by
increasing air travel coordination, standardizing railway
systems and water supply systems, and creating autonomous
funds that ensure infrastructure maintenance.

challenging, there are wide variations among countries: some
have made great strides in some important dimensions of
competitiveness—such as better health conditions; sounder
macroeconomic policies; more efficient and open goods
markets; and, in some cases, stronger institutions, which have
started to build the foundations for more resilient economies
and better opportunities for the next generation.

The advent of the Fourth Industrial Revolution (4IR) is adding
complexity to the future of African economies and their
employment outcomes.® On one hand, Africa could capture the
opportunities offered by the new economy, leapfrogging
directly to a more digital and service-based development
model. On the other hand, Africa could find it harder to develop
a manufacturing sector because automatization may reduce
the relevance of low labor cost advantages, while at the same
time the new production systems will require greater
coordination and sophistication to participate in global value
chains.” The combination of reduced relevance of low labor
costs (enhanced by automatization) and African technological
backwardness may prevent Africa from linking into value chains
and hinder its structural transformation.
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3. Improve skills development by reforming and harmonizing
curricula to match demand for skills; establishing regional
training centers of excellence; increasing technical vocational
education and training; and supporting the school-to-market
transition by creating linkages between training, education,
and the business sector.

4. Facilitate the movement of goods, services, and people by
introducing common business and single-entry tourist visas,
establishing an information-sharing and revenue collection
mechanism, and harmonizing standards.

5. Champion small and medium-sized enterprises (SMEs),
investing in building their capacity to formalize, adopt
accounting standards, and integrate in regional value chains.

6. Improve access to financing and integrate financial markets by
enabling the cross-listing of firms in different stock markets,
developing non-banking finance (e.g., venture capital funds,
private equity), and establishing credit reference bureaus to
reduce information asymmetry.

7. Promote regional trade through regional and global value
chains by identifying sectors with comparative advantages
and regional complementarities and developing export
support services.

8. Improve productivity and profitability in the agriculture sector
by developing rural infrastructure, removing restrictions on the
acquisition and transfer of land property and bank lending;
promote mechanization through credit, subsidies, and tax
relief to facilitate the acquisition of machinery; increase the
development of high-yield seeds through regional R&D
and improve extension services to facilitate the adoption of
new seeds and farming technologies and techniques; and
develop support mechanisms for small farmers’ organizations,
cooperatives, and associations to give them greater voice in
the market.

Note

1 For the full list of recommendations and details of the program, see
http://www3.weforum.org/docs/Africa_Competitiveness_2016.pdf.

Source: World Economic Forum et al. 2016.

Previous editions of this Report have looked at
diversification and regional transformation, and demonstrated
how Africa’s diversification from agriculture is occurring mainly
via the service sector, often in lower-value-added segments,
rather than by building a solid manufacturing sector. This year’s
edition focuses on how the minor and incomplete structural
change that has taken place in Africa so far has resulted in
limited employment opportunities and the promise of a
demographic dividend has not yet been realized.

After providing a working understanding of the concept of
the demographic dividend, this chapter analyzes the
competitiveness landscape at the regional and subregional
levels, comparing trends and highlighting variations across
countries and over time, while taking into account demographic
changes and related challenges. This analysis will inform the
process of further developing the Action Agenda for Africa’s
Competitiveness, which aims to make concrete
recommendations from public-private consultations on how to
improve specific channels of competitiveness (see Box 1 for a
summary of this Action Agenda).
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Figure 1: Trend in working-age population (15-64) in Africa
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Although the analysis in this Report is conducted at the Africa level, (including both sub-Saharan Africa and North Africa), Figures 1a and 1b show only sub-Saharan Africa

because it drives most of projected population growth after 2020.

The demographic dividend in Africa

Over the past 30 years, Africa’s population has almost
doubled, growing from about 550 million in 1985 to 1.2
billion in 2015.8 Going forward, the United Nation’s World
Population Prospects, the 2015 Revision estimates that East
and West Africa will continue growing at a similar rate in the
future, bringing these two areas to almost double their
population every 25 years.® In aimost all regions of Africa
(except the Southern part), all segments of populations grow,
but with a faster increase of the 15- to 39-year old cohort. The
Southern Africa region instead will see a relative aging of the
population, with an increase of the cohort aged 40+ and little
growth of the younger cohorts. Overall, Africa’s population is
expanding at a fast rate and its working-age population (15-64)
has been increasing more than its total population since the
1990s. The upshot is that today Africa is the only region in the
world where the working-age population is expected to
continue expanding well beyond 2035, especially sub-Saharan
Africa (see Figures 1a and 1b).

These trends in population have been sustained by
improving health conditions with declining but still high fertility
rates. One of the most successful Millennium Development
Goals has been the reduction in child mortality by two-thirds
between 1990 and 2015. Although more needs to be done,
Africa has seen significant progress in reducing child mortality,
which fell from 140 infant deaths per 1,000 live births to 56
between 1970 and 2014 (Figure 2a).

Fertility has also declined in Africa, from an average of
about seven children per woman in 1970 to under five in 2015.
However, this decline has been slow enough that—combined
with the reduction in mortality—population growth in Africa has
remained the fastest in the world. In economies where the

demographic dividend has taken place, fertility fell to fewer than
three children per woman, so that dependency ratios (the share
of children and elders to the working-age population) fell to less
than 60 percent. In Africa, the persistently high fertility rate and
dependency ratios that remain about 80 percent raise
questions about the actual status of the demographic transition
in Africa.

Assuming that such demographic change is taking place,
the demographic dividend can generate competitiveness and
additional growth through four main channels:'°

e Qutput per capita can increase simply because a larger
share of people is working. Since GDP per capita equals
(Productivity) x (Employed workers)/[[Employed workers)
+ (Non-employed)], if the number of employed workers
is proportional to the number of working-age population,
the growth in GDP per capita is equal to the change in
productivity plus the change in the share of employed
workers to total population. Even if productivity remains
constant, GDP per capita growth will be equal to the
change in the share of employed workers.

e As birth rates decrease, families can invest more funds
on education and health for each child, who will in turn
become more skilled and productive once they enter the
labor force.

e Because younger individuals tend to be more productive
than older individuals, a larger share of young adults
in the employed labor force tends to generate some
productivity gain.™
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Figure 2: Drivers of the demographic dividend
2a: Trends in infant mortality and fertility
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2b: Trend in dependency ratio
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Although the analysis of this Report is conducted at the Africa level, Figures 2a and 2b show only sub-Saharan Africa because these statistics are not readily available for

all of Africa.

e |f more people are working and can save, the aggregate
pool of savings in the economy will increase and more
investments can take place, which in turn can generate
more growth because the capital stock increases and/or
the investments generate productivity gains.

All these channels are amplified if they are accompanied by
a contemporaneous sectoral transformation that leads to more
people being employed in higher-productivity sectors.

The concrete possibility of “reaping the demographic

dividend” depends crucially on the extent to which the working-

age population is actually employed. High unemployment rates
counterbalance the potential benefits of larger shares of the
working-age population, and consequently limit the possible
increase in GDP per capita. Benefitting from the change in
demographics also depends on the extent to which workers
are employed in occupations that generate above-subsistence
incomes. If employment is low, informal, or provides only
subsistence levels of income, there is no “demographic
dividend” and an increasing population can actually become a
burden to development: it may reduce the availability of
resources for investment; become a source of social instability
and institutional fragility; and create additional pressure on
infrastructure, especially in urban context (as described in
Chapter 1.3).

Despite the significant progress already made on health
conditions and markets efficiency, and while acknowledging
large differences across countries, Africa as a region does not
yet seem to be in the best position to reap the demographic
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dividend. Employment rates remain low and many people who
are not formally unemployed are nonetheless engaged in
vulnerable occupations, the informal sector, or subsistence
jobs. Official statistics show an incidence of about 13 percent
unemployment among young (15 to 24 years old) males and 15
percent among young women across the continent; in South
Africa, about 30 percent of youth are NEET (Not in Education,
Employment or Training).'? Statistical measurements are,
however, inaccurate in Africa, and these estimates are the best
efforts to monitor the labor market in a reality where a large
share of the population is engaged in informal activities and
therefore does not appear in labor force statistics. According to
more direct household surveys, such as the Afrobarometer
Survey,® most people do not have a full-time job that pays cash
income; and in some countries, fewer than 10 percent of
respondents received an income from a formal job (Figure 3).
One important driver of the demand for highly skilled and
well-paid jobs is the economic structure and competitiveness.
In 2011, agriculture was still Africa’s largest employer by far—
and although the growth of employment in agriculture has
diminished in the past decade compared to growth in other
sectors, almost 100 million Africans still depend on small-scale
farming to make a living. Looking more specifically at youth
employment, the situation is similar: about 40 percent of African
youth work in the agriculture sector, another 33 percent in
services and sales, 13 percent are owners of a business of any
size, and 8 percent work in the construction and manufacturing
sector (Figure 4)." Across all sectors, the share of youth (age
15-24) who earn less than US$2 a day shrank dramatically
from 43 percent to 30 percent—but still, a third of youth are



Figure 3: Respondents with a full-time job that pays cash
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poor and almost 60 percent of them earn less than US$3 a
day.’s

Employment growth in manufacturing, finance, tourism, and
logistics are encouraging but not yet creating sufficient jobs to
realize the demographic dividend. Migration statistics also
show how young Africans under 30 are looking for better
opportunities than their economies can offer. Migration of this
cohort increased from around 24.3 million in 2005 to 32.6
million in 2015.'6 Most of these people are searching for
better job opportunities. About two-thirds (16.4 million)
moved within Africa, especially to Cote d’lvoire, Ethiopia,
Kenya, Nigeria, and South Africa; another third (9.2 million)
moved to Europe.'”

How can more and better employment opportunities be
created? And can it be done quickly enough to reap a
demographic dividend, especially when growth is low? Based
on the experience of Southeast Asia and Latin America, the
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© 382 gNG &3 % £ 7% 2 =g732 8<F g™ 92 share of working-age population grows—is expected to last
< TBPO N 3 . . . . . . O
a 53 s = a3 © approximately 50 years. For Africa, given its still-high fertility
Source: Afrobarometer. Round 5 (2011-13). levels, it may !ast longer. Howe.ver,.the first genergﬂon that
could determine a demographic dividend scenario has already
been born.

Africa needs to act now to put in place the structural
changes necessary to build the foundations of more resilient
and prosperous societies. It will not be possible to create
employment and increase living standards without first
boosting productivity, which in turn will allow economies to
become more sophisticated and diversified across value
chains. To make this happen, Africa needs to develop a

Figure 4: Employment by sector
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Figure 5: Trends in productivity, by region
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stronger ecosystem where the private sector can develop on
the basis of effective institutional coordination, sound
infrastructure, well-educated human capital, efficient markets,
and modern technological uptake. In other words, Africa’s path
toward offering a better future to its youth passes through
improving competitiveness.

Benchmarking productivity drivers: The Global
Competitiveness Index in a context of changing
demographics

Economic theory suggests that growth is linked to productivity:
in other words, countries become richer only if the factors of
production generate proportionally more output. This, in turn,
depends on factors such as improvements in technology and
how well markets work, among others. Measuring productivity
is important because it explains how efficiently capital and
labor are used—and consequently how much additional
income they can generate.

Productivity has grown far less in Africa than it has in more
advanced economies: its relative labor productivity decreased
between 1960 and the late 1990s, and since then it has
remained stagnant. Meanwhile, Southeast Asia has managed
to increase its labor productivity faster than advanced
economies, starting to close the gap with them (Figure 5). If this
trend continues, Southeast Asia will reach similar standards of
living as more advanced economies while Africa remains at the
same development level as today.

Why have Asian countries managed to improve their
productivity, while most African countries have not?

As discussed in the 2015 edition of this Report, while East
and Southeast Asia have relied on industrialization as the
primary driving force of economic development since the
1960s, Africa has not. Most African economies today are still
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largely based on agriculture, and growth in adjacent sectors,
such as agri-business and agricultural products processing,
remains minimal. A second important limitation to Africa’s
development, also highlighted in the 2015 Report, is the slow
growth of productivity in African agriculture. Despite its primary
importance for the economy, there has been no green
revolution as occurred in East Asia, where cereal yields almost
quadrupled between 1960 and 1990. At the same time, a large
difference in labor productivity has remained between the two
regions, and competitiveness has not converged over the
period covered by the Global Competitiveness Index (GCI)
assessment. Because Southeast Asian economies had started
to improve the structural factors that enable structural change
50 years ago, by the time the GCl was introduced (in 2006) they
already had an higher level of competitiveness than Africa in all
pillars of the Index. Even since 2006, Southeast Asian
economies have continued to improve their financial markets,
goods markets, infrastructure, and macroeconomic
environment, while Africa has generally progressed very little.

Improving productivity and its drivers has been critical
to countries’ abilities to increase their standards of living.
Therefore identifying and measuring the drivers of
productivity is the goal of the GCI, which defines
competitiveness as the set of institutions, policies, and
factors that determine a country’s level of productivity—
and, in turn, determines the sustainability of its economic
growth and prosperity in the medium to long term. For a
review of the evolution of the concept of competitiveness over
time, refer to Box 3 on page 22.

Measuring competitiveness is a complex task because
many different factors matter. This is reflected by the division of
the Index into 12 distinct pillars:'8 institutions (public and
private); infrastructure; the macroeconomic environment; health
and primary education; higher education and training; goods
market efficiency; labor market efficiency; financial market
development; technological readiness; market size; business
sophistication; and innovation (see Figure 6). Africa needs to
improve competitiveness across the 12 GCl pillars to achieve
sustainable growth and reap the demographic dividend.

As Figure 6 shows, the GClI takes into account the fact that
countries are at different stages of economic development,
which are reflected in three different subindexes (see Appendix
A). A country’s development path starts off with securing basic
requirements, and as it proceeds it becomes more
sophisticated and has to rely increasingly on innovation to
grow. This framework is used to give general guidance on the
priority areas for reforms at each of three stages:

e |n the first stage, represented by the basic requirements
subindex in Figure 6, economies are factor-driven
and their competitiveness is based on their factor
endowments—primarily unskilled labor and natural
resources. Maintaining competitiveness depends relatively
more on well-functioning public and private institutions
(pillar 1), well-developed infrastructure (pillar 2), a stable
macroeconomic environment (pillar 3), and a healthy and
literate workforce (pillar 4).

e As wages rise with advancing development, countries
move into the second, efficiency-driven stage of
development, when they must begin to develop more
efficient production processes and increase product
quality. At this stage, competitiveness depends more on
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Figure 6: The structure of the GCI

GLOBAL COMPETITIVENESS INDEX

Basic requirements Efficiency enhancers Innovation and sophistication
subindex subindex factors subindex

Pillar 1. Institutions Pillar 5. Higher education and Pillar 11. Business sophistication
training

Pillar 2. Infrastructure Pillar 12. Innovation

) . Pillar 6. Goods market efficiency
Pillar 3. Macroeconomic

environment Pillar 7. Labor market efficiency
Pillar 4. Health and primary Pillar 8. Financial market
education development

Pillar 9. Technological readiness

Pillar 10. Market size

Key for Key for Key for
factor-driven efficiency-driven innovation-driven
economies economies economies
higher education and training (pillar 5), an efficient goods level of productivity only if their businesses are able to
and services market (pillar 6), frictionless labor markets compete with new and unique products and services.
(pillar 7), developed financial markets (pillar 8), the ability At this stage, companies must compete by using the
to make use of the latest technological developments most sophisticated management methods (pillar 11) and
(pillar 9), and the size of the domestic and foreign markets innovation (pillar 12).

available to the country’s companies (pillar 10).
. . o ' ‘ The GCl classifies most African economies as factor-driven
e As countries move into the third, innovation-driven stage, (Figure 7),' suggesting that their competitiveness agenda

they are able to sustain higher wages and the associated  ghould prioritize the fundamentals as the first necessary step

Figure 7: African countries in the sample, by stage of development

Stage African countries Subindex weights
Stage 1 (factor-driven) Mauritania, Benin, Burundi, Cameroon, Chad, Congo, Basic requirements (60%), Efficiency enhancers (35%)
GDP per capita <US$2,000 Democratic Rep., Cote d’Ivoire, Ethiopia, Gambia, The,

Ghana, Kenya, Lesotho, Liberia, Madagascar, Malawi,
Mali, Mozambique, Rwanda, Senegal, Sierra Leone,
Tanzania, Uganda, Zambia, Zimbabwe

Stage 2 (efficiency-driven) Egypt, Morocco, Tunisia, Cape Verde, Namibia, South Basic requirements (40%), Efficiency enhancers (50%)
GDP per capita US$3,000-US$9,000 Africa

Transition from 2 to 3 Mauritius Basic requirements (between 20% and 40%), Efficiency
GDP per capita US$9,000-US$17,000 enhancers (50%), Innovation factors (between 10% and
30%)

Stage 3 (innovation-driven) Basic requirements (20%), Efficiency enhancers (50%),
GDP per capita >US$17,000 Innovation factors (30

Source: World Economic Forum 2016a.
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Figure 8: Global Competitiveness Index, by region
8a: Ten-year trend
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Source: World Economic Forum, The Global Competitiveness Report, various editions.

toward improving productivity. Four countries (Algeria,
Botswana, Gabon, and Nigeria) are currently transitioning to the
second (efficiency-driven) stage of development, and seven
others have already reached that stage, where higher
education and market efficiencies (goods, labor, and financial)
play a more prominent role. Mauritius is currently the only
African country transitioning to the innovation-driven stage. It is
important to bear in mind that these classifications serve only
as guidelines, and defining a holistic competitiveness agenda
with clear policy suggestions should be based on a deeper
country analysis that takes into account specific contexts and
challenges.

The next section assesses Africa’s overall competitiveness
and compares it with other relevant regions and countries. It
covers the 35 African economies included in The Global
Competitiveness Report 2016-2017 (GCR). The sample has
changed slightly from the last edition of this Report: Democratic
Republic of Congo was included in the GCR for the first time,
and three previously covered countries—Guinea, Seychelles,
and Swaziland—were omitted because of insufficient data from
the Executive Opinion Survey, on which parts of the GCl are
based.

Africa’s performance in an international context
This section assesses Africa’s overall regional competitiveness
performance over time and in comparison with other regions.?° A
regional perspective is valuable because several African
countries share development bottlenecks, and region-wide
progress may have a positive effect on the development of
individual economies through positive externalities from more
dynamic neighboring economies.

Overall, Africa’s competitiveness performance has again
stagnated, and the continent has fallen further behind
advanced economies. Figure 8a compares the average of the
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8b: Percent change
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23 African economies included in the GCI since 2007 against the
average of the 35 Organization of Economic Co-operation and
Development (OECD) economies, representing the world’s most
advanced economies, and Southeast Asia, the region that has
developed most over the past 10 years while still sharing some
characteristics with African economies.

Despite a 5 percent improvement, compared to 10 years ago
in its GCl absolute score (Figure 8b), Africa’s gap with OECD
countries has closed by less than 2 points in that time, and has
started widening again this year (see Figure 8a). In contrast, the
group of five economies of the Association of Southeast Asian
Nation (ASEAN) assessed by the GCl—which are starting from a
stronger position—have more quickly reduced their gap with
advanced economies, with improvements in productivity leading
to higher standards of living. In Africa, standards of living have
improved only slightly compared with 10 years ago, reflecting
lack of progress in creating a more conducive environment for
private-sector development and economic transformation. In the
past two years there has been even less dynamism in African
economies, which have registered virtually no change in
competitiveness performance.

Within the continent, East Africa, although starting from a low
base, is the subregion that has managed to improve its
competitiveness performance the most (it has gained 8 percent
in score since 2007), followed by Southern Africa (it has gained 6
percent since 2007). West Africa and North Africa, after a short
period of improvement, are today at the same level of
competitiveness they used to be 10 years ago.

Similarly, competitiveness performances vary considerably
between those economies that have traditionally relied heavily on
mineral exports,?' which have registered almost no progress,
and more diversified economies that have improved their
average competitiveness score by about 5 percent.
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Figure 9: Performance of African countries on the Global Competitiveness Index

9a: High expected GDP growth and GCI performance 9b: GDP growth forecast and improvement in GCI score
Expected average Change in GCI score
GDP growth 2017—- between 2014-2015 and Averace GCl score chande
Country 2018 (percent change) 2016-2017 (score change) il gmcan o Wﬁh
expected GDP growth
Ethiopia 8.1% 0.17  Second most improved greater than or equal to 5%
(2016-2020)
Céte d'lvoire 7.6% 0.19  Most improved
Tanzania 7.0% 0.11  Seventh most improved Aveirr?gAir%grL ?:%?Jrstggsi\:\?ifh
expected GDP growth
) . lower than 5%
Senegal 6.9% 0.04  Fifteenth most improved (2016-2020)
Rwanda 6.5% 0.13  Fourth most improved ~0.04 0.00 0.04 0.08

GCI average performance

Source: Africa Development Bank Group, African Economic Outlook projections 2016-2018; World Economic Forum 2016a.

At the country level, against the weak regional outlook a the future. These results suggest that, if supported by the right
handful of countries are expected to continue to grow in policies, African economies can maintain high economic growth
GDP at a sustained rate (Figures 9a and 9b). Cote d’Ivoire, despite headwinds from external factors.

Ethiopia, Rwanda, and Tanzania are all expected to grow at an
average rate of close to 7 percent over the next few years. These Pillar analysis
countries have managed to diversify their economies a bit more The differences among African countries are particularly stark

than others in the region, and have made significant efforts to when observing performance differences across the GCl pillars.
improve competitiveness. On average, there is a correlation Figure 10 summarizes the distance between the best and the

between countries having improved their competitiveness levels worst performers in Africa on each of the 12 components of the
in recent years and those able to expect faster growth rates in GCl, and shows how large the differences between countries in

Figure 10: GCI score dispersion among African economies, OECD comparison
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Figure 11a: Change in Africa’s average GCI pillar scores
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Figure 11c: Africa’s competitiveness gaps with OECD
average score, by pillar
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Source: World Economic Forum, The Global Competitiveness Report, various
editions.

The OECD economies covered by the GCl are Australia, Austria, Belgium, Canada,
Chile, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Iceland, Ireland, Israel, Italy, Japan, Korea, Rep., Latvia, Luxembourg,
Mexico, the Netherlands, New Zealand, Norway, Poland, Portugal, the Slovak
Republic, Slovenia, Spain, Sweden, Switzerland, Turkey, the United Kingdom, and
the United States.

the same region can be. For example, gaps between the best
and least African performer are particularly large in financial
development, macroeconomic conditions, and health.

Development is uneven across pillars also when compared
to international standards. On some dimensions, some African
countries can attain performances at a similar level as the OECD
average (i.e., labor market or goods market efficiency), but there
is no African country achieving a strong performance in
infrastructure, higher education, technological readiness, or
innovation, suggesting that these are some of the factors where
policy intervention is needed the most.
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Figure 11b: Africa’s competitiveness gaps with ASEAN-5
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The five ASEAN countries covered by the GCl are Indonesia, Malaysia,
the Philippines, Thailand, and Vietnam.

This idea is confirmed by looking at changes over time in the
performance of Africa across the 12 components of the GCI
(Figures 11a, b, and c). Notably, Africa has improved the most in
those areas covered by the Millennium Development Goals, such
as education, child mortality and maternal health. For example,
on average Africa has improved its performance on health and
primary education by more than 12 percent over the past
decade. This has been driven mainly by much lower infant
mortality (from 83 to 47 percent), lower incidence of tuberculosis
(from 406 to 313 cases per 100,000 population), and higher
enrollment in primary school (from 76 percent to 83.5 percent).

Africa has also improved the efficiency of its goods markets,
especially through better competition and lower tariffs and taxes.
For example, the rating of business executives of local
competition intensity has increased by 13 percent, also facilitated
by less administrative red tape to start a business (reduced by 47
percent), and the average taxation of profits has almost halved in
10 years.??

Technological readiness has also gained considerable
ground in the last 10 years, yet—because most countries have
expanded their ICT capabilities much more than Africa has in this
period—the technological gap has widened. Similarly,
improvements in higher education, infrastructure, and institutions
have been too small to reduce Africa’s competitiveness gaps in
these areas. In infrastructure, Africa’s progress has been even
smaller, and the continent has seen no improvement at all in this
area since 2015. In addition, the global reduction of commodity
prices in the past two years has weakened the macroeconomic
environment of most African countries; this price drop has also
negatively affected the financial sector, contributing to reduce the
already declining regional performance in financial market
development.

In other pillars the picture is more blurred. The gap in labor
market efficiency with Southeast Asia is now very small, but the
large amount of informal economic activity that occurs in Africa
makes it hard to measure how efficiently talent is actually being
used in the continent, and the informality may be contributing to
brain drain. Finally, innovation has shown some encouraging
signs of improvement, but realizing its potential depends again



on improving the overall ecosystem—including infrastructure,
finance, skills, and productive capacity.

In order to shed more light on those factors where Africa has
either made the least progress (or even regressed) or is less
developed, the remainder of this section will focus on pillar
performance over time, while the full ranking of African countries
by pillar is provided in Appendix B. These factors emerge as
those where policy intervention should be prioritized. They are
the macroeconomic environment and financial development,
infrastructure, technological readiness, higher education, and
institutions; this is also apparent from the score distribution
shown in Table 1 on pages 14-15.

Macroeconomic environment and financial development
Since the last assessment, the end of the commodity price
cycle has negatively impacted current accounts and
financial markets, which may have a deep impact on future
competitiveness-enhancing investments. Yet most African
economies have been successful in keeping inflation in
check.

During the commodity “super-cycle” that began in the early
2000s, the public and private sectors experienced significant
liquidity and economic planning was conducted under the
assumption that growth would continue at a similar rate. Since
the decline in commadity prices in 2014, revenues have not
managed to keep up with expenditures. The drop in prices has
affected almost all mineral exports, but oil-exporters have been
hit harder by the combination of weak international demand and
oversupply. Members of the Organization of the Petroleum
Exporting Countries (OPEC) have recently responded to the new
market situation by agreeing to reduce production until demand
picks up. However, for the next few years, low demand will keep
oil price expectations much lower than their peak in 2013.
Similarly, the International Monetary Fund (IMF) forecasts prices
of iron ore, copper, and coal to stay on a lower base until 2021.23

Lower prices have translated to lower export values and
lower government revenues in the majority of commodity-
exporting countries. It has not been easy for African countries to
adjust to a diminishing inflow of capital, with the attendant
ramifications on government finance and the banking sector. The
most direct effect has been on fiscal policy: declining
commodities exports have caused a reduction in public
revenues in half of the African countries covered by the GCI.
Despite efforts to build counter-cyclical reserves, authorities have
responded to shrinking budgets with a mix of public expenditure
cuts and an increase in public debt. Expenditure cuts, especially
in investment, have in turn reduced GDP and employment. As a
by-product, most African countries have recorded increasing
public debt since 2015 and are continuing to run deficits.
Because many governments have issued bonds in US dollars,
the currency depreciation associated with decreasing export
values has increased the value of the debt that countries have to
repay. At the same time, to keep inflation under control, most
countries have maintained a tight monetary policy.?*

In many cases, governments have financed deficits by
borrowing more from international or local banks. This has
produced a second indirect effect on African economies: higher
borrowing costs for the private sector. Companies face higher
interest on their loans, driven by both tight monetary policy and
the “crowding out” of private capital to finance public debt. This
dynamic contributes to reducing investment and employment.

A third effect is on the financial sector, which is negatively
impacted by the collateral effects of commodity price

Tracking Progress in Africa’s Competitiveness

Figure 12: Change in government revenue average between
the 2010-14 and 2015-16 (average)
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adjustments. As suggested by the Bank of International
Settlements,?® during commodity price booms, country risk
premiums shrink and consequently credit increases. When
general economic conditions worsen, it becomes more difficult
for companies to repay their debts and banks suffer higher
non-performing loans rates that, in turn, decrease their
profitability. In parallel, if the income generated during a
commodity boom is saved in local banks, there could be a large
withdrawal of cash when commaodity prices drop, further draining
liquidity from local banks. These conditions lead to more fragile
banks, which create financial stability concerns and at the same
time exacerbate the difficulty of the private to access credit.

Over the past two years, the aggregate macroeconomic
environment of Africa has worsened, due to higher government
debt (+9.0 percent), higher public deficit (+1.3 percent), and lower
savings (-2.4 percent), expressed as a percentage of GDP.26

However, some countries have been hit harder than others.
Among the most affected, Algeria saw a decrease in its
macroeconomic environment score by almost 25 percent (63rd
in this pillar); in Chad (105th) and Nigeria (108th) it declined by 13
percent, and in Mozambique (125th) by 14 percent. Other
countries have not suffered loss of government revenues, and
even among countries more dependent on mineral exports the
severity of the impact varies significantly. For example, the
impact on Botswana has been much milder than it has been on
Nigeria (Figure 12).
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Table 1: The Global Competitiveness Index 2016-2017, selected pillars: Score dispersion among African economies

Basic requirements

3rd pillar: 4th pillar:
Global 1st pillar: 2nd pillar: Macroeconomic Health and primary
Country Competitiveness Index Institutions Infrastructure environment education
MIDDLE INCOME
Mauritius 4.49 4.50 4.74 4.89 6.06
South Africa 4.47 4.46 4.18 4.52 4.30
Botswana 4.29 4.50 3.49 6.18 4.66
Morocco 4.19 4.21 4.25 5.07 5.63
Namibia 4.01 4.47 4.09 4.58 4.56
Tunisia 3.92 3.81 873 4.16 5.92
Cape Verde 3.76 3.96 3.39 4.01 5.92
Senegal 3.74 3.96 3.01 4.27 4.18
Ghana 3.67 3.94 4.64
Egypt 3.67 3.64 5.45
Zambia 3.60 4.02 4.00 4.21
Lesotho 3.57 417 5.33 _
Middle-income average 3.95 414 3.51 4.38 4.92
LOW INCOME
Rwanda 4.40 5.56 3.34 4.51 5.54
Kenya 3.89 3.64 3.34 3.56 4.65
Ethiopia 3.76 3.85 4.71
Uganda 3.68 3.54 4.58
Tanzania 3.67 3.76 4.23
Gambia, The 3.47 4.18 3.84
Benin 3.46 3.53 4.63
Mali 3.46 3.50 2.86 4.95
Liberia 3.80
Sierra Leone 3.24
Mozambique 3,19
Malawi 3.54
Low-income average 3.53 3.77
FRAGILE
Céte d'lvoire 3.86 3.82 3.61 4.73 I
Zimbabwe 4.12 4.56
Madagascar 4.11 4.31
Burundi 3.54 4.75
Mauritania 4.02 3.83
Fragile average 410 4.23
OIL-EXPORTING
Algeria 3.98 3.50 3.27 4.82 5.71
Gabon 3.78 3.72 3.09 BI56) 4.84
Cameroon 3.58 4.24 4.67
Nigeria 4.01
Congo, Democratic Rep. 4.79
Chad 4.06 3.83
Oil-exporting average 3.49 4.58 4.23
(Continued)

Source: World Economic Forum 2016a.
Colors are based on the score distribution of each pillar at the global level. Scores are computed on a 1-to-7 scale.
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Table 1: The Global Competitiveness Index 2016-2017, selected pillars (continued)

Efficiency enhancers

Innovation and
sophistication factors

5th pillar: 8th pillar:
Higher 6th pillar: 7th pillar: Financial 9th pillar: 11th pillar:
education and  Goods market  Labor market market Technological 10th pillar: Business 12th pillar:
Country training efficiency efficiency development readiness Market size sophistication Innovation
MIDDLE INCOME (cont’d.)
Mauritius 4.68 4.89 4.39 4.28 4.16 2.71 4.35 3.33
South Africa 4.21 4.76 3.94 5.19 4.70 4.89 4.51 3.84
Botswana 4.07 4.29 4.54 3.99 3.57 2.88 3.61 3.22
Morocco 3.55 4.37 3.54 3.79 3.69 4.26 3.81 3.1
Namibia 3.32 4.23 4.61 4.22 3.56 2.76 3.72 3.28
Tunisia 4.01 3.93 _ 3.21 3.72 3.78 3.61 3.03
Cape Verde 4.14 4.07 3.67 3.37 3.75 _ 3.52 3.10
Senegal 3.29 4.19 3.97 3.71 3.16 2.92 3.85 3.48
Ghana 3.77 4.15 4.22 3.78 3.38 3.70 3.91 3.31
Egypt 3.26 3.95 3.38 3.70 _
Zambia 2.99 4.20 3.54 3.33
Lesotho 3.03 417 I_
Middle-income average 3.69 4.27 3.93 3.77 3.54 3.29 3.80 3.23
LOW INCOME (cont'd.)
Rwanda 3.22 4.67 5.36 4.59 3.24 3.96 3.56
Kenya 3.85 4.23 4.61 4.20 3.55 3.73 4.23 3.83
Ethiopia 4.00 4.24 3.50 3.66 3.39
Uganda 3.91 4.65 3.87 3.48 3.25
Tanzania 3.92 4.33 3.54 3.53 3.19
Gambia, The 3.38 4.20 4.49 3.52 3.84 2.99
Benin 3.08 3.72 4.42 3.46 3.39 3.21
Mali 2.92 3.97 3.77 3.42 3.37 3.15
Liberia 417 4.21 3.88 3.66 3.16
Sierra Leone 3.77 3.79 3.10
Mozambique 3.87 3.98 2.97
Malawi 3.80 4.53 3.25
Low-income average 2.90 4.02 4.36 3.61 3.56 3.16
FRAGILE (cont'd.)
Cote d’lvoire 3.35 4.16 4.18 3.87 3.38 3.40 3.67 3.38
Zimbabwe
Madagascar 3.31 3.11
Burundi
Mauritania

Fragile average

OIL-EXPORTING (cont'd.)

Algeria 3.86 3.51 3.07 4.72
Gabon 2.97 878 3.88 3.49 3.06 2.81
Cameroon

Nigeria

Congo, Democratic Rep.

Chad

Oil-exporting average
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Figure 13: Trends in public finance, sub-Saharan Africa
aggregate
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In general, countries that have put in place sound fiscal and
monetary policies—keeping inflation, debt, and current
accounts in check—have tended to see improvements in their
macroeconomic environment, counterbalancing the negative
effects of shrinking revenues. This is an aspect where many
African countries have improved significantly, having better
control of inflation and government accounts compared to 20
years ago, and in some cases achieving a performance in line
with advanced economies. For example, despite a significant
reduction of government revenue and consequential doubling
debt over the past two years, Gabon (25th) still has a low
inflation rate, relatively high national savings, and a contained
budget deficit. Botswana, also impacted by shrinking mineral
exports, ranks 10th globally thanks to good management of its
resource fund, low public debt and inflation, and high national
savings. As a result, Botswana and Gabon, followed by
Mauritius, have developed the soundest macroeconomic
environments in Africa.

As discussed above, macroeconomic conditions in general
and public revenue in particular are having a significant impact
on the banking sector. Not surprisingly, the countries where the
soundness of banks assessment has declined the most are
those affected the most by commodity price adjustments:
Lesotho (137th), Botswana (68th), Gabon (89th), Nigeria (83rd),
and Chad (130th) are the five countries that have lost most
ground in terms of banks’ soundness.

Beyond the specific banking channel, financial markets in
Africa—despite some efforts to increase depth?’—have
generally become less strong. More than half of the countries
assessed by the GCI have seen their performance decline in
the financial market development pillar compared to two years
ago, and a total of 19 countries rank lower than the 100th
position. South Africa (ranked 11th in this pillar) is the only
strong regional financial center, and its banks have not yet been
affected significantly by commodity price shocks; it ranks 2nd
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Figure 14: Physical capital stock per person employed
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in the soundness of its banks. Rwanda’s financial market (32nd)
is continuing the progress it began in 2008 after a liquidity crisis
forced the government to intervene; since then, the country’s
banks have taken considerable steps forward to improve their
breadth and update their financial products offerings. Yet
Rwanda remains at a considerable distance from South Africa
in terms of size and depth, and its banks have been somewhat
affected by declining government revenues.

How does macroeconomic and financial development
impact the chance of reaping the demographic dividend? The
simultaneous reduction in public funds (Figure 13), due to
government budget cuts, and in private funds, due to lower
bank credit availability, will translate into less availability of
finance for infrastructure building, innovation, skills
development, and company expansion. This in turn limits the
employment opportunity outlook and the skills level of the
workforce in the longer run. At the same time, increased
volatility in financial markets might further discourage private
investments and capital inflow on the continent, hindering
economic activity and employment prospects.

Infrastructure
The development of transport and energy infrastructure
has stagnated, widening the gap with advanced
economies and developing Asia. Africa’s performance in
transport infrastructure quality has dropped by 6 percent while
ASEAN has, on average, improved by 7 percent. As a result,
the gap between Africa and ASEAN has almost doubled in the
last decade. Similarly, the assessment of African executives of
the quality of the energy supply has dropped by almost 3
percent over the past 10 years, increasing the gap with OECD
and ASEAN by a proportional amount.

Physical capital has built up in Africa, especially after the
mid-2000s, but on a much slower trajectory than in other
developing areas such as developing Asia (Figure 14). Progress



Figure 15: Trends in selected Infrastructure indicators,
Africa average
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has differed widely across types of fixed capital: the region’s
development of water, electricity, and transport infrastructure
has been reported as “limited” or “disappointing” by various
international organizations,?® although comparatively better
outcomes have been seen in telephony and communication
and, to some extent, sanitation. Overall, infrastructure
continues to be rated as one of the top three constraints for
Africa’s development.

According to the opinion of African business leaders,
only the quality of roads has improved over the past 10 years,
while the quality of ports, airports, and electricity infrastructure
has remained poor (see Figure 15). In some cases new
investments are just sufficient to keep up with increasing
demand but not sufficient to reach the level required to support
economic growth. For example, electricity production has
expanded overall but is at the same per capita level as it was in
2007.

Certainly, financial limits remain an important constraint,
especially in a low-growth scenario. Public-sector intervention
is necessary to finance transport and electricity infrastructure
because this type of infrastructure is complex and often
requires large investments, making it less attractive to private-
sector involvement, especially when weak institutions lack the
capacity to lead effective coordination. The particular financial
characteristics of transport and energy projects explain why it
was not possible for these sectors to achieve the same fast
development and private-sector participation observed in
telecommunication infrastructure building (see the next
section). Even while acknowledging these challenges and
public budget constraints, the total investment in infrastructure
is insufficient to bridge the infrastructure gap. According to a
recent report, the public and private sectors together have
invested an average of US$90 billion a year between 2012
and 2015;%° in contrast, the Chinese government alone is
planning to invest about US$240 billion a year over the next
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three years to improve its infrastructure.®® Regulatory or
institutional bottlenecks are at times more problematic hurdles
than scarcity of financial means. The African Development
Bank has been encountering significant difficulties in disbursing
its loans and grants, half of which are committed to
infrastructure building. From 93.8 percent of the total funds
allocated in 2012, disbursement declined to 70.1 percent in
2014581

Tighter public budgets and banking sector liquidity will
make financing gaps even wider, raising the need for new
solutions. Recent experience in Africa shows that private-
sector investment and public-private partnerships have played
only a marginal role in building transport and utility
infrastructure, so new models for public finance have to be
found. The first step could be the optimization of existing
resources: as suggested by a case study in Nigeria, public-
private partnerships, at times effective, can also sometimes
lead to “waste of resources due to project delay and cost
escalation”— which slows the completion of infrastructure
projects.®? Other possible solutions that emerged from the
series of Africa competitiveness workshops (see Box 1) in 2016
include pooling public resources by developing a common
regional infrastructure strategy and standardizing railway and
water supply systems.

As can be seen by looking at infrastructure quality in
single countries, intra-regional differences are very large,
and at the same time best performers in Africa lag
significantly behind international averages. Transport
infrastructure (a subset of the overall infrastructure pillar) is well
developed only in South Africa (30th); while in Morocco (47th),
the second-best performer in Africa, is already about 15
percent less sound than in the OECD average, and Chad’s
infrastructure (136th) is about 50 percent less efficient than that
of Morocco, and more than 60 percent less efficient than the
OECD average. Namibia, Kenya, and Ghana (the fourth-, fifth-,
and sixth-best African performers) have average scores that
are 5 to 30 percent lower than the level attained by Morocco.
Most countries are not closing these gaps: over the past 10
years only South Africa and Botswana have managed to reduce
the gap in transport infrastructure with the advanced
economies.

The results vary considerably by type of infrastructure,
however. Across Africa, electricity is the least developed type,
as evidenced by the frequent power crises registered in 2015
and 2016 in many African countries, including Ghana, Kenya,
Nigeria, and South Africa. Several African countries are also
particularly underdeveloped in aviation infrastructure, as
indicated by their very low air traffic and by security concerns:
lack of competition has kept travelling by plane very
expensive,3 and security concerns have caused 108 airlines
from 14 African countries to be banned from European Union
airspace.?* These facts show that the bottlenecks in air
transport are not limited to airport construction, but extend to
market regulation, plane maintenance and upgrading, and
business management.

On a more positive note, in the quality of seaports
and roads, some African countries perform relatively well:
the quality of roads in Namibia and ports in South Africa is
in line with average levels in advanced economies. Yet the
gaps within the region on these dimensions are outstanding
(Figure 16). Although lack of data precludes a complete
assessment of the situation in each country, it is still
problematic in most: 13 of the 31 countries assessed by
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Figure 16: Gaps in Africa infrastructure, by type
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the GClI this year are landlocked and can connect to ports
only by constructing massive ground infrastructure that
spans national borders, while others have simply not been
able to develop sufficient capacity. Although some efficiency
gains can be obtained through greater cross-country
collaboration and the optimization of facilities serving multiple
countries, the development of transport and utility infrastructure
is still holding back the development of most African countries.
How does the infrastructure deficit impact the chance
of reaping the demographic dividend? Lack of appropriate
infrastructure in areas such as transport, electricity, and
water prevents people from accessing markets and holds
back the development of industry and agri-business, limiting
their ability to create employment opportunities across the
continent. More specifically, infrastructure backwardness in
rural areas prevents rapid connection between farmers and
markets; in urban areas, infrastructure deficits in transport,
housing, and electricity—as discussed in Chapter 1.3—limit
intra-city connection and the efficiency of the labor force. In
addition, the slow progress being made in addressing housing
backlogs in African cities represents a missed opportunity to
create more job opportunities in the shorter run.

Technological readiness

ICT infrastructure and usage have improved significantly,
enabling many Africans to access services that they could not
imagine before the wide uptake of mobile phones. Despite
these advances, the gap with advanced economies

on ICT usage has increased, hindering the capacity of
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Figure 17: Distance in selected ICT indicators performance
from the OECD average level
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the continent to embrace the Fourth Industrial Revolution.
Figures 11a, 11b, and 11c show that technological readiness
(especially mobile phone penetration) is one of the areas where
Africa has improved the most in absolute terms. The
combination of the decreasing costs of mobile devices and
tariffs and the low electricity and skills required to operate a
mobile phone, along with investments that have been made in
the grid infrastructure, have made this rapid diffusion possible.
Access to mobile-phone technology has equipped millions of
Africans with new tools for managing their businesses and
households.3® For example, mobile banking has created a
concrete and feasible reason for African households to acquire
and use a mobile phone, which at the same time fosters
financial inclusion.

Yet gaps with advanced economies and ASEAN are large
(Figure 17)—possibly even larger today than 10 years ago.
Although mobile coverage has improved significantly,36 Africa is
lagging on broadband speed as only 1.4 percent of Africans
have a fixed broadband connection.®” The construction of fixed
broadband lines does not seem to be proceeding as fast as
mobile technology hardware, despite a relatively large increase
in investments from public-private partnerships (Figure 18).38 At
the same time, data package subscriptions are still relatively
expensive. As a consequence, only about 20 percent of the
African population has regular access to the Internet—which
will be a critical issue for future development. Because most
economic activity conducted online—such as cloud computing
and video content—requires greater data usage, bandwidth
and computation power, low access to fast Internet reduces



Figure 18: Trend in private participation in infrastructure in
sub-Saharan Africa
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the size of digital markets and limits the possibilities for
providing online services.?? Lack of high-speed connectivity is
also a critical bottleneck for developing 4IR models of
production, which are inevitably built on the infrastructure of the
digital revolution.

As a consequence, African countries are not equipped
to transition to a Fourth Industrial Revolution economy. Even
the most tech-savvy countries in the region—South Africa
(ranked 58th in ICT use), Mauritius (72nd), Botswana (83rd),
Namibia (96th), and Kenya (105th)—are still far behind the
frontier in the adoption of ICT technologies. The availability
and use of broadband technologies and infrastructure remain
limited even among the regional leaders. Because participating
in the digital economy requires adopting international ICT
standards, it will be difficult for any African economy to
compete in providing services or to benefit fully from receiving
services. There is certainly encouraging anecdotal evidence:
for example, some tech start-ups in Ghana, Kenya, Namibia,
and South Africa have captured international attention,
appearing in Forbes lists of emerging companies. However, the
challenge for these countries is to restructure their economies
to become competitive in a modern world, and pockets of
excellence may not suffice to achieve this goal.

How does technological readiness impact the chance of
reaping the demographic dividend? ICTs can transform and
modernize the agriculture sector, fostering greater integration
into value chains and increasing productivity, and consequently
increasing the revenues of the millions of African youth
employed in this sector. Greater agriculture productivity will
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make possible the transfer of the labor force and resources to
other productive occupations. Furthermore, as modern
industry and service sectors become increasingly dependent
on ICTs, the lack of ICT infrastructure is another hurdle to their
development. Leapfrogging on these technologies could give
an advantage to African economies that do not need to
de-industrialize and could directly embrace a 4IR economic
model. More job opportunities, enabled by ICTs—as has
already begun in Ghana, Kenya, and South Africa*®—would
come from the greater possibilities of leveraging foreign
markets and integrating more easily with value chains, both in
services and in 4IR production systems.

Higher education and skills

Despite some progress in reducing education gaps, skills
remain an important barrier for development in the
continent. Over the past 10 years, Africa has improved its
participation rate in primary and secondary education by 8
percent and 27 percent respectively, but the levels remain low
in absolute terms: average enroliment in secondary education
is only 43 percent, and only 60 percent of adults are literate.* If
secondary enroliment continues to increase at the same pace,
it will take another 15 years to achieve the level of advanced
economies, while some adult illiteracy will remain. Since
advanced economies have achieved almost full participation in
primary and secondary education, any progress in these
domains means Africa is reducing the gap.

When it comes to tertiary education, however, the gap is
widening: the participation rate in advanced economies is still
growing, while in Africa it has progressed only from
approximately 6.5 percent to 8.5 percent. The fact that a large
fraction of the workforce is undereducated by international
standards is an important barrier to private-sector
development. Ten years ago, Southeast Asian countries had,
on average, twice as many secondary and almost three times
as many tertiary graduating students as Africa, a fact that
played a role in its recent fast growth.

The availability of skilled workers is essential to start new
companies or attract foreign companies and to compete in an
increasingly interconnected world. Over the last five years,
business leaders in Africa have consistently rated the
workforce’s inadequate level of education as among the top six
most problematic factors for doing business.*? This is
especially true if the hypothesis that automation may reduce
the possibility that poor countries can develop on the back of
cheap labor is confirmed. In the case of Africa, where the
competitive advantage in low wages is counterbalanced by
high transport costs and inefficiencies, joining the ICT
revolution can represent an immense opportunity.*3
Furthermore, given the small size of manufacturing today, there
will be little disruption and more to gain in leapfrogging to 4IR
models of production.

If these scenarios of automation and the need to move to
4IR models are confirmed, in order to meet the need of the
private sectors, the types of skills and quality of the education
obtained by the workforce will be as important as the average
education level (see also Box 2 on page 20). However, the
exact definitions of relevant skills and education quality are
moving targets. Because skills requirements change at the
speed of technological progress, curricula need to be updated
frequently to make sure that education systems continue to be
relevant for a changing employment environment. Despite the
progress that has been made in the last 10 years on the quality
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Box 2: Increasing education quality to bridge the skills mismatch

Availability of quality job opportunities, especially those requiring
higher skills, is central for reaping Africa’s demographic dividend.
Yet the large bulk of Africa’s youth are neither employed nor in
education or training (NEET). This group encompasses over a third
of youth in countries such as Namibia, South Africa, and Tanzania,
and over two-fifths of young women in Egypt (40.7%) and Algeria
(34.7%),' while many more are in unpaid or vulnerable employment.
At the same time, employment in high-skilled occupations is not
increasing: compared to the pre-global financial crisis period
(2003-06), employment in Africa has increased in low-skilled
occupations by about 9.5 percent but decreased in medium- and
high-skilled occupations by 5 percent and 0.2 percent respectively
(Figure A).2 Many highly educated people struggle to find relevant
job opportunities even in middle-income countries. For instance,
unemployment levels among workers holding a tertiary education
degree are as high as 18.5 percent in Morocco, 19.9 percent in
Mauritius, 23 percent in Algeria, 30.1 percent in Tunisia, and 31.1
percent in Egypt.

Figure A: Change between 2003-06 average and 2013-15
average in employment by skill level
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Source: Authors’ calculations, based on the International Labour
Organization (ILO) ILOSTAT database, available at http:/ilo.org/global/
statistics-and-databases/lang--en/index.htm

Although data limitations on both labor demand and supply
factors impede a comprehensive evaluation of African job markets,
there is sufficient evidence to indicate that the quality of education
plays an important role in determining such outcome. The Global
Competitiveness Index shows that education quality in Africa is
low and improvements are taking place at a much lower rate than
increases in enroliment.

Lack of qualified teachers (see Box 2 in Chapter 1.2), limited
funding, and unequipped and overcrowded classrooms reduce the
quality education in elementary schools, leading to a significant
proportion of children not learning basic literacy or numeracy skills
by fifth or sixth grade (Figure B).% Consequently, students often lack
the building blocks necessary for maximizing further investment in
education, exacerbating the deficiencies of secondary and tertiary
school systems.

In addition, curricula are often outdated and do not provide
the students with the new skills needed by modern economies.*
Skills in higher demand in future are likely to include computer
literacy, coding, and creativity, but only now are only few countries
(i.e., South Africa) are starting to consider introducing compulsory
computer classes in secondary school.®?
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Figure B: Enrolled students who are not learning
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As a consequence, Africa’s skills gap at the secondary level
is high. According to local business executives, in most African
countries, the students graduating from secondary school do not
possess, on average, the skills companies need.® Even Africa’s
best-performing country, Rwanda, attains a score that is only
about 60 percent of Switzerland’s (the global best performer) and
business leaders struggle to find the type of talent they need.

More has to be done to equip young Africans with the
relevant skills that will enable them to compete in increasingly
interconnected and technology-dense labor markets. Effective
public-private collaboration such as the Regional Skills Project can
contribute to reduce skill-gaps at national and regional level.”

Notes

1 Data for Egypt are from ILO 2016; data for Algeria are from the ILOSTAT
database, and refer to 2014.

2 The latest ILO statistics refer to the period 2013-15.

3 These figures are calculated by the Center for Universal Education
at Brookings using data from regional examinations, such as the
Programme d’Analyse des Systemes Educatifs de la CONFEMEN
(PASEC) and the Southern and Eastern Africa Consortium for Monitoring
Educational Quality (SACMEQ), as well as national assessments of 4th
or 5th grade students.

4 World Economic Forum 2016b.
5  Government of South Africa 2016.

6 The skills gap refers to the indicator derived from the World Economic
Forum’s Executive Opinion Survey question: “In your country, to what
extent do graduating students possess the skills needed by businesses
at the following levels: Secondary education (1 = not at all; 7 = to a great
extent)”.

7 For details about this project, see https://www.weforum.org/projects/
closing-the-skills-gap-regional-skills-projects.
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Figure 19: Education in Africa and OECD average, selected indicators
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of primary and management schools and training, on this front
also the divide between Africa and advanced economies
remains large (Figure 19).

At the country level, there are encouraging trends in some
African economies but gaps remain large. Mauritius (ranking
52nd), South Africa (77th), and Botswana (88th) lead the higher
education and training pillar. Kenya (97th) and Ghana (99th)
follow closely, while in most of the other Africa countries
significant gaps remain: Cameroon (105th), the region’s
sixth-best performer, is four basis points below Ghana at 5th
place, and the lowest-ranked country scores are only half of the
score of leader Mauritius (Figure 20).

Mauritius has managed to improve its talent pool past South
Africa. Despite hosting six of the top 15 African universities,**
South Africa’s skills level is not improving sufficiently. It increased
its secondary and tertiary enroliment rates by only a relatively
small amount, while in Mauritius both enrollment rates increased
significantly. Over the past 10 years, South Africa’s higher
education quality levels have decreased relative to the
expectations of employers, while in Mauritius they have improved
steadily.

Other countries showing positive trends include Ghana, one
of the most improved on both a ten-year and a two-year horizon.
Cameroon, Botswana, and Ethiopia have also improved,
although to a lesser extent. The progress made in all four
countries points to the possibility of positive employability
outcomes in at least some African countries. Even here,
however, the challenge will be to improve the type and intensity
of skills of young Africans to enable them to compete in a more
integrated, digital, and technological savvy world, while
continuing to make education more inclusive and increase
participation by reaching rural and other less-served areas.

How does higher education and training impact the chance
of reaping the demographic dividend? The link between skills

19b: Quality of education indicators
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Figure 20: Trend in higher education, selected African
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and employability is straightforward. The level and quality of
education directly impacts the likelihood of being hired or, to
some extent, becoming an entrepreneur. Because new
generations of Africans will increasingly be more exposed to
international competition and the effects of digitalization, their
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Box 3: The concept of competitiveness over time

The concept of a country’s competitiveness has radically
changed over time. In the mid-1980s, the term was mainly
understood as a country’s ability to trade internationally and
to compete with other countries in international markets.! At
that time, the focus of competitiveness moved from the firm
level to the country level with the idea of maximizing returns on
a country’s own resources and benefitting from comparative
advantages. In the 1990s, Paul Krugman (1994) referred to
competitiveness as an agenda too heavily focused on trade,
which had become “a dangerous obsession.” He challenged
the idea that countries have to compete with one another like
companies, asserting that such idea can eventually lead to
trade wars and protectionism and move governments away
from adopting adequate macroeconomic policies. By 1995, the
concept of competitiveness had evolved to encompass some
elements of productivity and efficiency.?

“Competitiveness” has turned out to be another way of
saying “economic growth” or “productivity” and no longer
has something to do with international competition. The
World Economic Forum—which has pioneered work on
competitiveness since 1979, with Klaus Schwab’s publication of
the Report on the Competitiveness of European Industry 1979%—
defined competitiveness as the capacity of the national economy
to achieve sustained economic growth over the medium term,
controlling for the current level of economic development;*
it focused on institutions, suitable policies, and economic
characteristics to promote such growth. The World Economic
Forum proposed measuring competitiveness by integrating
two subindexes into the single Global Competitiveness Index:
(1) the macroeconomic aspect of competitiveness, based on
Jeffrey Sachs’s Growth Development Index,® and (2) the micro/
business aspect of competitiveness, based on Michael Porter’s
Business Competitiveness Index.® Starting in 2004, with the
contribution of Sala-i-Martin,” the concept of competitiveness
became intrinsically linked to productivity and was defined as the
set of institutions, policies, and factors that determine the level of
productivity of a country. This was measured on the basis of the
Global Competitiveness Index methodology, using 12 pillars and
115 indicators at the country level, to provide a comprehensive
picture of a country’s productivity. Throughout The Africa
Competitiveness Report, competitiveness is understood and
measured according to this concept. In Chapter 1.3 of this
Report, the notion of a competitive city is also closely linked
to factors that determine its level of productivity. It is defined
as an urban area that offers affordable housing and adequate
infrastructure for private-sector development, decent job
creation, and a better quality of life. In both its national and city
level articulation, competitiveness/productivity is considered as a
means to achieve better quality of life and social welfare

Notes
1 Scott and Lodge 1985; OECD 1992; Tyson 1992.

2 Competitiveness Advisory Group 1995; Porter 1990.
3 World Economic Forum 1979.
4 World Economic Forum 1997.
5  World Economic Forum 2001.
6 World Economic Forum 2008.

7 Sala-i-Martin and Artadi 2004.
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employment possibilities will crucially depend on the level, type,
and quality of their skills.

Institutions

The quality of institutions in Africa remains low but is
slowly improving. However, this improvement could
experience a severe setback if leaders are not able to
respond to the demand of the growing young population
for better economic opportunities. A combination of small
improvements in Africa’s institutional quality and lower
standards in advanced economies has reduced the gap
between the OECD average and Africa’s performance on this
dimension (Figure 21). Although starting from a low base and
although some countries remain very fragile, governments
across Africa have started to mature and are now better
equipped to coordinate economic activity than they used to be.
Less instability and better policy coordination may boost
investors’ confidence and private-sector development. This
new maturity offers some cautious optimism that African
economies will be able to move past the ending of the
commodity super-cycle and begin to rely on a more diversified
growth model.

The recent positive trend should not, however, overshadow
the significant problems that persist in most African countries.
On protecting property rights, for example, despite some
progress there is still the need to guarantee asset control to the
owner—especially in agricultural land, which remains a problem
for improving agricultural productivity in many countries.*®
Similarly, although slowly being curbed, corruption remains very
widespread and impacts several aspects of economic activity
including infrastructure building, which tends to be much slower,
more costly, and more inefficient than in other regions.*6

Remarkably, despite the instability in parts of North Africa,
and terrorism activity in several areas of Africa, the average
security levels of the group of African countries assessed by the
GCl has remained virtually unchanged since the 2015
assessment.

At the country level, although institutions remain fragile
in most countries, in more than half of them business
leaders see some small improvement compared to two
years ago.

Southern African countries (Botswana, Lesotho, Mauritius,
Namibia, and South Africa) and Rwanda continue to lead the
African ranking for institutional quality, all appearing in the
upper half of the global rankings. In terms of performance
dynamic, Figure 22 shows changes in institutional quality over
the past couple of years. Geography or economic
diversification does not determine common trends across
countries in any group. Some countries (such as Lesotho and
Mali) are improving because they are emerging from a
particularly dire situation; some (such as Nigeria) are going
through economic headwinds, and others (such as Tanzania)
are energized by recent elections. In Ethiopia, because the data
are antecedent to July 2016, when Oromo protests expanded,
figures reflect improvements in public-sector efficacy gained
over the previous two years. The next few years will test the
capacity of African institutions to respond to growing young
populations without the windfall of high commaodity exports.
Further institutional strengthening will be a key factor in
determining whether the path leads toward more prosperity or
toward social and economic collapse.
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Figure 21: Trend in public institutions quality factors, Africa average
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Figure 22: Institutions’ performance in Africa
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Figure 23: The most problematic factors for doing business in Africa
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From the list of factors above, respondents were asked to select the five most problematic for doing business in their country and to rank them between 1 (most
problematic) and 5. The bars in the figures show the responses weighted according to their rankings. MPF = most problematic factors.

How do institutions impact the chance of reaping the
demographic dividend? Sound and accountable institutions are
the backbone of a functioning society; they provide stability
and the implementation of policy programs that support youth
in the short run and modernization in the longer run. Political
leadership is particularly needed in this phase of African
development, which is characterized by high population growth
and economic slowdown. Offering better economic
opportunities and credible development strategies for African
youth will be crucial to avoid a situation where many will join
destabilizing political movements that could lead to social
breakdown.

The most problematic factors for doing business in
Africa

To capture the concerns of business leaders, every year the
World Economic Forum conducts the Executive Opinion
Survey, asking business leaders around the world to rate the
factors they consider most problematic for doing business in
their country. Their perceptions are captured through a section
of the Executive Opinion Survey, and published every year in
The Global Competitiveness Report as an integral part of
assessing countries, complementing the Index benchmarking.
From a list of 16 factors, respondents are asked to rank their
top five (Figure 23).

In 2016, access to financing was again considered the
most problematic factor for doing business in Africa,
followed by corruption. These two factors have topped the
list every year since 2012. However, tax rates emerged as the
third-ranked concern, a significantly higher priority in 2016 than
it had been in the past four years. This could reflect the fact that
governments are looking for new sources of financing (such as
increasing taxes) to balance public budgets. Falling to fourth
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place, yet remaining a very important obstacle, is the
insufficient supply of infrastructure.

Rising in the list of concerns for African executives, albeit
not yet ranking as particularly severe, are foreign currency
regulations and difficulties in innovating. The growing concern
here reflects the attempts of central banks to manage
exchange rates in response to capital flow fluctuations, and the
reality that innovation has started to affect the success of
businesses in developing countries as much as it does in
advanced economies.

Conclusions

This chapter has assessed Africa’s progress on the 12 drivers
composing the Global Competitiveness Index, as an input into
the debate about how to improve the employment outlook for
African youth.

Analyzing the results of 35 African economies included in
The Global Competitiveness Report 2016-2017 reveals that
African competitiveness is still lower than in other regions and
convergence has stagnated. The insufficient progress made by
African countries on needed structural reforms during the past
decades of sustained growth has put Africa on a weaker
footing, less able to respond to a less positive economic
outlook going forward and less well-equipped to take
advantage of the demographic shifts that will increase the
shares of the continent’s young population.

Over the past decades, employment in Africa has not kept
up with output expansions. Now that the continent’s growth
prospects have shrunk, many African economies are struggling
to provide sufficient job opportunities to meet the needs of the
burgeoning workforce.

A mix of short-term solutions and longer-term strategies is
needed so that population growth does not become a source



of instability but a competitive advantage. As also highlighted
by the African Development Bank’s Strategy for Jobs for Youth
in Africa 2016-2025,%" in order to attain concrete results for
youth employment, policymakers should move away from
one-off specific projects and move toward an “ecosystem
approach.” Structural reforms and investments in
competitiveness-enhancing factors are of paramount
importance to improve the business environment and
consequently Africa’s capacity to develop a stronger private
sector with more productive and better paid opportunities for
youth.

As highlighted in previous editions of The Africa
Competitiveness Report, most African countries need to
reinforce their basic requirements—such as sound institutions,
adequate infrastructure, and a healthy and educated
workforce—to establish a solid basis for sustainable growth
and economic diversification. At the same time, with the advent
of the 4IR, technological readiness is becoming a necessary
factor even for economies that are still developing. Both basic
requirements and technological readiness emerge as the areas
where Africa maintains biggest gaps with the most advanced
economies (OECD) and also with some emerging regions (such
as Southeast Asia)

Although the aggregate picture is less positive than it was
two years ago, there are some positive stories. Céte d’Ivoire,
Ethiopia, Rwanda, and Tanzania have improved their
competitiveness levels and are all expected to continue
growing their GDP at close to 7 percent over the next few
years. The larger economies are, conversely, struggling
relatively more. South Africa, while it continues to be one of the
two most competitive economies in the region, has slowed its
progress and growth expectations; Nigeria, hit hard by
commodity price shocks, has seen its competitiveness decline
while recovering from 2016’s GDP contraction. In general, as
anticipated in 2015 edition of the Report, mineral exporters
have performed less well than more diversified economies.
Even within the countries heavily relying on mineral exports,
there are significant differences in competitiveness
performance, depending on how well these countries have
invested during the years of high prices.

Having identified the main competitiveness challenges, the
following chapters discuss specific aspects that impact the
economic perspective of African youth. Chapter 1.2 offers an
overview on policies that African countries can adopt to
address potential vulnerabilities coming from the coming rise in
working-age populations. Chapter 1.3 studies the
competitiveness of African cities and examines bottlenecks and
opportunities for youth employment in the specific context of
the African urban environment.

Notes

1 Some of the main minerals exported by African economies include:
copper (Democratic Republic of Congo and Zambia), iron (Liberia, Sierra
Leone, and South Africa), coal (Mozambique and South Africa), diamonds
(Angola, Botswana, Namibia, South Africa), gold (Burkina Faso, Ghana,
Mali, South Africa, and Tanzania), and platinum (South Africa).

2 GDP growth statistics are from Africa Development Bank Group, African
Economic Outlook 2017, available at http://dataportal.opendataforafrica.
org/xedzxdg/afdb-socio-economic-database-1960-2016. GDP per capita
statistics are authors’ calculations, based on aggregated sub-Saharan
PPP evaluation of GDP per capita levels from IMF, World Economic
Outlook, October 2016 edition online.

3 Author’s calculations, based on employment statistics “employment to
population ratio, 15+, total (%) (modeled ILO estimate),” provided by the
World Bank, World Development Indicators online, October 2016.
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Author’s calculations, based on UN-DESA population statistics.
UN DESA and AfDB. African Economic Outlook estimates.

The Fourth Industrial Revolution (4IR) can be referred to as the global
transformation characterized by the convergence of digital, physical, and
biological technologies, built on the infrastructure of the digital revolution,
which will enable transition to entirely new systems of production,
consumption communication, transport, energy generation, and human
interaction. For a more complete examination and discussion, see
Schwab 2016.

AfDB 2014b.

Population projection estimates are from UN DESA, World Population
Prospects, the 2015 Revision, available at https:/esa.un.org/unpd/wpp/.

UN DESA, World Population Prospects, the 2015 Revision, available at
https://esa.un.org/unpd/wpp/.

AfDB et al. 2016.
Alyar et al. 2016.

ILO Key Indicators of the Labour Market (KILM), available at http:/www.
ilo.org/global/statistics-and-databases/research-and-databases/kiim/
lang--en/index.htm.

Afrobarometer is a pan-African, non-partisan research network that
conducts public attitude surveys on democracy, governance, economic
conditions, and related issues in more than 35 countries in Africa.

The data used in this chapter are from Round 5 of the Afrobarometer
Survey, conducted between 2011 and 2013, interviewing about 50,000
households in 34 countries. For further information refer to http:/www.
afrobarometer.org/.

AfDB et al. 2012; data based on Gallup World Poll, 2010, available at
http://www.gallup.com/services/170945/world-poll.aspx.

ILO modelled estimates, employment by sex, age and economic class,
November 2016. See the ILOSTAT database at http:/www.ilo.org/global/
statistics-and-databases/lang--en/index.htm.

UN DESA, World Population Prospects, the 2015 Revision, available at
https://esa.un.org/unpd/wpp/.

AfDB 2014a.

The 12 pillars are measured using both quantitative data from public
sources (such as inflation, Internet penetration, life expectancy, and
school enrollment rates) and data from the World Economic Forum’s
Executive Opinion Survey (the Survey), conducted annually among top
executives in all of the countries assessed. The Survey provides crucial
data on a number of qualitative issues (e.g., corruption, confidence in the
public sector, quality of schools) for which no hard data exist.

In order to capture the resource intensity of an economy, we use as

a proxy the exports of mineral products as a share of overall exports
according to the sector classification developed by the International
Trade Centre in their Trade Performance Index. In addition to crude oil
and gas, this category contains all metal ores and other minerals as well
as petroleum products, liquefied gas, coal, and precious stones. The
data used cover 2009 through 2013 or the most recent year available.
Further information can be found at http:/legacy.intracen.org/appli1/
TradeCom/Documents/ TradeCompMap-Trade%20Performance%20
Index-Technical%20 Notes-EN.pdf.

To be able to track regional progress across time, we take the average of
those African economies assessed in the GCI in all the years from 2008
to 2016: Algeria, Botswana, Burundi, Cameroon, Chad, Egypt, Ethiopia,
The Gambia, Kenya, Lesotho, Madagascar, Mali, Morocco, Mauritius,
Mozambique, Namibia, Nigeria, Senegal, South Africa, Tanzania,
Uganda, Zambia, and Zimbabwe.

In this context, high mineral exporters are those countries for which
minerals (fuels and metals) represent more than 35 percent of their total
exports. Analysis is based on International Trade Center statistics.

World Economic Forum’s Executive Opinion Summary, various editions.

IMF 2016a.
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24 The 2015 IMF World Economic Outlook,October edition, shows that
loose monetary policy in countries where commaodity prices dropped
and the exchange rate depreciated may lead to high inflation and limited
growth. When commodity prices drop, the reduced inflow of capital from
exports causes a depreciation of the exchange rate. In countries with a
developed manufacturing sector, the depreciation of the exchange rate
would make non-mineral exports cheaper; therefore, after an adjustment
period, increased non-mineral exports would counterbalance the loss
in mineral exports. However, in countries where minerals’ share of
exports is very large, the exchange rate depreciation is not sufficient
to boost non-mineral exports; at the same time, imports become more
expensive and trigger inflationary pressure. In addition, De Gregorio
(2016) notes: “The pass-through from exchange rate to inflation depends
on the credibility of monetary policy.” Under these circumstances, loose
monetary policy would have a limited effect on productive investments,
and would only inject liquidity, which would lead to inflation and little
growth. Inflation would lead to instability, which would hamper growth—
hence in these circumstances the IMF recommends a policy of keeping
inflation under control.

25 Christensen 2016.

26 IMF 2016a.

27 AfDB 2015b.

28 See for example IMF 2016a and AfDB 2016a.
29 ICA 2016.

30 Lockett 2016.

31 AfDB 2015a.

32 Omoregie and Radford 2006.

33 The Economist 2016b.

34 The Economist 2016a.

35 We refer here to Internet banking, digital money exchange systems,
information exchange, and the possibility of communicating with others.

36 In South Africa in 2015, almost all the population was covered by either a
mobile or a 3G signal. However, on average in the region coverage is only
85 percent for cell phones, not significantly higher than five years ago,
while 3G has grown threefold in that time to 56 percent.

37 Data are from the International Telecommunication Union (ITU)'s World
Telecommunication/ICT Indicators Database, December 2016 edition,
available at http://www.itu.int/en/ITU-D/Statistics/Pages/publications/
wtid.aspx.

38 According to the World Bank Private Participation in Infrastructure
database, available at https://ppi.worldbank.org/data, there were over
2,000 private participation projects for a total of over US$160,000 billion
in South Africa. ICT 66 percent and electricity (19 percent) account for
the great majority of these investments.

39 Lewin et al. 2009.
40 IYF 2013.

41 World Bank, World Development Indicators database, available at http:/
data.worldbank.org/.

42 World Economic Forum, Executive Opinion Survey, 2012, 2013, 2014,
2015, and 2016.

43 Escribano et al. 2010.

44 According to the Times Higher Education World University Rankings,
available at https:/www.timeshighereducation.com/world-university-
rankings/best-universities-in-africa-2016.

45 Augustinus and Deininger 2005.
46 AfDB 2014c.

47 AfDB 2016b.
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Appendix A: Computation and structure of the
Global Competitiveness Index 2016-2017

This appendix presents the structure of the Global
Competitiveness Index 2016-2017 (GCI). The numbering of
the indicator matches the numbering of the data tables. The
number preceding the period indicates to which pillar the
indicator belongs (e.g., indicator 1.11 belongs to the 1st pillar
and indicator 9.04 belongs to the 9th pillar).

The computation of the GCl is based on successive
aggregations of scores from the indicator level (i.e., the most
disaggregated level) all the way up to the overall GCI score.
Unless noted otherwise, we use an arithmetic mean to
aggregate individual indicators within a category.? For the higher
aggregation levels, we use the percentage shown next to each
category. This percentage represents the category’s weight
within its immediate parent category. Reported percentages
are rounded to the nearest integer, but exact figures are used
in the calculation of the GCI. For example, the score a country
achieves in the 11th pillar accounts for 50 percent of this
country’s score in the innovation and sophistication factors
subindex, irrespective of the country’s stage of development.
Similarly, the score achieved on the transport infrastructure
subpillar accounts for 50 percent of the score of the
infrastructure pillar.

Unlike the case for the lower levels of aggregation,
the weight put on each of the three subindexes (basic
requirements, efficiency enhancers, and innovation and
sophistication factors) is not fixed. Instead, it depends on each
country’s stage of development, as discussed in the chapter.?
For instance, in the case of Burundi—a country in the first
stage of development—the score in the basic requirements
subindex accounts for 60 percent of its overall GCI score,
while it represents just 40 percent of the overall GCI score
of Egypt, a country in the second stage of development. For
countries in transition between stages, the weighting applied
to each subindex is reported in the corresponding profile at
the end of this volume. For instance, in the case of Gabon,
currently in transition from stage 1 to stage 2, the weight on
each subindex is 51.5 percent, 41.4 percent, and 7.1 percent,
respectively, as reported in the country profile on page 181 of
The Global Competitiveness Report 2016-2017.

Indicators that are not derived from the Executive Opinion
Survey (the Survey) are identified by an asterisk (*) in the
following pages. The Technical Notes and Sources section
at the end of the Report provides detailed information about
each of these indicators. To make the aggregation possible,

the indicators are converted to a 1-to-7 scale in order to
align them with the Survey results. We apply a min-max
transformation, which preserves the order of, and the relative
distance between, country scores.®

Indicators that are followed by the designation “1/2”
enter the GCI in two different pillars. In order to avoid double
counting, we assign a half-weight to each instance.d

Weight (%) within
immediate parent category

BASIC REQUIREMENTS.........ceemeceeereeeennnne 20-60%"

1st pillar: INStitUtioNS.....cooeeiiiiiieeeeeee 25%

A. Public inStitutions .......ccoocoiiiiciiricere s 75%
1. Property fghts ..ooiuereiie e 20%

1.01 Property rights
1.02 Intellectual property protection'’

2. Ethics and corruption..........cooveeiiieee i 20%
1.03 Diversion of public funds
1.04 Public trust in politicians
1.05 Irregular payments and bribes

3. UNAUe INfIUBNCE ..o 20%
1.06 Judicial independence
1.07 Favoritism in decisions of government officials

4. Government effiCienCy.........cocviiiiiiiiiiii 20%
1.08 Wastefulness of government spending
1.09 Burden of government regulation
1.10 Efficiency of legal framework in settling disputes
1.11 Efficiency of legal framework in challenging regulations
1.12 Transparency of government policymaking

B SBCUNMY ..ttt 20%
1.13 Business costs of terrorism
1.14 Business costs of crime and violence
1.15 Organized crime
1.16 Reliability of police services

B. Private institutions ......ccccvccceiieccee e 25%

1. Corporate ethiCS ......coiiiiiiiiiec e 50%
1.17 Ethical behavior of firms

2. AcCOUNtaDIlitY ....coiiiviiiie e 50%

1.18 Strength of auditing and reporting standards
1.19 Efficacy of corporate boards

1.20 Protection of minority shareholders’ interests
1.21 Strength of investor protection*
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2nd pillar: Infrastructure................... ..25%

A. Transport infrastructure..........coccvcieeinsies e 50%
2.01 Quality of overall infrastructure
2.02 Quality of roads
2.03 Quality of railroad infrastructure®
2.04 Quality of port infrastructure
2.05 Quality of air transport infrastructure
2.06 Available airline seat kilometers*

B. Electricity and telephony infrastructure ..........cccccvcenneene 50%
2.07 Quality of electricity supply
2.08 Mobile telephone subscriptions*'?
2.09 Fixed telephone lines*"?

3rd pillar: Macroeconomic environment ........... 25%
3.01 Government budget balance*
3.02 Gross national savings*
3.03 Inflation*!
3.04 Government debt*
3.05 Country credit rating*

4th pillar: Health and primary education........... 25%

AL HEAITN <. 50%
4.01 Business impact of malaria®
4.02 Malaria incidence™?
4.03 Business impact of tuberculosis?
4.04 Tuberculosis incidence*?
4.05 Business impact of HIV/AIDS?
4.06 HIV prevalence*®
4.07 Infant mortality*
4.08 Life expectancy*®

B. Primary education .........ccccevmvcimnmnninne e 50%
4.09 Quality of primary education
4.10 Primary education enrollment rate*

EFFICIENCY ENHANCERS. ..................... 35-50%"
5th pillar: Higher education and training......17%
A. Quantity of education.........ccceeriirnirrnsnene s 33%

5.01 Secondary education enrollment rate*
5.02 Tertiary education enroliment rate*

B. Quality of education .........ccccceermrimrrseerre e 33%
5.08 Quality of the education system
5.04 Quality of math and science education
5.05 Quality of management schools
5.06 Internet access in schools

C. On-the-job training .......ccceemvvrinierrrre e 33%
5.07 Local availability of specialized research and training
services

5.08 Extent of staff training

6th pillar: Goods market efficiency .........ccceuuees 17%
A. COMPELItION...ciiiiciericrererceersssne s s s s sne s ssne s s snne e s smn e nannnes 67%
1. Domestic competition .........cccovviiviiiiiiiicee variable”

6.01 Intensity of local competition

6.02 Extent of market dominance

6.03 Effectiveness of anti-monopoly policy

6.04 Effect of taxation on incentives to invest

6.05 Total tax rate”

6.06 Number of procedures required to start a business*
6.07 Time required to start a business™

6.08 Agricultural policy costs
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2. Foreign competition .........ccccooiiiiiiiiii, variable"
6.09 Prevalence of trade barriers
6.10 Trade tariffs*
6.11 Prevalence of foreign ownership
6.12 Business impact of rules on FDI
6.13 Burden of customs procedures
6.14 Imports as a percentage of GDP*

B. Quality of demand conditions..........cceeevvemnrrinenesinnnessnnans 33%
6.15 Degree of customer orientation
6.16 Buyer sophistication

7th pillar: Labor market efficiency

A, FIEXIDIlItY ..eeeeeeeeeeeeeeeceer e
7.01 Cooperation in labor-employer relations
7.02 Flexibility of wage determination
7.03 Hiring and firing practices
7.04 Redundancy costs*
7.05 Effect of taxation on incentives to work

B. Efficient use of talent.........ccccvviiiiiiieiiccenc s 50%
7.06 Pay and productivity
7.07 Reliance on professional management'2
7.08 Country capacity to retain talent
7.09 Country capacity to attract talent
7.10 Female participation in labor force*

8th pillar: Financial market development

A. EffiCIENCY .oriiiiiicee s
8.01 Availability of financial services
8.02 Affordability of financial services
8.03 Financing through local equity market
8.04 Ease of access to loans
8.05 Venture capital availability

B. Trustworthiness and confidence......cccccoccevererrirccccneenennnn. 50%
8.06 Soundness of banks
8.07 Regulation of securities exchanges
8.08 Legal rights index*

9th pillar: Technological readiness.. L17%

A. Technological adoption ........ccccccererrrrrrsssmererrsssssmere e e eesnas 50%
9.01 Availability of latest technologies
9.02 Firm-level technology absorption
9.08 FDI and technology transfer

[ TR (O T 50%
9.04 Internet users*
9.05 Broadband Internet subscriptions*
9.06 Internet bandwidth*
9.07 Mobile broadband subscriptions*
2.08 Mobile telephone subscriptions*?
2.09 Fixed telephone lines*"?

10th pillar: Market size........ooooiiciieiiiieeeeeeeeee 17%

A. Domestic market Siz€....ccccvecvvveereriricccceeeree s 75%
10.01 Domestic market size index**

B. Foreign market Size ......ccccvvervrieeiniennie s 25%
10.02 Foreign market size index*



INNOVATION AND SOPHISTICATION
FACTORS......cciirrinis e 5-30%"

11th pillar: Business sophistication ................. 50%
11.01 Local supplier quantity
11.02 Local supplier quality
11.03 State of cluster development
11.04 Nature of competitive advantage
11.05 Value chain breadth
11.06 Control of international distribution
11.07 Production process sophistication
11.08 Extent of marketing
11.09 Willingness to delegate authority
7.07 Reliance on professional management”?

12th pillar: R&D Innovation.........ccccooemrreerrrnenn. 50%
12.01 Capacity for innovation
12.02 Quality of scientific research institutions
12.08 Company spending on R&D
12.04 University-industry collaboration in R&D
12.05 Government procurement of advanced technology
products
12.06 Availability of scientists and engineers
12.07 PCT patent applications*
1.02 Intellectual property protection?

NOTES

a Formally, for a category i composed of K indicators, we have:

K
El'ndicaz‘ork
k=1

category; =
K

b As described in the chapter, the weights are as specified below. Refer
to Table 2 of the chapter for country classification according to stage of
development:

Stage of development

Factor-driven  Transition Efficiency- Transition Innovation-
stage (1) from stage 1 driven from stage 2 driven
to stage 2 stage (2) to stage 3 stage (3)

GDP per capita (US$) thresholds*
<2,000 2,000-2,999 3,000-8,999 9,000-17,000 >17,000

Weight for basic requirements

60% 40-60% 40% 20-40% 20%
Weight for efficiency enhancers

35% 35-50% 50% 50% 50%
Weight for innovation and sophistication factors

5% 5-10% 10% 10-30% 30%

* For economies with a high dependency on mineral resources, GDP per capita is
not the sole criterion for the determination of the stage of development. See text for
details.

¢ Formally, we have:
country score — sample minimum

\

6 x - —
sample maximum — sample minimum }

+ 1

The sample minimum and sample maximum are, respectively, the lowest
and highest country scores in the sample of economies covered by the
GCI. In some instances, adjustments were made to account for extreme
outliers. For those indicators for which a higher value indicates a worse
outcome (e.g., disease incidence, government debt), the transformation
formula takes the following form, thus ensuring that 1 and 7 still
corresponds to the worst and best possible outcomes, respectively:

country score — sample minimum

-6 X - — +
sample maximum — sample minimum

—
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For those categories that contain one or several half-weight variables,
country scores are computed as follows:

(sum of scores on full-weight variables) + - x (sum of scores on half-weight variables)

(count of full-weight variables) + — x (count of half-weight variables)

N|=| o=

“N/Appl.” is used for economies where there is no regular train service
or where the network covers only a negligible portion of the territory.
Assessment of the existence of a network was conducted by the World
Economic Forum based on various sources.

In order to capture the idea that both high inflation and deflation are
detrimental, inflation enters the model in a U-shaped manner as follows:
for values of inflation between 0.5 and 2.9 percent, a country receives the
highest possible score of 7. Outside this range, scores decrease linearly
as they move away from these values.

The impact of malaria, tuberculosis, and HIV/AIDS on competitiveness
depends not only on their respective incidence rates but also on how
costly they are for business. Therefore, in order to estimate the impact of
each of the three diseases, we combine its incidence rate with the Survey
question on its perceived cost to businesses. To combine these data we
first take the ratio of each country’s disease incidence rate relative to the
highest incidence rate in the whole sample. The inverse of this ratio is
then multiplied by each country’s score on the related Survey question.
This product is then normalized to a 1-to-7 scale. Note that countries
with zero reported incidence receive a 7, regardless of their scores on
the related Survey question. In the case of malaria, countries receive a 7
if the World Health Organization (WHO) has classified them as malaria-
free countries or included them in the supplementary list of areas where
malaria has never existed or has disappeared without specific measures.

The competition subpillar is the weighted average of two components:
domestic competition and foreign competition. In both components,
the included indicators provide an indication of the extent to which
competition is distorted. The relative importance of these distortions
depends on the relative size of domestic versus foreign competition.
This interaction between the domestic market and the foreign market is
captured by the way we determine the weights of the two components.
Domestic competition is the sum of consumption (C), investment (1),
government spending (G), and exports (X), while foreign competition is
equal to imports (M). Thus we assign a weight of (C + | + G + X)/(C + | +
G + X + M) to domestic competition and a weight of M/C + | + G + X +
M) to foreign competition.

Indicators 6.06 and 6.07 combine to form one single indicator.

For indicators 6.14, imports as a percentage of GDP, we first apply a log-
transformation and then a min-max transformation.

The size of the domestic market is constructed by taking the natural log
of the sum of the gross domestic product valued at purchased power
parity (PPP) plus the total value (PPP estimates) of imports of goods and
services, minus the total value (PPP estimates) of exports of goods and
services. Data are then normalized on a 1-to-7 scale. PPP estimates of
imports and exports are obtained by taking the product of exports as

a percentage of GDP and GDP valued at PPP. The underlying data are
reported in the data tables section (see Tables 10.03, 6.14, and 10.04).

The size of the foreign market is estimated as the natural log of the total
value (PPP estimates) of exports of goods and services, normalized

on a 1-to-7 scale. PPP estimates of exports are obtained by taking the
product of exports as a percentage of GDP and GDP valued at PPP. The
underlying data are reported in the data tables.
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Appendix B: The Global Competitiveness Index 2016-2017:
Africa and comparator economies, by pillar

BASIC REQUIREMENTS

3rd pillar: 4th pillar: 5th pillar:
1st pillar: 2nd pillar: Macroeconomic Health and Higher education
GCl 2016-2017 Institutions Infrastructure environment primary education and training

Country/Region Rank Value Rank Value Rank Value Rank Value Rank Value Rank Value
Morocco 70 4.20 50 4.21 58 4.25 49 5.08 7 5.63 104 3.55
Algeria 87 3.98 99 3.50 100 3.28 63 4.83 73 5.71 96 3.87
Tunisia 95 3.92 78 3.81 83 3.74 99 4.16 59 5.92 93 4.02
Egypt 115 3.67 87 3.65 96 3.36 134 2.68 89 5.45 112 3.27
North Africa average 3.95 3.79 3.66 419 5.68 3.68
Mauritius 45 4.49 36 4.51 4 4.74 59 4.89 48 6.06 52 4.68
South Africa 47 4.47 40 4.46 64 4.18 79 4.52 123 4.30 7 4.22
Rwanda 52 4.41 13 5.56 97 3.35 80 4.51 84 5.54 114 3.22
Botswana 64 4.29 37 4.50 90 3.49 10 6.18 113 4.66 88 4.07
Namibia 84 4.02 39 4.47 66 4.10 74 4.59 121 4.56 110 3.33
Kenya 96 3.90 86 3.65 98 3.35 122 3.57 114 4.66 97 3.86
Cote d’lvoire 99 3.86 77 3.82 87 3.62 66 4.73 132 3.71 109 3.36
Gabon 108 3.79 85 3.72 107 3.09 25 5.55 109 4.85 121 2.98
Ethiopia 109 3.77 75 3.85 1156 2.77 78 4.52 111 4.72 127 2.79
Cape Verde 110 3.76 71 3.97 94 3.39 107 4.02 58 5.92 79 415
Senegal 112 3.74 69 3.97 109 3.01 92 4.28 126 4.18 111 3.29
Uganda 113 3.69 93 3.55 126 2.43 73 4.60 118 4.58 129 2.74
Ghana 114 3.68 72 3.95 111 2.88 132 2.90 115 4.64 99 3.77
Tanzania 116 3.67 83 3.76 118 2.67 70 4.62 124 4.23 132 2.60
Zambia 118 3.60 61 4.02 125 2.44 109 4.01 125 4.22 120 2.99
Cameroon 119 3.58 101 3.49 131 2.15 95 4.25 112 4.68 105 3.43
Lesotho 120 3.57 53 4.18 119 2.62 36 5.33 133 3.50 119 3.03
Gambia, The 123 3.47 52 4.18 93 3.42 133 2.83 129 3.85 108 3.39
Benin 124 3.47 95 3.54 128 222 111 3.95 116 4.63 17 3.09
Mali 125 3.46 98 3.50 112 2.86 52 4.96 137 3.00 122 2.93
Zimbabwe 126 3.41 108 3.35 123 2.50 101 412 119 4.57 115 3.15
Nigeria 127 3.39 118 3.28 132 2.10 108 4.01 138 2.85 125 2.86
Madagascar 128 3.33 127 3.10 133 1.97 102 412 122 4.32 126 2.85
Congo, Dem. Rep. 129 3.29 17 3.29 138 1.72 64 4.80 135 3.48 128 2.77
Liberia 131 3.21 79 3.81 120 2.61 127 3.29 136 3.10 130 2.73
Sierra Leone 132 3.16 121 3.24 127 2.33 123 3.56 127 4.10 133 2.56
Mozambique 133 3.13 124 3.15 124 247 125 3.49 134 3.48 135 2.29
Malawi 134 3.08 94 3.54 135 1.88 137 2.11 120 4.57 131 2.61
Burundi 135 3.06 134 2.89 134 1.92 124 3.55 110 4.75 134 2.29
Chad 136 2.95 136 2.68 137 1.75 105 4.07 131 3.83 137 2.21
Mauritania 137 2.94 135 2.81 129 2.19 106 4.02 130 3.84 138 1.90
Sub-Saharan Africa average 3.60 3.74 2.78 419 4.30 3.10
ASEAN-5 average 4.60 4.04 4.26 5.50 5.66 4.54
China 28 4.95 45 4.30 42 4.71 8 6.19 41 6.17 54 4.64
India 39 4.52 42 4.36 68 4.03 75 4.55 85 5.54 81 412
Russian 43 4.51 88 3.63 35 4.87 91 4.30 62 5.92 32 5.09
Federation
Brazil 81 4.06 120 3.24 72 3.98 126 3.49 99 5.30 84 4.11
BRICS average 4.51 3.88 4.40 4.63 5.73 4.49
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INNOVATION AND
EFFICIENCY ENHANCERS SOPHISTICATION FACTORS
6th pillar: 7th pillar: 8th pillar: 9th pillar: 11th pillar:
Goods market Labor market Financial market ~ Technological 10th pillar: Business 12th pillar:
efficiency efficiency development readiness Market size sophistication Innovation
Country/Region Rank Value Rank Value Rank Value Rank Value Rank Value Rank Value Rank Value
Morocco 64 4.38 124 3.55 83 3.79 81 3.69 55 4.26 76 3.82 96 3.11
Algeria 133 3.52 132 3.25 132 2.89 108 3.08 36 4.73 121 3.31 112 2.93
Tunisia 113 3.93 133 3.24 119 3.21 80 3.73 69 3.79 101 3.61 104 3.03
Egypt 112 3.95 135 3.15 111 3.39 99 3.26 25 5.03 85 3.71 122 2.75
North Africa average 3.94 3.30 3.32 3.44 4.45 3.61 2.96
Mauritius 26 4.90 57 4.39 44 4.29 66 417 118 2.71 37 4.36 67 3.34
South Africa 28 4.77 97 3.94 11 5.19 49 4.70 30 4.89 30 4.52 35 3.85
Rwanda 35 4.68 7 5.37 32 4.60 100 3.25 127 2.45 64 3.97 47 3.56
Botswana 73 4.29 36 4.54 66 3.99 86 3.58 105 2.89 100 3.61 84 3.22
Namibia 79 4.23 32 4.61 49 4.22 87 3.56 113 2.76 83 3.73 74 3.29
Kenya 7 4.23 31 4.62 50 4.20 89 3.55 70 3.74 47 4.23 36 3.83
Cote d’lvoire 92 4.16 75 4.19 75 3.88 94 3.39 80 3.40 89 3.68 61 3.38
Gabon 125 3.74 101 3.89 103 3.50 109 3.06 112 2.81 131 3.17 124 2.71
Ethiopia 105 4.01 70 4.24 102 3.51 131 2.43 66 3.83 93 3.67 57 3.40
Cape Verde 97 4.08 116 3.67 112 3.37 78 3.76 137 1.37 108 3.562 98 3.11
Senegal 84 4.20 94 3.97 88 3.71 103 3.17 103 2.92 70 3.86 50 3.48
Uganda 115 3.91 29 4.66 7 3.88 118 2.78 81 3.38 111 3.49 7 3.26
Ghana 93 4.16 72 4.23 85 3.78 95 3.39 72 3.70 68 3.91 69 3.32
Tanzania 114 3.93 62 4.33 98 3.55 125 2.59 71 3.73 106 3.53 88 3.20
Zambia 83 4.20 90 4.00 84 3.78 115 2.83 88 3.25 105 3.55 66 3.34
Cameroon 109 3.97 76 4.16 91 3.66 124 2.60 85 3.29 112 3.49 90 3.18
Lesotho 88 4.18 96 3.96 134 2.61 123 2.67 132 1.90 110 3.50 111 2.95
Gambia, The 82 4.21 46 4.49 100 3.52 112 2.92 138 1.34 71 3.85 106 3.00
Benin 126 3.72 50 4.42 106 3.47 129 2.48 123 2.59 116 3.39 86 3.21
Mali 110 3.97 112 3.77 109 3.42 113 2.84 111 2.83 118 3.38 92 3.16
Zimbabwe 132 3.54 127 3.37 126 3.08 120 2.73 17 2.72 130 3.17 129 2.61
Nigeria 98 4.07 37 4.54 89 3.69 105 3.15 26 4.99 99 3.61 113 2.90
Madagascar 120 3.81 56 4.40 121 3.13 128 2.49 107 2.89 120 3.32 97 3.11
Congo, Dem. Rep. 127 3.72 53 4.41 117 3.24 134 2.30 95 3.17 132 3.17 115 2.85
Liberia 90 417 74 4.21 74 3.89 130 2.43 134 1.70 90 3.67 91 3.16
Sierra Leone 123 3.77 110 3.79 123 3.1 132 2.41 131 2.08 133 3.15 130 2.59
Mozambique 118 3.88 92 3.98 128 2.98 127 2.54 102 2.99 128 3.19 17 2.84
Malawi 119 3.81 38 4.53 115 3.26 135 2.26 125 2.54 122 3.28 120 2.81
Burundi 130 3.62 78 4.13 135 2.57 137 2.01 135 1.69 135 3.07 131 2.55
Chad 137 3.00 111 3.79 133 2.88 138 1.93 115 2.76 137 2.70 134 2.49
Mauritania 136 3.21 131 3.26 137 2.21 133 2.32 128 242 138 2.56 137 2.20
Sub-Saharan Africa average 4.00 419 3.55 2.91 2.89 3.53 3.09
ASEAN-5 average 4.52 4.23 4.36 3.95 5.14 4.31 3.76
China 56 4.43 39 4.53 56 4.16 74 3.96 1 7.00 34 4.41 30 4.04
India 60 4.39 84 4.10 38 4.41 110 2.99 3 6.43 35 4.39 29 4.05
Russian 87 4.19 49 4.43 108 3.43 62 4.30 6 5.90 72 3.85 56 3.40
Federation
Brazil 128 3.70 117 3.67 93 3.63 59 4.37 8 5.73 63 4.01 100 3.10
BRICS average 4.18 418 3.91 3.91 6.26 416 3.65

The Africa Competitiveness Report 2017 | 33






Chapter 1.2

Jobs in Africa: Designing
Better Policies Tailored to
Countries’ Circumstances
Barak Hoffman

Jean Michel Marchat
World Bank

Adverse changes in the external economic environment
have slowed Africa’s rapid growth over the past 15 to 20
years and highlighted challenges many countries in the
region continue to face.' The fall in commodity prices over the
past few years has made these impediments clear, especially
among the region’s largest economies such as Nigeria and
South Africa.? In particular, Africa’s economies were generating
far too few productive jobs during periods of rapid growth, and
the pace has slowed alongside weaker growth rates. Sustained
stagnation in job creation is occurring as Africa’s working-age
population continues to expand quickly. The working-age
population in Africa is expected to grow by close to 70 percent
between 2015 and 2035, or approximately 450 million people.
Countries that are able to enact policies conducive to job
creation are likely to reap significant benefits from this rapid
population growth (see also Chapter 1.1). Those countries that
fail to implement such policies are likely to suffer demographic
vulnerabilities resulting from large numbers of unemployed and/
or underemployed youth. This chapter examines Africa’s
population trends and analyzes the policies—especially those
pertaining to trade and competitiveness—needed to facilitate
more rapid job creation in the region.

The next section of this chapter examines population data
from Africa. The subsequent section analyzes several studies
that link population growth to economic and social outcomes.
Based on these findings, the chapter then discusses the
policies that governments in Africa need to put in place to
create jobs for their rising populations. The chapter argues that
standard advice, such as improving the business environment
and education—although still needed and extremely useful—is
not enough, given the challenges most countries in the region
face. Rather, governments also need to enact policies targeted
much more narrowly to their specific circumstances, such as
chronic fragility, dependence on natural resources, and/or high
rates of self-employment.

Population projections: Some key features

Africa’s population growth rates have remained
remarkably stable over the past 50 years at about 2.6
percent per year (2.7 percent in sub-Saharan Africa and 2.1
percent in North Africa). Until the early 1980s, Africa’s
population growth rate was similar to that of other developing
regions, with the exception of slower rates in East Asia. Since
then Africa has become an increasingly large outlier. Currently,
the continent is growing by about 1.5 percentage points per
year faster than the average of East Asia, Latin America and the
Caribbean, and South Asia—about 1.2 percent versus 2.7
percent.® This means that the population will double in the latter
set of countries in approximately 60 years, while it will do so in
Africa in about 25 years (Figure 1).

The working-age population is growing quickly. As a
consequence, Africa’s working-age population should grow in
absolute terms by about 70 percent between 2015 and 2035,
reaching roughly 1.1 billion.* Fifteen countries are expected to
experience growth above 80 percent. Niger is likely to withess

The authors would like to thank Rashmi Shankar (Practice Manager, Trade and Competitiveness, World Bank), Najy Benhassine (Practice Manager, Trade and
Competitiveness, World Bank), Catherine Masinde (Practice Manager, Trade and Competitiveness, World Bank), Jonathan. Cooney (Global Lead for Green
Competitiveness, World Bank), Lucy Fye (Senior Private Sector Development Specialist, Trade and Competitiveness, World Bank), Cesar Calderon (Lead Economist,
Africa Chief Economist Office, World Bank), Youssouf Kiendrebeogo (Economist, Middle East and North Africa Chief Economist Office, World Bank), Jacques Morisset
(Program Leader, World Bank), and James Seward (Practice Manager, Finance and Markets, World Bank). We are most grateful to Paul Brenton (Lead Economist,
Trade and Competitiveness, World Bank) for his continuous support and advice during the preparation of this chapter.
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Figure 1: Population growth by region, 1970-2015
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Source: World Bank, World Development Indicators, February 2017 update.
Countries are weighted by their population.

the highest growth of its working age population: 129 percent
(Figure A1 in Appendix A). Cumulative population growth is
highly concentrated in a small number of countries. Democratic
Republic of Congo, Egypt, Ethiopia, Nigeria, and countries that
make up the East African Community account for 55 percent of
the total growth.®

The working-age population as a share of total
population is likely to increase slightly over 2015-35, from
57 percent to about 61 percent (Figure 2). However, only a
few countries will see the share of their working-age population
rise to between 65 and 70 percent by 2035, © a range
historically associated with a demographic dividend (i.e.,
accelerated economic growth rates due, in part, to a growing
working-age population share).” The reason the observed rapid
population growth is not leading to a faster rising share of the
working-age population is that fertility rates remain high in most
African countries, even among those with falling infant mortality
rates.® Falling infant mortality rates combined with sustained
high fertility rates will cause younger cohorts to be larger than
their predecessors and the share of the working age population
will not rise. This is occurring in many African countries at the
moment.

Africa’s population is urbanizing rapidly. About 40
percent of Africans currently live in urban areas; that proportion
is likely to reach 50 percent by 2030. Perhaps more impressive
is the rate of growth of the region’s 20 largest cities (Figure A2
of the Appendix). On average, they are expected to grow by
about 50 percent between 2010 and 2025,° from an average
size of 4.5 million people to 6.6 million. Ouagadougou has the
highest expected growth rate, 126 percent. Dar es Salaam,
Nairobi, Kinshasa, and Luanda are projected to grow by over
70 percent. By 2025, Kinshasa and Lagos should each have
approximately 15 million people, followed closely by Cairo.
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Figure 2: Working-age population by region, 1960-2050
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Source: World Bank, World Health Nutrition and Population Statistics: Population
Estimates and Projections, October 2016 update.

Chapter 1.3 on competitive cities by the African Development
Bank examines the challenges and opportunities urbanization
creates in detail.

Migration remains important. A traditional response to
large population growth and limited economic opportunity is
migration. In 2013, sub-Saharan Africa’s emigrant population
was estimated to be about 23.2 million people, or close to 2.5
percent of the population, while for North Africa it was
estimated to be around 9 million persons, or 5.1 percent of the
population.’® Current estimates show that about half of Africa’s
migrants stay within the continent and the other half are
concentrated in France, Saudi Arabia, the United Kingdom, and
the United States. Cote d’Ivoire and South Africa are the top
destinations for migrants within Africa. Cape Verde, Eritrea,
Equatorial Guinea, Sao Tome and Principe, and Seychelles
have the largest share of their population as migrants, while the
largest absolute number are from Algeria, Burkina Faso, Egypt,
Morocco, Somalia, and Sudan.!

The job gap—the difference between the number of
people looking for jobs and the number of jobs likely to
exist—under current policies is likely to be large over the
coming decades. Based on recent trends and International
Monetary Fund (IMF) projections, Fox et al. forecast that
between 2010 and 2020, 75 percent of new entrants to the
labor market will work either in agriculture or household
enterprises (e.g., self-employment and microenterprises).” Just
over 20 percent will work for wages in the service sector, and
only about 4-5 percent will find a wage-paying job in the
industrial sector. If these trends continue, and despite
migration, only about 100 million of the expected 450 million
person increase in the size of the working-age population by
2035 can expect to find a stable wage-paying job. In addition,
the largest projected growth in the working-age population is
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Figure 3: Working-age population growth 2015-35 and

current seli-employment rate Box 1: Demographic dividend and demographic

vulnerability

Percent growth in working-age population

The demographic dividend is the accelerated economic growth
that may result from a decline in a country’s population growth
Niger rate and the subsequent change in the age structure of the
120 population resulting in a larger share of working age population.
U ) There is no automatic mechanism that leads from declining
ganda Tanzania
s | ©cChad population growth rates to higher rates of per capita income
90 growth. Rather, a series of intermediate steps must also occur
simultaneously.? A reduction in fertility and infant mortality
rates reduces average family size, so allows parents to invest
more in each child. In addition, fewer children can allow female
labor market participation to rise because women do not need
Tunisia to spend as much time raising children. As a result, a slowing
| population growth rate can produce a temporary larger labor
South Africa force and a permanently higher skilled one; this in turn may
0 have a positive impact on savings and investment.® Moving from
Mauritius a larger and better-educated labor force to greater economic
0 20 40 60 80 100 output requires complementary policies to create new jobs;
Percent currently self-employed these can include supporting investment in infrastructure,
sound economic policy, a favorable investment climate, and the
promotion of policies favorable to trade and competitiveness.*
These are detailed later in the chapter.
A second strand of literature focuses on the social
and political vulnerabilities deriving from rapid population
growth. This is the literature on demographic vulnerability.
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Source: World Bank, World Development Indicators, February 2017 update.

likely to occur in countries that currently have the lowest rates These studies argue that rapid population growth in countries
of formal sector employment (Figure 3), which casts doubt on with weak institutions is a very strong predictor of social and/
their ability to create enough jobs in the future.’® or political instability because a large number of youth with

poor job prospects are much more likely to protest, become
Demographic changes: Possible dividends and criminals, and/or join insurgent movements than youth with good

employment opportunities.® For example, data from the 2013
World Development Report show that unemployment and lack
of economic opportunity are a far greater motivation for joining

vulnerabilities
A four-phase typology is useful to describe the process of

demographic change and the ability of countries to a criminal gang or rebel movement than ideology and desire
capture and harness demographic dividend:™ for power combined.® Studies on demographic vulnerability
focus on the set of interventions that can help mitigate the
* Pre-Dividend: Countries with high dependency, fertility, stresses population growth can cause as well. Reducing rates
and population growth rates. They are predominantly low- of population growth, empowering women, and increasing
income countries. economic opportunity are the more common suggestions.”

Notes

e Early Dividend: Countries with falling dependency, fertility
1 Bloom et al. 2003.

and population growth rates. These are mainly lower-
middle-income countries. 2 Bloom et al. 2003.

3 World Bank 2016b.
e |ate Dividend: These countries have a very high working- ere =an

age share of the population, and fertility and population 4 Bloom e el 20085 Eleemn i &l 2007; [Fox @i el 20!
growth that are stabilizing at low levels. These are mainly 5 Cincotta et al. 2003; Goldstone 2002; Goldstone, et al. 2014; Urdal
upper—middle—income countries 2006, 2011; Walker 2015; World Bank 2013.

- . . . ) 6  World Bank 2013.
e Post-Dividend: Countries with low fertility and population

growth rates and falling shares of their working age
population as a result of ageing. These are mainly upper-
income countries.

7  Cincotta et al. 2003; Goldstone et al. 2014; State Failure Task Force
1999; Walker 2015.

Based on their demographic characteristics, data
suggest that most countries in Africa currently fall into the

pre-dividend and early dividend categories, with Morocco the potential impacts of changes in working-age populations
and Tunisia being the only countries in a late dividend stage.'® (Box 1). One set focuses on achieving a demographic

Most countries are currently at stages where the working-age dividend,'” while a second strand focuses on demographic
share of the population has yet to increase or is just beginning vulnerability when dividends cannot be achieved.'®

to increase. This growth in the working-age population is

neither inherently beneficial nor detrimental. Rather, the policy Pathways to demographic dividend and vulnerability
environment defining the ability of economies to create jobs will There are various pathways to demographic dividend and

ultimately determine the nature of the outcome.'® There are two vulnerability (Table A1 of the Appendix) derived from the
broad and somewhat overlapping sets of studies that examine crucial factors that link population growth to either outcome.
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Figure 4: Working-age population growth (2015-35)
and fragility
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Source: World Bank, World Health Nutrition and Population Statistics: Population
Estimates and Projections, October 2016 update.

The Fragile States Index (formerly the Failed States Index) assesses states’
vulnerability to conflict or collapse, ranking all sovereign states with membership in
the United Nations where there are enough data available for analysis. Ranking is
based on the sum of scores for 12 indicators; each indicator is scored on a scale
of 0 to 10, with O being the lowest intensity (most stable) and 10 being the highest
intensity (least stable). The Fragile States Index is compiled by The Fund for Peace
and is available at http://fsi.fundforpeace.org/.

In the best-case scenario (scenario 1 in Table A1), to
achieve a demographic dividend, reductions in fertility and
mortality occur alongside an increase in per child
spending on health and education, higher levels of female
labor force participation, and a policy environment
conducive to job creation. These factors lead to a one-
generation rapid rise in overall GDP growth as the youth bulge
enters the labor force and to a permanent rise in the rate of per
capita growth. East Asia is the best example of this type of
outcome.™ In the case of Africa, where most of the countries
are in a pre-dividend stage, a decline in fertility is a key
prerequisite for reaching any kind of demographic dividend.

Alternatively, the most likely pathway to a demographic
vulnerability (scenario 4 in Table Al) is a fall in infant mortality
alone, which leads to rapid and sustained increases in
population growth rates in a poor policy environment, causing
each younger age cohort to be larger than the one preceding it
and rising competition for scarce economic opportunity.2°
Several countries in Africa are following this path.

The current situation

Data suggest that the countries in Africa with the largest
projected working-age population growth are also those
least able to deal with the pressures that emanate from it
(Figures 3-5). In general, countries with high working-age
population growth are typically more fragile than those with low
working-age population growth rates (Figure 4), although there
are a few outliers (e.g., Central African Republic and Libya are
very fragile, but they have relatively low population growth rates).
Moreover, all but three countries on the World Bank’s list of
fragile countries in Africa—Central African Republic, Comoros,
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Figure 5: Population growth and basic requirements of
competitiveness
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The World Economic Forum’s Global Competitiveness Index is based on three
subindexes, in line with three main stages of development: basic requirements,
efficiency enhancers, and innovation and sophistication factors. The basic
requirements subindex, considered here, is built around four pillars: institutions,
infrastructure, macroeconomic environment, and health and primary education.

and Sierra Leone—have above-average working-age population
growth. Average working-age population growth in fragile
countries is 77 percent; it is 60 percent in non-fragile ones.?’

Data also suggest an inverse relation between the
projected working-age population growth through 2035
and the basic requirements subindex of the World
Economic Forum’s Global Competitiveness Index (Figure 5).
Countries with a high working-age population growth appear to
lack key foundations of competitiveness compared to those
with low population growth rates. This is perhaps not that
surprising. First, education and health outcomes among poor
children from large families are likely to be lower than among
those for smaller families, all else being equal. Second, high
fertility rates correlate negatively with women’s empowerment,
and the latter correlates positively with economic
development.?? Third, women's empowerment correlates
positively with the quality of governance.?® As a result, it is
logical that high rates of working-age population growth may
correlate negatively with economic competitiveness in Africa.

Correlation between fragility and population growth
does not imply clear causality from one to the other.
Rather, there is an endogenous relationship between the two
and other factors can mediate the relationship as well, such as
the quality of governance. A similar relationship exists between
population growth and competitiveness. On the one hand,
Walker’s meta-analysis of the causes of demographic
vulnerability finds that “rapid population growth is a leading
cause” of state fragility.?* On the other hand, Goldstone et al.
argue that rapid population growth can be one manifestation of
fragility and poor economic competitiveness:
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Figure 6: Estimates of average labor productivity across
regions, 2015
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Source: The Conference Board Total Economy Database, available at
https://www.conferenceboard.org/data/economydatabase/index.cfm?id=27762.

Labor productivity measures annual output per person employed in 2015 in US
dollars at purchasing power parity. High labor productivity in the Middle East
reflects the economic importance of the extractive sector. Extractive industries
tend to have high output per person, but limited employment opportunities.

the benefits of large youth cohorts and the chance to
reap a demographic dividend are in general only realized
when a country’s government is able to provide political
stability, strong support for education through secondary
and vocational education, increasing employment in the
formal sector and stable macro-economic conditions. These
are also the conditions that are conducive to falling fertility
and progress through the demographic transition, and are
the conditions that fragile states most lack. . . . 2

Which countries are best placed to achieve a
demographic dividend and which are more likely to
encounter stress from rapid population growth? High-
quality policy and high projected growth rates offer best
opportunity for demographic dividend. Figure 5 suggests that
Namibia, Rwanda, and perhaps Gabon seem to be well
prepared at the moment. By contrast, high projected growth
rates and weak policies are a likely indicator of possible
demographic vulnerability. This may constitutes the case for
countries in the upper left side of Figure 5, such as Angola,
Chad, Guinea, Malawi, Mali, and Uganda.

Policies to foster jobs
Rapid growth in Africa’s working-age population is
occurring in a context of low levels of productivity among
the existing labor force. Average labor productivity in Africa is
well below the levels observed in East Asia, Latin America and
the Caribbean, and Central and Eastern Europe and somewhat
below levels in South Asia (Figure 6).

A large literature examines why productivity in Africa is
lower than it is in other regions of the world.?6 Bigsten and
Soderbom find that firms in African manufacturing have low

Figure 7: Comparative enrollment and investment rates
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rates of investment, tend to lack access to credit, and
encounter high costs to export. Bigsten and Soderbom argue:

Countries that cannot break out of the current situation—
in which most manufacturing firms focus on supplying
the domestic market with low value-added products—
are unlikely to see a significant expansion of jobs in the
manufacturing sector or to have manufacturing play a major
role in reducing poverty.?”

To create new jobs, firms in Africa must increase
productivity. Productivity is a function of human and physical
capital accumulation, the investment climate, and the level of
efficiency in which an economy utilizes its inputs (i.e., total
factor productivity). It thus classically follows that countries that
wish to have more productive economies need to first invest in
human and physical capital, and to employ both types of
capital efficiently. Africa’s generally weak productivity may
reflect, at a minimum, low levels of education and investment.

Africa’s combined level of human and physical capital
accumulation is lower than all other regions of the world.
Figure 7 plots rates of investment (specifically, gross capital
formation) and secondary school enrollment rates by region.
Although investment-to-GDP rates are somewhat below the
average for some other regions, secondary school enrollment
rates are far below all other regions.?® The quality of education
in Africa is also generally low. For example, according to the
Brookings Institution’s Africa Learning Barometer, only about
one-third of children enrolled in schools are able to “read or
write fluently or successfully complete basic numeracy tasks” in
the countries the database covers (see Box 2).2°
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Box 2: More and better teachers will be needed in the future

Population growth brings about additional demand for education
services. Sustainable Development Goal (SDG) 4, which calls for
universal secondary as well as primary education by 2030, aims
for pupil-teacher ratios of no more than 40:1 and 25:1 for primary
and secondary levels, respectively. Using population forecasts
and SDG target enrollment ratios, along with current numbers of
teachers and expected teachers’ attrition rates, it is possible to
estimate the number of teachers that will be needed in the future.
Table A shows that that, by 2030, Africa will need to have hired
approximately 19 million teachers to achieve SDG 4, compared

to the current 8 million. This is a 250 percent increase over the
current number of teachers. Of these 19 million, countries will need
to replace about 9 million because of attrition; the other 10 million
are needed to accommodate increases in enrollment rates and
decreases in pupil-teacher ratios. The largest increase, by far, is
for new secondary school teachers in sub-Saharan Africa. There
are currently about 2.2 million secondary school teachers in sub-
Saharan Africa. To meet SDG 4 by 2030 will require hiring close to
11 million new ones. Countries in North Africa will need to nearly
double their current number of teachers to meet this goal.

Table A: Total number of teachers needed in Africa to meet SDG 4 by 2030 (thousands)

Number Replacement
School level Current (2014) needed by 2030 for attrition New Percent increase
Primary
Northern Africa 912 844 694 150 93%
Sub-Saharan Africa 3,799 6,288 3,885 2,403 166%
Subtotal 4,711 7,132 4,579 2,553 151%
Secondary
Northern Africa 1,039 1,845 1,087 758 178%
Sub-Saharan Africa 2,247 10,755 3,673 7,083 479%
Subtotal 3,286 12,600 4,760 7,841 383%
Total
Northern Africa 1,951 2,689 1,781 908 138%
Sub-Saharan Africa 6,046 17,043 7,558 9,486 282%
Total 7,997 19,732 9,339 10,394 247%
Source: Authors, based on UNESCO Institute for Statistics.
The required number of new teachers would be less Notes
forbidding if attrition rates among could be reduced. According to 1 Teachers for EFA 2010.

current projections, over 9 million teachers will leave the profession
in the next 15 years and need to be replaced. The drivers of such
high attrition rates include family responsibilities,! low pay,and poor
working conditions (i.e., large classes and deficient facilities and
equipment).?

2 According to UNESCO Institute for Statistic’s (UIS) research, in 19 of 23
sub-Saharan African countries studied, more than 60 percent of schools
lack access to electricity; in 10 of the countries, more than 60 percent
of schools lack access to water; in seven countries, more than half of
schools lack access to toilets. UNESCO 2012.

A complementary and now standard way to analyze the
policies that governments need to put in place to promote job
creation is to examine impediments to business creation from
the perspectives of employers or the perceived quality of the

Figure 8: Most importance obstacles to firms’ growth
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Averages are reported for 46 countries in Africa and 95 countries from the rest of
the world. Surveys cover the 200616 period.
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Box 3: Two key traditional investment climate constraints for firms in Africa

Access to finance: The example of Senegal. In the 2014-2015
Senegal Enterprise Survey, 55.4 percent of firms rated access

to finance as a major/very severe problem, making it the second
leading constraint (behind competition from the informal sector),
and 42 percent indicated that access to finance was the single
biggest obstacle affecting their operations. Senegal’s weak
regulatory environment is part of the problem, particularly its weak
legal rights, lack of an operational credit information systems,

and burdensome procedures for contract enforcement. Small
firms complain significantly more than large ones about access to
finance.

Indeed, for now, obtaining bank loans is difficult and time-
consuming. Information and collateral requirements from banks
are high. Lending conditions are also difficult because of the type
of guarantees required by banks, with land and real estate being
the leading forms (53.1 percent of guarantees requested). This is
an additional hurdle, because securing this type of collateral is
extremely difficult for smaller firms and may be near impossible
for young firms. That relatively few firms subject their accounts to
an independent auditing process exacerbates the problem. Not
surprisingly, very few firms even apply for a loan—most of the firms
finance their cash flow or their investments outside the formal
banking system. Out of the 601 firms surveyed, only 14.6 percent
applied for a loan—yet 70 percent of these applications were
approved. More than half the firms in the survey needed finance,
but did not apply for a loan because of a lack of collateral and
burdensome processes. In other words, a very large proportion of
firms self-selected themselves out of the market.

The Government of Senegal is now well aware of the issue
and intends to solve it. In response, it has included in the country’s
development plan the promotion of financial development and
stability. The Financial Sector Action Plan calls for strengthening
the resilience of the banking system, reducing information
asymmetries, broadening the types of acceptable collaterals and
guarantees, and improving credit information with the development
of credit bureaus.

Electricity supply. Electricity issues in Africa are largely a
sub-Saharan Africa issue. Indeed, in 2012, access to electricity
was close to 100 percent for North African countries while it was
only about 35.3 percent in sub-Saharan Africa and 84.6 percent
worldwide. Firms in sub-Saharan Africa typically face more outages
of longer duration yielding larger annual losses (Figure A), as well
as high prices. As a result, close to half of the firms in sub-Saharan
Africa have a generator to compensate for an uncertain supply.

e Maintain a focus on increasing productivity. This remains
important for almost all counties in Africa It will require a
continued focus on human capital development as well
as investment policy and incentives.

¢ Increase the quality of the labor force and labor force
participation rates. The latter also requires specific
efforts to create greater educational and employment
opportunities for women.

e Improve the business environment in key areas. Priority
ones are access to finance and electricity, as well as
regulatory reforms (such as those the Doing Business
Indicators cover),%' and those aimed at promoting
competition and innovation.

Electricity cost provided by diesel generators ranges from three to
six times higher than the price grid consumers typically pay.!
The situation of sub-Saharan Africa’s power sector largely

Figure A: Electricity outcomes for firms in manufacturing
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comes from insufficient generation capacity. An important

obstacle to the increase in electricity generation is the high cost

of production. The industry is dominated by small-scale power
systems, leading to higher transmission and distribution costs. In
addition, fossil-fuel-based power generation is the largest source
of electricity generation. Unfortunately, this is also very expensive.
As a result, utilities are often cash strapped and many have allowed
some of their assets to fall into disrepair.

Improving energy supply in Africa will likely require exploiting
renewable energy sources, liberalizing the energy sector to further
attract private-sector participation, improving the state of power
infrastructures, and improving overall operational efficiency of
utilities. This may require tariff adjustment and the use of targeted
cross-subsidies to help increase affordability and speed up access
expansion.?

Notes
1 McKinsey 2015.

2 World Bank 2016c.

Sources: McKinsey 2015; World Bank 2016¢, 2017a; World Bank Enterprise
Surveys (available at http://www.enterprisesurveys.org/); World Bank, World
Development Indicators (available at http://databank.worldbank.org/data/
reports.aspx?source=world-development-indicators).

e |Implement policies that encourage export diversification.
Improved infrastructure and reductions in non-
tariff barriers are especially important for expanding
opportunities for trade.

All of these are sensible recommendations, strongly
supported by existing data, some of which were presented
above. However, there are a few problems with them.

First, they have been standard suggestions to most
countries in the region over the past two decades, including
in many previous versions of The Africa Competitiveness
Report. Are there reasons to believe that governments in Africa
will be more prepared to act on them now than they were a few
years ago, or that they will be more effective? Perhaps this
answer is a cautious yes. The fall in commodity prices over the
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Box 4: Examples of programs for fragile and conflict-
affected states

The literature on conflict and development offers a number of
examples of programs that have been effective in very fragile
states.! A number of promising approaches exist:

The United Nation’s Policy for Post-Conflict Employment
Creation, Income Generation, and Reintegration offers a
sophisticated and integrated approach to supporting sustainable
job creation efforts in fragile and conflict-affected states.? It
recommends a three-track approach. Track A targets conflict-
affected populations and focuses on stability, security, and short-
term labor-intensive public works programs. Track B aims to
consolidate peace through rebuilding communities, rehabilitating
infrastructure, enhancing local government capacity, and creating
local-level employment opportunities. Track C, which operates
simultaneously with Tracks A and B, focuses on sustainability
through activities to foster private-sector development, such as
through improvements in the business environment.

Dudwick et al. promote value chain development as a
source of employment creation in fragile and conflict-affected
states “because value chains don’t depend on government
interventions or officials.” As a result, as “long as there is a
modicum of security and some market activity beyond a black
market, market development can begin immediately after
a crisis or conflict.” They further claim that because value
chain development helps restore “legitimate market links and
relationships of trust among different social groups in fragile and
post conflict environments, value chain development offers both
economic and peace-building benefits.” They cite a number of
successful examples from fragile and conflict-affected states in
Africa, including fisheries as well as gums and resin in Somalia,
cotton and shea butter in South Sudan, and cotton in northern
Uganda.

Notes

1  See, for example, Blattman et al. 2014; Holmes et al. 2013; World
Bank 2011a, 2014.

2 UN 2009.

3 Dudwick et al. 2013, p. 61.

past few years has revealed the underlying fragility of many
African economies. It was easy to ignore these weaknesses

when headline growth rates and revenue levels were high. They
are more difficult to ignore now. Moreover, governance along a

range of dimensions, such as macroeconomic policy and
political stability, has been steadily improving for a number of

years in Africa. In addition, governments in the region are aware

of the potentially destabilizing impact of growing idle youth
populations.®? Awareness alone does not signal imminent
action, yet it does provide a useful starting point for
constructive policy dialogue.

Second, the more important problem with the
aforementioned recommendations is that they tend to
apply best to countries that already have reasonably
dynamic private sectors and effective public-sector
institutions. They do not apply well to fragile countries or to

countries where the vast majority of labor market entrants face

no realistic alternative to self-employment or employment in

microenterprises, yet most countries on the African continent fit

into either or even both of these categories. In addition,
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resource-rich countries also tend to have challenges to job
creation that standard prescriptions are likely to overlook.

Finally, besides the issue of applicability to existing
situations on the continent, the recommendations above
also tend to neglect the capacity for regional integration
and intra-African trade to spur job creation as well as the
potential of microenterprises and agroindustry. These
areas are discussed below.

Policies targeted at fragile and conflict-affected states

Africa is host to more than half of all the fragile and
conflict-affected states in the world (19 out of 35
countries).33 With the exception of Libya, all of them (18) are in
sub-Saharan Africa and most are in a pre-demographic
dividend situation. Hence, fragile and conflict-affected states
are a class of countries of special relevance for the continent.
From a private-sector perspective, fragility results in a very risky
environment shaped by pervasive market and government
failures that increase costs, reduce demand, and compromise
the appropriability of investment returns because of policy
uncertainty or corruption.®* Job creation is a difficult task in
these environments.

Traditional programs in fragile and conflict-affected
states tend to be modest in scope and scale. As a result,
they often fail to have a significant material impact on job
creation and private-sector development.® They tend to
have a limited impact because they often do not have a
coherent focus on sustainability. Short-term public works
programs are an obvious example. Fixing local infrastructure is
unlikely on its own to lead to a thriving local private sector. As a
result, when the funding ends, local economic activity slumps.
Furthermore, the standard advice to improve the business
environment, the quality of education, and/or build government
capacity alone is insufficient for these countries. First, fragile
and conflict-affected states have weak capacity, which implies
that policies may take a long time to be executed, yet these
countries face immediate economic, political, and social
challenges that need to be addressed right away to maintain
stability in the short and medium term. Second, even if
governments are serious about enacting reforms, the private
sector may not respond until it is convinced the policies are
effective and credible.

For these reasons, governments and international
development agencies argue that there is a need to enact
targeted sets of policies that can focus on ensuring
political and social stability in the short term alongside
broader, longer-term institutional reforms (Box 4).%6 More
specifically, according to the World Bank’s Integrated
Framework for Jobs in Fragile and Conflict Situations:3”

e The fundamental prescription of ensuring that education,
macro/fiscal and investment policies, and business
environment reforms are properly implemented remains
valid. However, it makes sense to adopt a “jobs and
fragility lens” to ensure that these reforms will lead to job
creation and/or reduce fragility in the short to medium
term.

e Active labor market programs might have an important
role to play in fragile and conflict-affected states.
Programs addressing inadequate skills, insufficient



information about job opportunities, and limited mobility
can prove useful.

e Targeted policies that promote job creation or increase
the quality of jobs are likely to be appropriate. Programs
helping to address obstacles facing vulnerable groups
(such as women at risk of being cut out of the labor
market, ex-combatants and youth at risk of engaging
in violence, or the displaced) and targeted interventions
promoting investments and growth in certain subsectors,
value chains, or geographic regions are particularly
worthwhile to consider.

Policies targeted at resource-rich countries

Resource-rich countries face distinct challenges in
large-scale job creation: production linkages with the rest
of the economy are relatively limited and direct
employment creation in the resource sector is often
minimal.®® Africa has a number of resource-rich countries.
Apart from Algeria and Libya, all of them (16) are in sub-
Saharan Africa.3? With the exception of Algeria and Libya,
which are in the early stages of the demographic dividend, they
are all in the pre-dividend stage of the process.

Usually policymakers wish to limit the size of the
natural resource sector and diversify their economy. This is
the result of the instability of returns from commaodities and the
resulting problems of unemployment and output loss during
periods of low prices; a perception that the rate of technological
change in resource-dependent activities may be lower than in
manufactures or services; and, finally, concerns that resource-
intensive production may promote rent-seeking activities, lower
growth rates, and increase the risk of conflict.

Although country specifics vary widely, existing
research suggests specific types of policies that can be
useful in supporting economic diversification, creating
jobs, and helping countries avoid a potential resource
curse in resource-rich countries. They include:*!

e The key prescription of ensuring that macro/fiscal
and investment policies and business environment
reforms are properly implemented remains valid. Sound
macroeconomic management is paramount to contain
boom-bust commodity cycles, and exchange rate
policy should be geared toward avoiding long periods
of overvaluation. Business environment reforms that
contribute to improve firms’ environment are critical to
ensure a level playing field and to limit opportunities for
rent-capture.

e Trade policy needs to remain fairly open (limited protection,
openness to foreign direct investment to foster spillover,
participation in trade agreements to ensure a level playing

Jobs in Africa

Box 5: Small- and medium-sized enterprises linkages
programs

A first step toward a long-term path of economic diversification—
but one that can yield quick results in terms of job creation—is
the implementation of linkages programs. The International
Finance Corporation (IFC) has been implementing such programs
in recent years.

Typically, African small- and medium-sized enterprises
(SMEs) can be key drivers of growth and job creation provided
they receive appropriate support. However, they are often held
back by a lack of knowledge, resources, and technical expertise.
In addition, they also often lack the financial resources necessary
to acquire new technologies or skills. Linkages programs create
business opportunities for SMEs at national, regional, and/
or community levels through the IFC’s relationship with large
corporate entities in which it has invested. These programs help
SMEs adopt practices and systems to satisfy the standards
required by these large corporations. When large firms source
locally, SMEs are provided with income-generating opportunities,
so they can improve their productivity and create jobs.

For example, a linkages program in Guinea involved local
supplier development, the creation of local management training
market and capacity building for training firms, and improved
access to information on opportunities in the mining sector. In
2012, after five years of existence, (1) over 700 new jobs were
created in local businesses as a part of the mining sector’s
supply chain, (2) US$9.1 million in new contracts were signed
between local businesses and international mining companies,
and (3) over 100 local SMEs received training and individualized
coaching. All of this took place in a remote part of Guinea where
business opportunities and jobs were rare.

Sources: Dodd 2013; IFC 2009.

economy can prove useful. These can include specific
infrastructure investments, tax measures and incentives,
mechanisms to promote technology-upgrading, support
for access to external markets, support for value chain
development for countries whose wealth is based on
agricultural commodities, and support for linkages
development to non-extractive sectors (see Box 5). All
these activities should have a gender angle to create
conditions underlying a potential demographic dividend.

Policies to facilitate regional integration and trade

Currently, most African countries have small domestic
markets and limited, although growing, purchasing power.
Many countries are also landlocked, thereby compounding
their limited size. For these reasons, firms in Africa often cannot
achieve efficiency gains resulting from economies of scale by

field) to make sure that new activities compatible with
changes in comparative advantage can emerge.

¢ Policies that focus on developing human and physical
capital and improved governance need to be supported
and implemented.

e Finally, targeted vertical/sector-level policies—in line with
comparative advantages for traded sectors—to develop
linkages from natural resources sectors to the rest of the

producing for domestic markets alone. Rather, greater regional
integration is crucial for improving firm productivity in Africa. As
of now, integration of African economies is limited, as shown by
the low scores on the various dimensions of the Africa Regional
Integration Index (Figure 9). Even trade integration, which has
the highest score of 0.54, is low.

Trade and regional integration can become a major
source of job creation and improved well-being in Africa.
Closer trade links can stabilize food markets, reduce consumer
prices, create economies of scale that will help increase the
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Figure 9: African Regional Integration Index
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The Regional Integration Index is made up of five dimensions (trade integration,
regional infrastructure, productive integration, free movement of people, and
financial and macroeconomic integration) and 16 underlying indicators. Dimension
scores range from O (low) to 1 (high). Values reported are the average of the eight
regional economic communities of the continent. The eight communities are
CEN-SAD (Community of Sahel-Saharan States), COMESA (Common Market for
Eastern and Southern Africa), EAC (East African Community), ECCAS (Economic
Community of Central African States), ECOWAS (Economic Community of West
African States), IGAD (Intergovernmental Authority on Development), SADC
(Southern African Development Community), and UMA (Arab Maghreb Union).

competitiveness of Africa’s private sector, and foster the
development of regional value chains.*?

The current situation in this area is difficult because the
cost of moving goods between countries remains high,
transit times are uncertain, and delays can be
exceptionally long. Africa has the weakest performance of
any region in the 2016 Logistics Performance Index (LPI),*3 and
it ranks low on Doing Business indicators of time and cost of
trade.** In part, this poor showing is a result of insufficient
infrastructure, especially transport, telecommunications, and
energy. However, empirical evidence suggests that only about
a quarter of the delays along major transport corridors are a
result of inadequate and/or low-quality physical infrastructure.
Non-tariff barriers and poor trade facilitation, by contrast,
account for the remaining 75 percent.*® Research therefore
suggests that to achieve the job gains resulting from greater
intra-Africa trade and regional integrations, countries should:

e Improve efforts at trade facilitation alongside building
more physical infrastructure that links regional markets.
Infrastructure creation is also crucial for supporting the
growth of Africa’s manufacturing sector.

e Ease regulation on small traders, many of whom are
women, by “simplifying border procedures, limiting
the number of agencies at the border . . . increasing
the professionalism of officials . . . and assisting in the
spread of new technologies such as cross-border mobile
banking.™6

e Encourage regional trade by eliminating onerous non-
tariff barriers; reducing bans on exports; and improving
customs performance, coordination, and trade logistics.
For example, greater regional trade in agriculture
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holds the promise of creating many new jobs in agro-
processing and a wide range of services, such as
transport, distribution, and retailing. Similarly, the apparel
sector—a traditionally female employment—intensive
manufacturing sector—could benefit from such measures.

e Support trade in services. Service exports can help
improve access to crucial services necessary to
increase productivity, such as healthcare, education, and
other professional services.*” Exports of services are
particularly important for landlocked countries for which
opportunities to diversify into the export of manufactures
are more limited by the high costs of transporting
goods.*® Some countries in Africa already export a
far greater level of h