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Fertility, growth and the future of
aid in sub-Saharan Africa

Jakkie Cilliers

Sub-Saharan Africa continues to experience very rapid population growth and is thus likely to
remain poor. Aid should support government efforts to reduce high fertility rates that will, in time,
allow citizens to benefit from inclusive economic growth, and reduce poverty. The first part of this
report gives an overview of aid trends and characteristics in Africa. It then presents four scenarios
on future levels of aid with a time horizon to 2030.
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Key points

} Research confirms that aid to
poor countries in Africa helps
across various dimensions.

} Remittance flows and foreign
direct investment to middle-
income African states are
increasing but not to poor
and fragile countries, which
remain aid dependent.

} Levels of aid to Africa have
been drifting sideways
for several years and it is
unlikely that the international
community will ramp up for a
big aid push to Africa.

} For Africa to grow, African
governments and donors
need to focus on the
continent’s high demographic
dependency ratio and work
to reduce rates of fertility.

The purpose of aid

The post-1994 improvements in Africa’s growth rates tapered off after 2008,
but have been the longest in the continent’s independent history. Yet, by
2015, the annual average income in Africa was only US$180 above that

in 1974."

Because Africa’s income growth has not been able to outpace population
growth, it remains the poorest region globally. Since 1960 the continent has
received more official development assistance (aid) than any other region.?
From 1960 to 2015 the international community provided a cumulative
amount of around US$1.6 trillion in aid to Africa.? Asia and the Middle East,
the other two regions that have historically received large amounts of aid, trail
significantly behind Africa.

This paper finds that rapid population growth lies at the root of sub-
Saharan Africa’s inability to reduce poverty and improve livelihoods, despite
the provision of significant amounts of aid and, recently, strong growth. It
concludes that much greater emphasis needs to be placed on efforts to
reduce fertility rates and therefore to improve the size of the working-age
population versus dependents, the majority of whom are children.

\Whereas Latin America and Asia have been able to
rapidly reduce levels of poverty, that has not been
the case in sub-Saharan Africa

According to the Organisation for Economic Co-operation and Development
(OECD), which tracks aid flows through its Development Assistance
Committee (DAC), aid is intended to promote the economic development and
welfare of developing countries. The OECD records that US$51.2 billion in
net aid flowed to Africa in 2015.# However, this amount excludes many new
donors, private contributions by organisations such as the Soros Foundation
and some aid channelled through non-governmental organisations (NGOs).5
For example, aid from China, estimated at US$5.4 billion in 2015, is not
included in these statistics.® The OECD’s own large-scale survey on global
private philanthropy, which is due for publication in 2018, estimates that
US$11.5 billion in private flows benefitted Africa between 2013 and 2015.7

Total aid amounts are therefore most likely higher than reported by the OECD.
There is also significant pressure to increase aid to meet the commitment by
many developed countries of 0.7% aid to gross national income (GNI) in the
Sustainable Development Goals (SDGs).

The bulk of the allocation to the African continent has steadily shifting towards
countries south of the Sahara, since North African countries have long since
graduated to middle-income status. By 2015 only around 10% of aid went to
North Africa.
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In December 1995 the General Assembly proclaimed the
First United Nations (UN) Decade for the Eradication of
Poverty, which was followed by the adoption of the UN
Millennium Development Goals (MDGs) in 2000. More
recently, the ambition ‘to end poverty in all its forms
everywhere’ is reflected as Goal 1 in the SDGs. However,
whereas Latin America and Asia have been able to rapidly
reduce levels of poverty, that has not been the case

in sub-Saharan Africa, which continues to lag behind

the rest of the world in this crucial measure of human
wellbeing. Close to 43% of people in sub-Saharan Africa
currently live on less than US$1.90 per day (the global
measure below which persons are considered to live

in extreme poverty). The level in the next most affected
region, Asia, is less than one-quarter of that and declining
rapidly. In spite of its rapidly increasing population,

the forecast drawn from the International Futures (IFs)
forecasting system used in this report® is that India will
likely reduce its poverty levels from an estimated 13% in
2017 to below 3% by 2030, compared to a persistent
high level of 38% in sub-Saharan Africa.®

The classification of aid into nine sectors ranging from
education to the provision of humanitarian assistance
reflects the wide purpose of aid, which, beyond poverty
alleviation, includes improving wellbeing or quality of
life, stimulating economic growth and supplementing
government expenditure. The OECD uses eight broad
categories in which to group aid-delivery modalities,
consisting of: (1) budget support; (2) core contributions
and pooled programmes and funds; (3) project-type
interventions; (4) experts and other technical assistance;
(5) scholarships and student costs in donor countries;
(6) debt relief; (7) administrative costs; and (8) other
in-donor expenditures.

The contribution of aid

Since the aid sector is complex and the environment in
which it works is hugely diverse, there has been a lack of
consensus on the contribution that aid has been able to
make to improved livelihoods. In particular, the inability
of sub-Saharan Africa to make real progress in poverty
reduction tends to obscure the successes achieved in
improving the general wellbeing or quality of life of many
Africans. Success stories include the eradication of river
blindness in West Africa, the eradication of smallpox,
improvements in modern contraception and declines

in malaria deaths. Project evaluations of development
aid projects (although often done by consultants and
organisations themselves involved in aid) generally
present a positive result within specific sectors and
communities (such as education and the provision of
basic healthcare). However, the contradiction between
findings of local success and aid’s apparent lack of
impact on macro indices such as poverty reduction
and more rapid growth was a jarring element in several
decades of associated research.

Aid is, by definition, palliative, unless it
IS able to kick-start and sustain
inclusive economic growth

At the macro level the aid industry was, until recently,
unable to establish a clear causal relationship between
aid, economic growth and the alleviation of poverty.
This is, according to Arndt, Jones and Tarp, because
outcomes such as basic healthcare and primary
education were not included when considering the
aggregate accomplishments of aid.'" Their research, as
well as that of others that reinterpret previous work, finds
that aid has a modest positive impact on growth, that it
promotes structural change, improves social indicators
and reduces poverty, although the magnitude of this
relationship is modest, varies greatly across recipients
and diminishes at high levels of aid.?

Despite these positive findings, aid is, by definition,
palliative, unless it is able to kick-start and sustain
inclusive economic growth, which was the experience
with the Marshall Plan in Europe after the Second

World War and the vast amounts of aid and technology
transfer provided to a country such as South Korea (and
Japan) some years later. This is because aid serves to
ameliorate the worst effects of war, hunger, poverty,
poor/bad governance and lack of provision of services,
but cannot compensate for the lack of sustained and
inclusive growth that alone is able to raise incomes, grow
employment and reduce poverty. Both these examples of
aid success — Europe and South Korea — were enabled
by specific global considerations (such as the East-West
divide), facilitating domestic conditions (such as high
levels of education in Europe despite the destruction of
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the Second World War) and cultural homogeneity and
leadership (in South Korea).

Despite the poor progress in reducing poverty and

with much of Africa’s average income levels steadily
falling behind those of other regions, other indicators of
wellbeing — like changes in infant mortality, education and
life expectancy — are showing positive progress.'®

Infant mortality is an important measure of general social
improvement, since it reflects broader changes in health
and governance. In 1985 the average infant mortality rate
globally was estimated at around 55 deaths per 1 000 live
births, but the number was 116 in sub-Saharan Africa. By
2015 the global rate was 26 deaths, with sub-Saharan
Africa at 58. The gap between the global and the sub-
Saharan Africa rate thus decreased from 61 deaths in
1985 to 32 deaths by 2015 — a reduction by almost half,
reflecting rapid and sustained progress. '

Without aid, government revenues in
Africa’s 27 low-income countries would
be 10% of GDP instead of 21%

A similar, if less impressive, trend is evident when
comparing average life expectancy. In 1985 the average
life expectancy of Africans was estimated at only 51
years, and the global average at 63 years. By 2015
average life expectancy was 62 years in Africa and 72
years globally. The gap has narrowed by about two years,
and this despite the impact of the HIV/AIDS pandemic,
particularly in Southern Africa. Had it not been for HIV/
AIDS, progress would have been much more impressive.
With the worst of the pandemic behind us, rapid future
progress (and even some catch-up) is likely.

Comparing mean years of education — the average
number of completed years of education of a country’s
population aged 15 years and older — tells a story of
steady improvements but no convergence. In 1985 adult
Africans had slightly more than three years of education,
compared to a global average of 5.5 years. By 2015 the
African average was 5.7 years compared to 7.9 years
globally. So, while things have improved, Africa has not
been able to catch up with the global average, but neither
has it fallen back. Rapid population growth plays a role
here, but what is interesting is that the relationship has
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remained stable despite a decline in African expenditure
per pupil compared to the global average. This decline
happened because African economies (and hence
government revenues) have grown more slowly than the
global average.

On these most basic of indicators there is, therefore,
much to celebrate. But exactly how much of these
improvements in infant mortality, life expectancy or other
indices is attributable to aid remains unclear.

It is, of course, easier for Africa to make rapid progress
since it is coming off a low base and more difficult for
other regions to continue with progress from higher levels
of human development.

Africa also continues to suffer from the lowest levels

of access to basic infrastructure (water and sanitation
[WASH] and access to electricity) anywhere in the
world.”™ The absence of basic infrastructure hinders
human development, both physically and cognitively.
Lack of access to improved WASH, for example,
increases communicable disease prevalence and
childhood malnutrition, while lack of access to electricity
increases the risk of respiratory disease and death in
children and limits school-going children’s ability to study.
Each of these has important negative knock-on effects
that hinder long-term human development.

Poor countries often have little tax revenue and are
unable to finance the provision of services or to close the
savings—investment gap that would, at least in theory,
lead to more rapid growth. In the absence of significant
domestic savings and the physical and human capital

to attract private investment, aid serves as an important
avenue through which donors can augment government
capacity or compensate for incapacity by relying on other
methods of service delivery, and hence impact upon the
provision of basic services.'®

For example, without aid, government revenues in
Africa’s 27 low-income countries would be 10% of

GDP instead of 21%. In an environment where income
from domestic revenues is limited, aid therefore boosts
government revenues by 11 percentage points.'” It is for
this reason that SDG 17 (which includes aid targets) calls
on states to ‘strengthen domestic resource mobilization,
including through international support to developing
countries, to improve domestic capacity for tax and other
revenue collection’.'®



Recent trends in aid

Having largely been used for geostrategic rather than
development purposes, the end of the Cold War allowed
the aid community (then largely consisting of OECD
countries) to pay greater attention to aid effectiveness
and value for money, although this shift has been far
from uniform or consistent. The dissolution of the Soviet
Union unshackled Western donors from the need to
prop up African dictators in competition with their former
competitor, but also meant that Africa lost some of its
previous geostrategic relevance.

Generally, aid levels to Africa declined steadily for the
subsequent decade, with large country-to-country
variations between groupings such as Kenya, Somalia,
Sudan and the former Zaire (which experienced

some of the largest declines) and others. Beyond the
disillusionment with aid to Africa and the impact of the

Figure 1: Aid to Africa vs. population growth

end of the Cold War, a number of external factors
also played an important role in these trends, such as
the 1991 start of a prolonged recession in large aid
provider Japan, and the resource pull exerted by
transition economies.

Aid only started to regain its popularity with the 2000
UN Millennium Summit in New York. The post-2000
momentum in aid was substantially bolstered by the
support of international celebrities such as Bono and
Bob Geldof. ‘Aid became part of the entertainment
industry,”'® wrote Dambisa Moyo in her scathing 2009
book Dead aid. In addition, 2005 was marked by various
initiatives (such as the Report of the Commission for
Africa spearheaded by UK prime minister Tony Blair and
the European Consensus on Development). The 2005
World Summit in New York also called for increased aid
transfers in order to reach the MDGs of halving poverty
and hunger by 2015.
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In recent years, a series of high-level forums on aid
effectiveness, in Rome, Paris, Accra and Busan in 2003,
2005, 2008 and 2011 respectively, have been important
in providing momentum to the aid lobby and associated
debates. The 2011 Busan Partnership for Effective
Development Cooperation (that itself followed up on the
G20 meeting in Seoul the previous year) proved to be

a turning point in discussions on aid and development.

It was here where the Global Partnership for Effective
Development Cooperation (GPEDC) was launched, which
was subsequently reaffirmed in Mexico in 2014 and again
in Nairobi, two years later.

Busan established, for the first time, an agreed framework
for development cooperation that included traditional
OECD donors, new donors from the South, civil society
organisations and private funders. It helped to step up
efforts to start looking beyond the MDGs to a process
that would conclude in 2015 with the finalisation of the
follow-on SDGs.

The result of these and other reforms saw a steady shift
in aid as a per cent of GDP to low and lower middle-
income countries (where the majority of extremely poor
people are to be found) as opposed to upper middle-

income countries, as well as greater efficiencies (as
donors untied aid and allowed aid recipients to use their
aid dollars to procure from the cheapest suppliers and
not those prescribed by donors).°

When aid is adjusted for inflation
(i.e. expressed in constant figures),
levels of aid have slowly drifted sideways

The large number of aid dollars that was unlocked in the
process needs to be placed within an important context,
however. When aid is adjusted for inflation (i.e. expressed
in constant figures), levels of aid have slowly drifted
sideways, as evident in Figure 1.2" This trend has been
accelerated by the use of larger portions of aid budgets
for humanitarian aid and in-country refugee costs — the
latter referring to the domestic use of aid by donors (such
as in Germany) rather than this expenditure being used in
developing countries. Whereas in 2000 10% of aid was
used for in-donor country refugee costs and humanitarian
aid, by 2016 this portion had more than doubled to 21%,
as reflected in Figure 2.22

Figure 2: Portion of aid used for in-donor refugees and humanitarian assistance
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Figure 3: Portion of aid received by country income groups (world)
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By 2015 around 35% of aid went to low-income
countries (see Figure 3). The share of aid going to lower
middle-income countries generally remained unchanged,
while the percentage of aid going to upper middle-
income countries declined to 16% by 2015.2° So there
is a general shift in aid to poorer countries, although it

is important to emphasise that aid disbursements are
determined by many considerations, not only the living
conditions (or needs) of aid recipients.

A number of donor country considerations — such as

a sense of shared history (or a belief that a recipient
country may be able to learn from donor country
experiences), potential trade, interest in resources and
often, the personal whims and preferences of the political
leadership in donor countries — play a role in both the
level of aid and the choice of recipients and sectors.

For example, in 2017 three departments in the Federal
Government of Germany each announced an initiative

on Africa that had more to do with the politics between
three parties in the governing coalition of Chancellor
Angela Merkel ahead of national elections in September.
Thus, the Federal Ministry for Economic Cooperation and
Development (headed by Gerd Muiller of the Christian
Social Union) announced its Marshall Plan;?* the Federal
Ministry of Finance (headed by Dr Wolfgang Schauble of
the Christian Democratic Union), announced its Compact

with Africa (which was later taken up by the G20);?® and
the Federal Ministry for Economic Affairs and Energy
(headed by Brigitte Zypries of the Social Democratic
Party) presented its Pro! Africa initiative.?® All seek to
‘crowd-in’ the private sector (thus benefiting stable
middle-income countries) and provide no significant
additional aid to poor countries.?”

There is a general shift in aid to poorer
countries, although aid disbursements
are determined by many considerations

Despite positive progress elsewhere, sub-Saharan Africa
made only modest progress towards the eight MDG
goals. This was despite aid levels to Africa increasing to
around US$48 billion by 2010, very close to the US$50
billion target set by the Commission for Africa.?® These
developments helped to build momentum towards the
comprehensive set of 17 SDGs agreed to in 2015.

In the decades after the collapse of the Berlin Wall

and buoyed by the third wave of democracy that it
unleashed, Western donors insisted on ‘capacity
building’” and the importance of the rule of law. In the
process donors insisted that a strong causal link existed
between development and democracy in poor countries,
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despite considerable evidence to the contrary.?® To be
sure, stronger institutions, the rule of law and greater
transparency do mean that aid is less fungible, with clear
improvements in value for money.

Traditionally much aid was not transparent — a situation
that has improved markedly in recent years, culminating
in the commitments in SDGs 16 and 17 for greater
access to information and provision of data. Yet there

is much that is not known, particularly of agencies

from ltaly, Japan, France, China and the United Arab
Emirates (UAE), which score ‘very poor’ in the 2016 Aid
Transparency Index. The index finds that only 10 donors
of varied types and sizes, accounting for 25% of total aid,
have met the commitment to aid transparency made in
Busan in 2011.%°

In current (i.e. not constant) dollars, external financial
flows (consisting of aid, remittances and private capital
flows) to sub-Saharan Africa have increased substantially
since 2001. Unlocking private investment has become an
important development paradigm within and outside of
the aid community. Considerable attention is being given
to efforts such as Aid for Trade and the European Union
(EU) blending framework, which uses grants to mobilise
additional support in the form of loans or equity.®

Unlocking private investment has become
an important development paradigm
within and outside of the aid community

These approaches are, however, contested by some
developing countries, since they are considered to be
located within a neo-liberal economic framework that
minimises the role of the state and expands that of the
private sector at low levels of development, thereby
increasing inequality and hence poverty.

Data on aid is set to evolve in 2018. First, reports on aid
from the OECD will only count the grant element of loans
and not the entire amount of the loan.®? The result is likely
to reflect a significant reduction in reported aid flows from
a country such as South Korea, which largely provides
concessional loans, whereas data from the EU will be
unaffected since it provides only grants.

Second, the UN will start to roll out a new international
financial statistical standard, the Total Official Support for
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Sustainable Development (TOSSD), as a statistical input
into SDG indicator 17.9. Initial work on TOSSD is led by
the OECD DAC and a first report is scheduled for 2018,
ahead of the 2019 UN stocktake of SDG implementation.
TOSSD will measure all external financial flows regardless
of the financial instrument used or whether they are
delivered through bilateral or multilateral channels, and
includes private finance and that channelled through
officially supported NGOs.%®

Finally, the OECD is to release its estimates on
private philanthropy.

Collectively, these three efforts will significantly improve
our understanding of aid flows and the quality of the
associated data.

Aid flows versus private capital
flows and remittances

The efforts to expand trade and integrate African
economies into the global economy referred to in the
previous section are not new. The Lomé Agreement of
1975 provided duty- and quota-free access for exports
from African, Caribbean and Pacific countries into the
EU.%* The Cotonou Partnership Agreement (CPA), which
replaced the non-reciprocal Lomé trade access, now
provides for reciprocal free trade agreements (preferences
expired at the end of 2007). The CPA incorporates
various aid effectiveness principles, unties aid and allows
for the phasing in of economic partnership agreements
(EPAs) between the EU and regional groupings of CPA
countries, including in Africa.®®

In some ways (particularly in relation to its non-reciprocal
status) the previous Lomé Agreement is similar to the

US Millennium Challenge Corporation (MCC) that was
established in 2004 with its tagline of ‘reducing poverty
through growth’, where a low-income or lower middle-
income country could apply to qualify for a compact,
based on good governance, economic freedom and
investments in its citizens.*® Generally, however, intra-
regional trade has not expanded to the extent envisioned
with either the EU or US efforts — and has thus not
achieved the expected results in increasing diversification
and reducing commodity dependency.

Against this background SDG 17 callls for a revitalised
global partnership for sustainable development between
governments, the private sector and civil society, based



Figure 4: Sub-Saharan Africa - flows of aid, remittances and FDI (current US$)
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on shared principles and values. These include long-term
debt sustainability, the mobilisation of additional financial
resources for developing countries from multiple
sources, and investment promotion regimes for least
developed countries.®”

On average aid flows to sub-Saharan Africa continue

to exceed either remittances or private capital flows,
although the latter two have both increased significantly
in the last decade. By 2015, remittances (US$39.2 billion)
and private capital flows (US$44.4 billion) each
approximate aid flows. In current dollars, private financial
flows to sub-Saharan Africa increased from less than
US$2 billion in 1990 to around US$44 billion in 2015,
although, once inflation is taken into account, the
increases in flows are much less impressive.

Much more is needed, such as the European External
Investment Plan (EIP) — announced in 2016 — which

will encourage investment in Africa, and the EU
Neighbourhood, which has the potential to unlock up to
€88 billion by 2020.%°

In terms of volume Nigeria is the largest recipient of
remittances, and Lesotho is the most remittance-

B Remittances
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B ro

2010 2015

dependent country in sub-Saharan Africa when
measured as a per cent of GDP. Other countries with
high remittance flows — when scaled to the size of their
economies — include Cape Verde, Liberia, Senegal and
Togo. On average remittances to sub-Saharan Africa
increased to 2.6% of GDP in 2015.4°

Low-income countries are still aid-
dependent although middle-income
countries are rapidly benefiting from FDI

The trend in respect of personal remittances and foreign
direct investment (FDI) is reflected in Figure 5, which
presents the share of net inflows of aid (of GNI), personal
remittances (of GDP) and net aid (of GDP) received by
low- and middle-income countries globally. It illustrates
the large aid dependence of low-income countries and
the extent to which middle-income countries are rapidly
benefiting from FDI.

A separate annex presents the average FDI and
remittance flows as a per cent of GDP for 2010 to 2015
for countries in sub-Saharan Africa.
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Figure 5: Aid, remittances and private capital flows
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Low-income countries in Africa remain particularly
aid-dependent (although aid as a share of GDP is also
declining here), a few countries depend heavily on
remittances, and private capital flows benefit an even
smaller number of countries. The reason is that most FDI
goes to middle-income countries with more diversified
economies and the associated financial infrastructure to
absorb such investments, and not to poor countries or
fragile states.*’

The general trend suggests a steady
decline in aild dependency in
sub-Saharan Africa

To access international capital markets, countries need a
sovereign credit rating by an international rating agency
to evaluate its credit worthiness.* In mid-2017 the only
African countries with a sovereign credit rating by all
three key international rating agencies (Moody’s, S&P and
Fitch) were Angola, Egypt, South Africa and Morocco.*
And fully half of total FDI to sub-Saharan Africa in the
decade to 2012 went to only two countries, South Africa
and Nigeria.*

Yet the general trend suggests a steady decline in aid
dependency in the region. In 2015, 22 out of 54 African
countries received more FDI than aid.*> Middle-income
countries are experiencing the sharpest declines in aid as
a share of total inward flows — despite the fact that the
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portion of aid that goes to lower middle-income countries
(compared to low-income countries) has remained
relatively constant.*® Thus, according to Sy

and Rakotondrazaka,

the claim of the demise of aid is still premature; the
growth of private capital flows has benefited few
countries; remittances have become significantly
more important for some countries; and the

rise of external flows means that sub-Saharan
African countries will have to manage the volatility
associated with such flows.*

Eventually only the private sector, working with
government, will be able to unlock sustained employment
and wealth creation, but this only kicks in once

countries achieve middle-income status. At low levels of
development, the role of the state is particularly important
in providing basic infrastructure such as for healthcare
and water, as well as education. It is unclear how the
pursuit of profit in partnership with the private sector will
sit with the need for state building in Africa’s low-income
countries or, indeed, with sustained poverty alleviation.

New donors, the fragmentation of
aid and South-South cooperation

Recent years have seen the addition of many new
donors such as Turkey and South Korea (in addition to
countries such as the UAE, Saudi Arabia, Venezuela,
Kuwait and Brazil, which have provided assistance to
other developing countries for many years). The result is



an increase in the amount of funds for development but
reduced coherence and coordination.

A recent edited volume, The fragmentation of aid, points
to the associated trends, since the early 2000s, of the
proliferation and fragmentation of actors that now provide
aid and other forms of international cooperation.“® By
offering alternatives to developing countries, emerging
donors have introduced competitive pressures into the
existing system. This has weakening the bargaining
power of traditional donors, as well as their ability to
impose common standards and the opportunity for
reductions through harmonised donor reporting.

For a while, traditional and emerging donors sought to
develop triangular cooperation relationships that brought
recipients, new or emerging donors in the South and
traditional donors in the North together, but these efforts
have waned in recent years as transaction costs appear
to crowd out other benefits.

A modem aid landscape that is
fragmented, complex and incoherent,
Aid is more fungible in this environment

The increasing number of donors (ranging from smaller
new donors such as Poland and Lithuania to much

larger donors such as Turkey, Mexico and China) and
international institutions that offer multilateral aid, coupled
with the proliferation of different trust funds,*® among
other new instruments, has complicated coordination
and increased the reporting burden at recipient level.*
The result is a modern aid landscape that is fragmented,
complex and incoherent. Aid is more fungible in this
environment (since donor reporting is not harmonised and
integrated) and recipients are able to evade accountability
should they so wish.

Then there is the increase in investment flows, including
bilateral projects, in the South. South-South cooperation
(such as that from China and Turkey, but also between
countries such as South Africa and the Democratic
Republic of the Congo [DRC]) has a long history dating
back to the Bandung Conference of 1955 (on Asian—
African cooperation).

However, the associated aid flows are not currently
captured by organisations such as the OECD. South-

South relationships are self-characterised as ‘horizontal’
rather than the traditional ‘vertical’ cooperation (between
North and South). On the face of it, this is a mode of
cooperation where partners refrain from political
dialogue or interference in the domestic affairs of
recipient countries.®!

Yet South—-South cooperation is primarily an expression
of political solidarity among developing countries. In the
absence of a secretariat (similar to the DAC of the OECD),
an agreement on a precise definition and associated
data, it is impossible to determine its real added value.

Despite its characterisation as horizontal cooperation,
South-South cooperation is also often overtly linked with
commercial interests and appears to give prominence to
infrastructure projects as part of aid activities. Research
has found that it prioritises resource-rich recipient
countries such as Angola, Nigeria and Sudan, upon
which donor countries rely for commodity flows.5?

Reminiscent of Western aid practices some decades
earlier, the allocation of official Chinese aid (often touted
as constituting the largest component of South-South
cooperation) is overtly political, apparently intending to
unlock greater opportunities. Thus, a 2016 report that
geocoded 1 650 Chinese development finance projects
across 3 097 locations in Africa from 2000 to 2012
found that ‘Chinese official financing to a political
leader’s birth region nearly triples after that individual
assumes power’.%®

Aid dependence, aid intensity
and governance

Two measures are helpful in considering the extent to
which a number of sub-Saharan African countries have
become addicted to aid, namely aid dependency and
aid intensity.

Aid intensity is measured as the ratio of aid to GNI.>*
Where the ratio exceeds 10%, countries are classified
as highly aid dependent.®® Using the average of aid as a
per cent of GNI for the period 2010-2015, 16 countries
in sub-Saharan Africa can be considered highly aid
dependent, namely (from lowest to highest) Guinea-
Bissau (at 10%), Niger, Comoros, South Sudan, DRC,
The Gambia, Cape Verde, Mozambique, Rwanda, Sierra
Leone, Malawi, Central African Republic, Sao Tomé and
Principe, Burundi, Somalia (at 22%) and Liberia (at a
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Figure 6: Countries above the average for sub-Saharan Africa — aid as % of GNI
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Note that countries below the average are not shown.

record 60%).%° These are all low-income, post-conflict
and/or fragile states. See Figure 6.

When aid income becomes too large a portion of GNI
there has been considerable speculation (but less
evidence) that the results could be similar to the resource
curse (where abundance in natural resources results

in poor economic growth, less democracy and poor
development outcomes) as it reduces accountability.

In theory, it allows governments to survive with low tax
levels, creates fiscal dependence and hence undermines
the social contract. Thus ‘a large and sustained volume
of aid can have negative effects on the development of
quality institutions’.” One study found that aid recipients
could not absorb more than 45% of GDP in aid,
characteristic of Burkina Faso, Malawi, Mali, Rwanda and
Uganda in 2015, among others.%® More recent research
shows that where aid is conditional, as in the cases of
programmes supported by the International Monetary
Fund (IMF), its impact is stronger where institutions are
also strong.

When income is derived from domestic tax revenues
there is a natural incentive for citizens to monitor the
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spending decisions of their elected representatives (or
to agitate for representation in non-democracies). By
contrast, aid generally depends on oversight from donor
agencies with limited leverage and insight into national
processes. The relationship between high levels of aid
and the impact that it has on the quality of institutions
and governance generally has been hotly contested,
with recent findings concluding that aid has a small
positive net effect on political institutions.® Earlier work
by the African Futures Project at the ISS also found

a likely positive relationship between aid and early
democratisation in Africa.®’

A recent example of the complex challenges faced

by donors occurred when the presidency of ‘donor
darling’ Mozambique was exposed as having entered
into US$2 billion government loans, hidden from the

IMF and donors, in 2013. These loans were used to
purchase, at hugely inflated costs, fishing boats, naval
vessels, radar and other maritime security equipment to
establish a coastal security system (apparently to protect
its off-shore gas terminals) and to set up a state-backed
tuna fishing company (despite this not being considered



commercially viable). The loans were arranged by

Credit Suisse, a Swiss bank, and Russia’s VTB Capital,
which earned nearly US$200 million in fees for arranging
the loans.

The discovery led to the suspension of aid to the
government of Mozambique (but not to field-based
projects run by NGOs). Events such as this tend to pour
cold water on an aid industry that is struggling to retain
its levels of funding and reinforce stereotypical views of
governance in Africa, yet do little to force accountability in
the private financial sector.??

Until recently, large aid volumes were suspected of
having an economic impact similar to the so-called Dutch
disease, according to which the inflow of foreign currency
leads to currency appreciation, making other products

or sectors less competitive on the export market, and

so lowering competitiveness, growth and employment
creation. According to this line of reasoning, aid makes
exportable sectors grow slower than non-exportable
sectors, and large aid volumes reduce the ability of
countries to expand into manufacturing.®®

Aid has a modest positive effect on
growth with an average internal rate of
return of around 10%

Recent studies using longer data series are significantly
less negative. They show that characteristics such

as increased trade openness or greater government
effectiveness can substantially mitigate these effects.
Today the emerging consensus among researchers is
that aid has a modest positive effect on growth with an
average internal rate of return of around 10%.% Thus the
previous pessimistic aid—-growth mainstream of analysis
has turned to cautious optimism as researchers started
using longer and more comprehensive datasets, revising
earlier findings.%®

Aid scenarios

The three scenarios below use the IFs forecasting system
to explore the impact of different levels of aid to Africa
and sub-Saharan Africa to 2030 and 2040 (see Table 1).
The first presents a realistic Current Path or expected
aid trajectory.%®

The Current Path forecast from IFs is that the average
number of persons living in extreme poverty in Africa will
likely increase by more than 100 million people to around
556 million people by 2030 (out of a total population then
likely numbering 1 666 million), although the portion of
extremely poor people is set to continue its slow decline
(from 38% in 2015 to 33% in 2030). Previous work by
the African Futures Project at the ISS explored various
growth scenarios and their impact upon poverty, but all
point to the huge challenge in reducing the region’s large
poverty burden.®”

Whereas Africa received about US$51 billion in aid in
2015, annual levels of aid to Africa would expectedly
reach around US$90 billion by 2030 and US$121 billion
by 2040 in the Current Path forecast. In this forecast,
aid to sub-Saharan Africa increases from US$43 billion
in 2015 to US$87 billion in 2030, i.e. by 202%, which

is roughly the same increase experienced in the period
2000-2015. That period followed the Millennium Summit
in New York, whereafter aid levels increased rapidly, until
the 2007/8 global financial crisis dampened aid flows
and populist governments in the West started pulling
back on the provision of aid.

The historical trend presented in Figure 1 saw per capita
aid levels to Africa slowly decline after 1980 but aid to
sub-Saharan Africa remain constant on a per person
basis, as aid steadily shifted to low-income countries.
The Current Path forecasts for sub-Saharan Africa

(see Figure 7) envision that per capita aid to the region
increases only modestly from 2015 to 2030 as donors
pursue the SDG goals and the economies of developed
countries that provide aid continue to expand.

In a second scenario, More Aid, aid to Africa is
approximately 32% (or US$29 billion) larger in 2030

than in the Current Path. Although the increase in aid
dollars in the More Aid scenario appears aggressive, it

is important to place that in context. Should, in 2015,
donors have met their aid targets (as agreed to in SDG
17), total aid would have amounted to US$450 billion in
that year alone.®® Actual bilateral aid levels were less than
one-third of this amount at around US$131.5 billion (of
which US$51.2 billion was allocated to Africa).

Clearly, the achievement of the SDG aid target by
2030 would have an enormous impact on Africa’s
development prospects, since levels of aid per capita

AFRICA IN THE WORLD REPORT 6 | OCTOBER 2017 d



Table 1: Aid scenarios

Population size (mil people)

Aid in Current Path (bn US$)

Africa
More Aid (bn US$)
Less Aid (bn US$)
Population size (mil people)
Sub- Aid in Current Path (bn US$)
Saharan .
Africa More Aid (bn US$)

Less Aid (bn US$)

Source: IFs v 7.29. US$ numbers in constant 2015 values.

would increase dramatically. This is, however, an unlikely
scenario given current trends — and it is also unlikely

that recipients would be able to absorb such massively
increased levels of aid without significant changes in
delivery mechanisms. The More Aid scenario therefore
does not approximate donors’ meeting their SDG targets,
but does provide for a substantial increase in aid volumes.

Finally, in a Less Aid scenario, aid to Africa in 2030 is
only 30% more (at US$66 billion) than in 2015.%° This

is a scenario where donors choose to actively pursue
private investment flows as a more suitable avenue
through which to support poverty alleviation in Africa,
and/or where other pressing priorities such as refugees or
humanitarian assistance divert aid dollars elsewhere.

In summary: in the More Aid scenario, sub-Saharan
Africa receives US$29 billion more aid in 2030 than in the
Current Path scenario, and in the Less Aid scenario sub-
Saharan Africa receives US$22 billion less aid in 2030
than in the Current Path.

The remainder of this report looks at the impact of these
three aid scenarios on sub-Saharan Africa, namely the
47 countries where an estimated 429 million out of

1 billion people (43% of the 2015 population) live in
extreme poverty.”®

Impact of aid scenarios

A first consideration (presented in Figure 7) is that in the
More Aid and Current Path scenarios aid increases on a
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Year
2000 2015 2030 2040
812.9 1185.0 1665.0 2 030.0
20.0 51.2 90.4 121.0
= = 119.5 147.3
- - 66.4 75.6
668.6 1 000.0 1440.0 1784.0
17.0 42.8 87.0 119.0
- - 109.3 145.0
- - 65.3 74.3

per capita basis, and declines in Less Aid. In fact, in More
Aid, aid per capita would be 55% more in 2030 than in
2015. The Current Path forecast is that aid levels would
be 23% higher in 2030 than in 2015, and 14% lower

in the Less Aid scenario. The analysis presented in the
earlier sections of this report would therefore suggest a
modest impact upon indices such as declines in poverty
levels and improvements in the provision of services in
the More Aid scenario.

In the More Aid and Current Path
scenarios aid increases on a per capita
basis, and declines in Less Aid

The impact of the scenarios on government consumption
in sub-Saharan Africa is presented in Figure 8. The
one-percentage point difference between the More and
Less Aid scenarios means that in 2030 governments in
sub-Saharan Africa would have around US$40 billion or
US$19 per capita more in financial resources to spend
on education, health, infrastructure and research and
development, as well as on other, less productive effort
such as the military. The cumulative additional funds
amount to US$277 billion over the horizon from 2017 to
2030 (i.e. the cumulative difference between Less and
More Aid).

Generally, debt levels would, on average, be lower by
about 1% of GDP in the More Aid scenario compared to



Figure 7: Aid to sub-Saharan Africa vs. population under different scenarios™
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the Less Aid scenario, since recipient countries In the case of the Less Aid scenario, the economy of
would likely be able to use some aid to replace sub-Saharan Africa would be US$8 billion smaller than
government revenues. in the Current Path (having ‘lost” a cumulative amount
forecast to be US$15 billion larger in 2030 in the More capita in 2030 would differ by US$24 (in purchasing
Aid scenario than in the Current Path (with a cumulative power parity) between Less Aid and More Aid — a huge
increase from 2017 to 2030 of US$64 billion).™ amount given the very large population (1 441 million

Figure 8: Sub-Saharan Africa — government expenditure under different scenarios
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people by 2030) and the rapid increase in population
to 2030.

Finally, by 2030, 13 million fewer people in sub-Saharan
Africa would be living in extreme poverty when comparing
the More Aid with the Less Aid scenario.

What more can be done?

Previous sections have argued that it is very difficult to
use a single measure (such as poverty) to measure the
impact of aid given its spread across sectors as varied
as democracy, human rights, economic development,
education, social services, health, environment, etc.
Much as the More Aid scenario points to improvements
in many dimensions, the question must be asked, what
more could be done with aid to help place sub-Saharan
Africa on a long-term positive trajectory of growth

and development?

This question is complicated by the fact that the
remarkable economic transition of the Asian Tigers

and China occurred under an authoritarian, state-led
developmental model, not as a democracy or under free-
market conditions.

In recent years, the rapid changes in the prospects of
Ethiopia and Rwanda have bolstered those who argue, as
Moyo does, that economic development should precede
democratisation and what Africa needs is not democracy
but ‘a decisive benevolent dictator to push through the
reforms required to get the economy moving’.”

Yet Africa has been poorly served by decades of
authoritarianism. Although substantive democracy (as
opposed to nominal, electoral democracy) remains
distant in many states, it is unlikely that Africans would
countenance democratic reversals, given the generally
dismal performance of non-democracies and the
subsequent widespread support for democracy.” The
challenge facing Rwanda and Ethiopia, often cited as
examples of developmental authoritarianism (they are, in
fact, exceptions), is that the process of democratisation is
inevitably unstable. Once the democratic deficit becomes
too large, instability is almost assured.

Similar to the situation in these two countries, the Asian
Tigers did not experience their rapid transition through
adhering to Western standards of good governance

or low levels of corruption. An outward orientation that
sought to embrace aspects of free trade (accompanied
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by determined efforts at supporting and building domestic
industry) appeared to have played an important facilitating
role, as did developmentally orientated leadership.

A big push in development assistance seems to have
played a role only in exceptional instances, such as in
South Korea.

By way of comparison, Zambia has received around
US$40 billion in aid since independence in 1964, yet its
GDP per capita in 2016 has hardly recovered to its peak
levels in 1967.7° Like Zambia today, South Korea in 2017 is
heavily affected by rampant corruption that extends to the
highest office of the land.

There are, of course, large differences in the extent to which
corrupt elites in Africa export their ill-gotten gains (what
Moyo refers to as negative corruption) and the domestic
circulation of corrupt monies within most Asian economies
(positive corruption). While the recirculation of ill-gotten
gains back into the domestic economy would make a huge
difference in resource-rich countries such as Angola, the
DRC and Nigeria, even this does not appear sufficient to
explain the large divergence in development outcomes.

The developmental divergence between
the Asian Tigers and much of Africa
appears to have been facilitated by the
rapid demographic transition

Structurally, the developmental divergence between
the Asian Tigers (and a country such as China) and
much of Africa appears to have been facilitated by the
rapid demographic transition that increased the size of
the working-age population (ages 15-64) compared
to children and the elderly, although such a broad
preliminary finding necessarily warrants an intense
country-specific analysis.”® This dividend obviously
also needs to be put to use, implying the importance
of appropriate investment in human development,
education, healthcare, basic infrastructure policies and
leadership, where aid does play a significant role.””

Figure 9 compares the ratio of children and elderly to the
working-age population of the Asian Tigers (South Korea,
Hong Kong, Singapore and Taiwan) and China with the
average for Africa’s current 27 low-income countries.



Figure 9: Demographic dividend — average for Asian Tigers and China vs. African low-income countries
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According to Cincotta, who has written extensively on
this issue, a favourable ‘demographic window’ exists
when 0-14 year-olds make up less than 30% of the
population and those 65 or older make up less than 15%.
Alternatively, the window opens when the median age
structure is between 26 and 41 years.”® The median age
for sub-Saharan Africa is currently 19: no countries other
than Mauritius, Seychelles and South Africa fall in this
median age bracket of 26 to 41.

To accelerate the achievement of such a favourable
demographic window, a final scenario models a rapid
decrease in fertility rates from sub-Saharan Africa’s
current average of 4.8 children per woman of childbearing
age to increase the proportion of working-age population
relative to dependents.”™

Getting to Africa’s demographic dividend

The average number of births per women of childbearing
age in Ethiopia in 2015 was around 4.1 and expected

to decline to 3.4 by 2030. Traditionally, the best way

of reducing fertility is by improving levels of secondary
school female education, yet with some of the lowest
levels of female education in Africa, Ethiopia has
managed to reduce fertility rates more rapidly than
almost any of its low-income peers. This trajectory is
expected to accelerate in the future. Ethiopia has done

1985

men China
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ms |_OW-inCcOme Africa

this largely through rolling out basic health schemes and
encouraging the widespread use of contraceptives, much
of which was provided by donors such as USAID. In fact,
without donor support in its health sector, it is doubtful
whether Ethiopia would have been able to achieve its
remarkable development transition of recent years.®°

A favourable ‘demographic window' exists
when 0-14 year-olds make up less than
30% of the population and those 65 or
older make up less than 15%

Following this line of reasoning, a final scenario presents
the impact of reductions in the average fertility rates in the
rest of sub-Saharan Africa in the Current Path scenario to
match that of Ethiopia by 2030. The impact is compared
to the More Aid scenario and presented in Figure 10 with
a forecast horizon to 2040.8' The results indicate that the
reduction in fertility rates has a significantly more positive
impact on poverty rates by 2030 than the provision of
more aid — a trend that gains momentum in subsequent
years. In fact, in the Reduced Fertility scenario 7 million
fewer people live in extreme poverty in 2030 and 22
million in 2040 when comparing the Current Path/low
fertility forecast with the More Aid scenario.
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Figure 10: 2030 extreme poverty — more Aid vs. Current Path with low fertility
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Thus, if African governments were to use their own
resources and that of donors towards reductions in
fertility (and hence increase the median age),
sub-Saharan Africa would achieve significant
development benefits.

Instead, in January 2017 the country that is the single
largest aid provider on health globally, the US, reinstituted
and dramatically expanded the Mexico City Policy
adopted under Republican administrations since 1984.
The Global Gag Rule, as it is also known, requires foreign
NGOs receiving US global health assistance to certify
that they do not use any funds (i.e. including from other
donors) to provide abortion services or advocate for

the liberalisation of abortion laws. The decision extends
restrictions on an estimated US$8.8 billion in US global
health assistance. However, its impact is much larger
since most NGOs in the sector work across various
reproductive and health areas, including the provision of
contraceptives, etc.®?

[t is important to underline that the results presented

in this section are tentative and include a disparity of
countries, implying the need for further country-specific
analysis. Causality is extremely difficult in complex
settings such as these and the paths to improved
outcomes are often indirect, making it difficult to
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provide an accurate summation of the full impact of the
interventions modelled in this report.

Conclusion

Aid clearly helps, but the amounts of aid required to
make a meaningful difference to the growth trajectory
of poor countries in sub-Saharan Africa are huge

and unlikely to materialise on current forecasts. Even

in the More Aid scenario, aid can at best serve as a
supportive inflow of capital — and it only works where
there is accountability and careful monitoring of its use.
Eventually, domestic political factors largely determine
the impact of aid and successful implementation usually
happens when programmes are aligned with a domestic
support base that is influential enough to generate
momentum for reform. &

Aid funds public goods in poor and fragile states that
private capital cannot. These states attract little private
investment. Efforts at aid for trade and a focus on
improving trade connectivity help stable, middle-income
states, but poor and fragile countries are likely to remain
aid dependent. Although donors are concerned that
decades of aid is creating dependency, the declining
levels of aid to middle-income countries (which include
a sizeable portion of the poor) would indicate that this
concern is probably misplaced.



The use of aid to strengthen a nation’s domestic
resource mobilisation, as well as its capacity for public
expenditure and ability to oversee such expenditure, has
steadily increased in recent years. Yet more needs to be
done, by working with African governments to build tax
policy and the administrative capacity to manage public
finances. This trend, known as DRM (domestic resource
mobilisation) in the aid industry, places appropriate
emphasis on the provision of technical assistance by

a development agency (such as IrishAid) to a partner
country’s revenue authority (equivalent to the Internal
Revenue Service in the US), as well as to its treasury/
department of finance. It also includes educating
taxpayers about the benefits of taxes and bringing in
oversight capabilities from Parliament and its committees.

Success is slow and varied, for without the evolution of
political systems (i.e. democratic accountability) and

the establishment of independent institutions — including
a professional core of public servants — progress is
easily reversed.

Governments and donors in
sub-Saharan Africa will need to get
serious about measures to reduce
the region’s high fertility rates

Still, in many countries such as Mozambique, Malawi and
Zambia there is little or no distinction between the ruling
elite and the state, and money readily flows from state

to party and to private hands. Even in South Africa, with
its developed and mature financial systems, the ruling
African National Congress has been able to establish an
extensive system of patronage under the mantle of black
economic empowerment.

Sub-Saharan Africa’s inability to grow rapidly enough

to reduce poverty and provide improved livelihoods is
also structurally determined by its high demographic
dependency ratios, although levels of corruption, regime
type (democratic or not) and the quality of governance all
play a role. With the exception of countries such as South
Africa, Botswana and Namibia, sub-Saharan Africa has

a very young population and, as a result, cannot benefit
from a demographic transition. It has too few persons of
working age compared to its many children.

Governments and donors in sub-Saharan Africa will need
to get serious about measures to reduce the region’s
high fertility rates if they want to improve the livelihoods
of future generations. Donors can do a lot to assist in this
process through providing contraceptives and enabling
improvements in health and education, but only if African
governments lead the way.

Beyond this prognosis, previous analysis done by the ISS
would indicate that a number of African countries, the
least developed and violent ones, will remain dependent
upon aid well into the 21t century.®* These countries

are structurally fragile with very low levels of domestic
revenue collection. Some receive modest amounts in
remittances; most receive little in the way of private
capital inflows. In these instances, the donor community
should focus part of its efforts on reducing the costs of
sending remittances to sub-Saharan Africa and assist in
the productive use and leverage of these funds.

Private capital is not flowing to poor countries. It is
therefore important to also make every effort to provide
guarantees and incentives that would encourage such
flows in a responsible manner. This will require additional
oversight by donors and African governments alike.

Finally, a previous section has pointed to sub-Saharan
Africa’s very large infrastructure deficit — a deficit that
appears to dwarf its education or health backlogs. Should
the SDG push for aid to low-income countries ever
materialise, this is clearly where much of that additional
support should go.
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Annex: Average FDI and remittance flows (as a % of GDP) for 2010-2015 for individual sub-Saharan

Africa countries

Ave FDI as % of GDP 2010 to 2015
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