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Foreword

After an exceptionally strong post-pandemic
recovery, with world output expanding by 6.2
percent and the volume of global trade rising
by 9.4 percent in 2021, 2022 proved to be a
difficult period. Global output growth
decelerated sharply, with GDP expanding by
just 3.4 percent and trade by only 2.7 percent.

That lacklustre growth was the consequence
of an extremely challenging macroeconomic
environment and the convergence of
unprecedented risks and overlapping shocks.
Mounting geopolitical tensions and the
economic fallout from the COVID-19
pandemic set the stage for a “polycrisis”
world. This was exacerbated by the Ukraine
crisis and subsequent supply-chain
disruptions, which pushed inflation to record
highs through soaring food and energy
prices.

What followed was the synchronised and
aggressive monetary tightening by
systemically important central banks, as they
manoeuvred to bring inflation back to target
and avert the entrenchment of inflationary
pressures. Global volatility rose, with
significant implications for emerging and
developing market economies. Emerging
markets’ net issuance of hard currency debt
was negative in 2022.

Notwithstanding this challenging global
operating environment, African economies
continued to demonstrate remarkable
growth resilience. The region’s merchandise
trade increased by 20.9 percent. Its combined
GDP expanded by 3.9 percent, slightly down
from 4.1 percent in 2022, but above the
global average.

Africa’s growth resilience reflects several
factors, including the asymmetric nature of
shocks across the continent. Several
countries, including tourism-dependent ones,
enjoyed growth acceleration and showed
their commitment to macroeconomic
stability. Relatedly, African monetary
authorities were in the vanguard of the global
pivot to curb inflationary pressures. The
region’s growth resilience also reflects the
effectiveness of timely counter-cyclical
measures from multilateral and development
finance institutions, exemplified by the
African Export-Import Bank’s (Afreximbank)
Ukraine Crisis Adjustment Trade Financing
Programme for Africa (UKAFPA).

Globally, the risk-mitigating nature of
geographically-diverse African trade in a
dynamic global environment, where countries
in the ‘Global South’ have become leading
drivers of global output, was equally growth-
enhancing. So, too, was the burgeoning of
manufacturing output, which is sustaining
the expansion of intra-African trade.

Global supply chains (GSCs) are being
realigned, hastened by shifting geopolitical
tectonic plates, the push for near-shoring for
greater supply-chain resilience and the
prospects for structural transformation
associated with the African Continental Free
Trade Area (AfCFTA). These developments
open opportunities to catalyse the
maturation of regional value chains (RVCs),
which will accelerate the diversification of
sources of growth and boost manufacturing
exports, further strengthening the
foundation of growth resilience in Africa.
Export diversification has set countries on a
long-run growth trajectory through several
positive spillovers, including by (i)
engineering structural transformation and
the recomposition of productive capacities;
(ii) capitalizing on technology transfers and
the development of RVCs for effective
integration into GVCs; and (iii) mitigating
exposure to global volatility, including the
negative impact of terms-of-trade in primary
commodities.

The AfCFTA is set to accelerate the
development of RVCs and the transformation
of African economies to enhance their
integration into GVCs through backward
activities as corporations take advantage of
economies of scale. The agreement is
expected to significantly boost Africa’s share
of manufactured goods, which currently
comprise around 34 percent of total exports,
against 74 percent for non-African low-and
middle-income countries. Preliminary results
from computable general equilibrium models
are encouraging and show that the
continental trade integration reform will
greatly enhance African trade, with
manufactured goods expected to see the
most gains.

However, to successfully set the region on the
path of export diversification in the emerging
new world order hinges on overcoming several
constraints. These include significantly raising
investment rates; closing infrastructure
deficits, both physical and digital;
strengthening regional coordination and
co-operation for the emergence of robust
RVCs; and boosting financing of intra-African
trade and improving trade facilitation.
Afreximbank, which operates a robust trade
facilitation programme to address non-tariff
barriers and high costs of doing business in
Africa, is working with other development
finance institutions and partners to expand
trade-enabling infrastructure and boost
intra-African trade and investment in the
AfCFTA era.

This report outlines various policies and
initiatives to alleviate trade constraints and
catalyse the emergence of vibrant RVCs in
Africa. It shows that the confluence of GSC
realignment under the new world order and

the implementation of the AfCFTA provides a
unique opportunity for accelerating
manufacturing export growth in Africa. In
particular, rules of origin that prioritize local
value-addition across the region will induce
technology transfer and long-term
investment.

Another important feature of African trade
that will drive export diversification is the
stark contrast between the drivers of extra-
and intra-African trade. While the former
depends largely by primary commodities and
natural resources, manufactured goods
dominate the latter. Hence, intra-African
trade and industrialisation are mutually
reinforcing. Although intra-African trade
expanded by more than 18.6 percent to
account for 15 percent of total African trade
in 2022, it remains relatively low compared to
other parts of the world and will drive the
growth of manufacturing output during the
AfCFTA's implementation.

The report also reveals large untapped
export potential in intra-African trade across
all subregions, pointing to significant growth
opportunities under the continental free
trade area. South Africa, one of the most
diversified economies in the region, has long
been the leading driver of intra-African trade,
accounting for 20.5 percent of the total in
2022. More broadly, the southern Africa
region, despite recording a slight year-on-
year decline of 4.2 percent, continues to
contribute the lion’s share of intra-African
trade, accounting for 47.4 percent in 2022.

The resilience of extra-African trade, which
grew by 22.4 percent last yearin a
challenging global environment of growth
deceleration, was even more impressive. That
growth was supported by the continued
expansion of South-South trade (that
between developing economies globally) and
especially Africa’s expanding trade ties with
Asia, which further consolidated its position
as Africa’s foremost trading partner,
accounting for more than 32 percent of
extra-African trade. The much stronger
growth of the region’s merchandise exports
enabled Africa to register a trade surplus in
2022.

This report advocates robust investment to
close infrastructure deficits, improve the
business environment and attract long-term
capital. It also argues for a speedy conclusion
of negotiations towards a full implementation
of the AfCFTA, particularly in respect of the
rules of origin. These are crucial steps for
Africa to take as the region looks to integrate
itself more into the global economy under a
new and still-evolving world order.
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The AfCFTA provides a
unique opportunity to
smoothen and remove the
complexity of existing rules
of origin to prioritize local
value-addition across the
region and further catalyse
technology transfer and
the development of
Regional Value Chains
(RVCs) in the continent.
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Chapter One

Introduction
& Executive
Summary

The African Export-Import Bank’s 2023 edition
of the African Trade Report examines trade
and economic development in Africa and other
parts of the world during 2022, a year during
which the world economy witnessed a sharp
synchronised deceleration on account of a
confluence of overlapping crises. These
include the lingering effects of COVID-19,
particularly in China, where the country’s
“zero-COVID” policy led to a sharp reduction in
output; heightening geopolitical tensions
stoked by the Ukraine crises; an increasing risk
of fragmentation; and further disruptions in
supply chains, which increased inflation to a
record high. The aggressive tightening of
global financial conditions in response to sharp
price increases weakened global growth, with
world gross domestic product (GDP)
expanding by only 3.4 percent, down from 6.3
percent in 2021. Global trade growth
decelerated as well, expanding by 2.7 percent,
from 9.4 percent in the year prior.




TIn this challenging global economic
environment, African economies
continued to exhibit growth resilience.
The region’s merchandise trade
increased by 20.9 percent and its
combined GDP by 2.9 percent, reflecting
the dividends of geographical
diversification of its trading partners,
its commitment to macroeconomic
reforms, and the effectiveness of
counter-cyclical support from
development finance institutions.

After an impressive post-COVID-19
economic rebound, rising geopolitical
tensions and macroeconomic policy
malpractice in 2022 exacerbated the
consequences of the pandemic
downturn. Financial markets posted the
worst performance since the 2008
global financial crisis, with the S&P
index losing more than 20 percent of
its value.

Several factors combined to produce
synchronised global deceleration. The
lingering effects of COVID-19 were
devastating to growth, particularly in
China, where the country’s zero-COVID
policy led to a sharp reduction in output
and undermined global growth and
trade. The Ukraine conflict, the
intensification of trade wars, and the
increasing risks of fragmentation led to
further disruptions in global supply
chains, pushing inflation to record-
highs. The aggressive tightening of
global financial conditions heightened
global volatility and added to the
uncertainty caused by rising
geopolitical tensions.

Amidst this challenging global economic
environment of overlapping crises,
African economies continued to exhibit
growth resilience, with the majority of
countries enjoying growth acceleration.
The region’s merchandise trade
increased by 20.9 percent, and its
combined GDP rose by 3.9 percent.

The resilience of African economies in
the midst of a synchronised global
deceleration can be attributed to the
confluence of several factors, including

growing South-South trade, which has
reduced the continent’s excessive
exposure to Europe, the region most
affected by the negative spillovers of
the Ukraine conflict. It also reflects the
region’s increasing commitment to
macroeconomic reforms. African
monetary authorities were in the
vanguard of the global pivot to curb
inflationary pressures and counter-
cyclical responses by development
finance institutions played a critical role
in the continent’s economic fortunes.
One example is Afreximbank’s Ukraine
Crisis Adjustment Trade Financing
Programme (UKAFPA).

+|55 percent

Africa’s merchandise imports
grew to US$706 billion in 2022

"'288 nercent

Africa’s merchandise exports
grew to US$724.1 billion in 2022

Mﬁ percent

Africa’s merchandise trade balance
registered a surplus of US$18.1
billionin 2022

Despite the growth resilience over the
past two decades, Africa remains a
marginal player in the global trade and
economic arena. The COVID-19
pandemic downturn caused the region’s
first recession in the last 25 years. The
combined output of Africa accounted
for just about 2.8 percent of world GDP
in 2022, and the region’s contribution
to global trade was less than 2.9
percent, having fallen from more than 5
percent in the decade following
independence.

The continued marginalisation of Africa,
reflected in the steadily declining share
of its contribution to global trade, is
largely the consequence of the colonial
development model of resource
extraction. Despite ongoing efforts to
boost industrial production, Africa’s
growth continues to be highly
correlated with the dynamics of
commodity prices, in a world where
global trade and growth have been
largely driven by manufactured goods
with increasing technological content.
According to the most recent
estimates, the average share of
manufacturing value-added in Africa’s
GDP has remained very low, falling to
10.5 percent in 2021, compared with
24.8 percent in East Asia.

To raise its share of global growth and
trade and foster its integration into the
global economy, the continent must
accelerate the diversification of its

African Trade Report 2023 11



Chapter One

Introduction & Executive Summary

sources of growth and export by
implementing proactive policies and
investment that put countries on an
irreversible path of increasing value
addition and expanding manufacturing
output. Notwithstanding the
challenging geopolitical environment of
expanding trade wars and increasing
risks of fragmentation, several factors
militate in favour of a successful
export-led growth model in Africa, as
the report shows. The COVID-19
pandemic exposed the limitations of
globalisation of value chains (GVCs) and
the just-in-time supply chain model
amidst heightened geopolitical
tensions. The resulting decentralisation
of GVCs, most notably illustrated by the
push for “friend-shoring” and
“nearshoring,” have the potential to
fast-track the development of regional
value chains (RVCs) within the
continent. At the same time, the African
Continental Free Trade Agreement,
which has the potential to significantly
boost the competitiveness of African
economies to accelerate the process of
structural transformation, could boost
the growth of manufacturing content
of African exports.

Against this global context of
geopolitical realignment and structural
transformation, enhancing continental
trade and integration reform, the 2023
African Trade Report aptly focuses on
Export Manufacturing and Regional
Value Chains in Africa under a New
World Order. Over the years, export
diversification has set countries on a
long-run growth trajectory through
several positive spillovers, including by
engineering structural transformation,
capitalizing on technology transfer and
the development of RVCs, and
mitigating exposure to global volatility
and adverse commodity terms of trade.

Even though GVC participation
indicators suggest that the degree of
regional integration in Africa remains
very low, the report shows that a
combination of external and internal

drivers could boost export
diversification and deepen regional
integration. Intra-African trade and
industrialisation are mutually
reinforcing in Africa. By sustainably
raising intra-African trade, as
suggested by the empirical analysis, the
new African Continental Free Trade
Area (AfCFTA) could catalyse the
development of RVCs and expand
manufacturing output to improve the
participation of African countries in
GVC trade. According to the most
recent available estimates, RVCs
accounted for only 2.7 percent of
Africa’s global value chains
participation in 2019, against 42.9
percent in developing Asia.

The report shows that the dynamics of
labour costs in Asia could also catalyse
ongoing efforts to reduce the
concentration of GVCs for greater
resilience. The impressive growth
performance, which has lifted millions
out of poverty in Asia, is associated
with rising wages, which have eroded
the competitiveness of the region’s
labour-intensive production. As China
moves up the development ladder and
invests in more sophisticated
production, it opens a number of export
markets for other developing
economies.

The report shows that migration of
labour-intensive production out of
China, which has been the major export
base for light manufacturing, has
particularly been prominent for
garments, footwear, and leather
products. China reached the peak in the
manufacturing of these highly labour-
intensive products in the mid-2010s,
unleashing a new wave of late-
industrialisation and manufacturing
exports. However, despite the
aggressive push for “nearshoring” or
“relocation” by advanced economies,
these labour-intensive products from
China have not migrated toward Europe
or the United States; rather, the main
beneficiaries have been a growing

number of late-industrialisation
countries in Asia. This suggests that
reducing the concentration of global
supply chains for greater resilience is
not automatic.

More than 700 million additional
workers will enter the labour market in
Africain the coming decade. Despite
the projected abundance of cheap
labour and improvement in the business
and competitiveness environment in
the AfCFTA era, the success of African
countries at developing RVCs for export
manufacturing-led growth depends on
several factors. First, the report argues
that countries across the region must
increase their absorptive capacity (i.e.,
a developed productive base,
sufficiently trained human capital, good
quality infrastructure, and a properly
functioning institutional system) to
attract foreign direct investment (FDI),
and boost capital and labour factors.
Second, the report stresses the
importance of improving trade
facilitation beyond border issues to
include developing RVCs and increasing
manufacturing exports. Several
empirical studies have established that
the growth and development impact of
the AfCFTA will be even more important
if the elimination of tariff barriers is
accompanied by the implementation of
trade facilitation measures to address
non-tariff barriers and the high cost of
doing business in Africa. Third,
developing the right institutional and
regulatory framework that supports
access to, and use of, digital
technologies and market platforms is
another key recommendation outlined
in the report, to catalyze the
development of RVCs and export-led
growth. Developing the appropriate
institutional framework is also critical
for the implementation of the AfCFTA,
considering the correlation between
services trade and trade in goods.
Fourth, the report argues that
addressing the chronic energy deficit,
which has been one of the major
constraints to output expansion and
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growth, will be critical to raise the
competitiveness of the regionin the
ongoing realignment of global supply
chains. Addressing the energy deficit is
also critical for the development of
robust RVCs, to deepen economic
integration of African countries into
the global economy. The region is
well-positioned to draw on the
abundance of both renewable and
non-renewable sources of energy.
Fifth, the report stresses the
importance strengthening regional
cooperation, which catalyse the
process of structural transformation
by optimizing the allocation of

In the context of the
AfCFTA, rules of origin
which prioritise local
value-addition is key to
catalyse technology
transfer and the
development of RVCs
to diversify the sources
of growth and enhance
Africa’s integration and
boost manufacturing
for effective integration
into the global
economy under the
new world order.

resources, specifically, by facilitating
the identification of the most lucrative
value chains based on regional
competitive advantage. Regional
integration will enhance the emergence
of robust RVCs and a successful
manufacturing-led growth model in
the region.

The AfCFTA, which entered into force in
2021, provides the right framework for
strengthening regional coordination
and accelerating industrialisation
under the new world order. To be
successful, regional cooperation should
be multidimensional and should involve
all stakeholders. In this regard, and
considering the constraints associated
with financing of regional public goods,
the report argues for greater
cooperation among Africa’s
development finance institutions.

The report shows that the benefits of a
successful manufacturing-led growth
model in Africa will be wide ranging,
boosting both intra- and extra-African
trade and mitigating the region’s
exposure to adverse commodity terms
of trade shocks, which have been largely
responsible for Africa’s structural trade
deficits and marginalisation in the global
economic and trading arena.

Despite growing by 20.9 percent to
reach US$1.43 trillion in 2022, Africa’s
total merchandise trade remains
marginal. In 2022, it accounted for less
than 2.9 percent of world trade, slightly
up from 2.7 percent. As a whole, the
region registered a trade surplus of
about US$18.1 billion in 2022, after a
trade deficit of US$40 billion in the
previous year, reflecting the region’s
strong export performance during the
review period. Asia, now Africa’s main
trading partner, was the destination of
about 32.1 percent of total African
exports, against 23.6 percent for
Europe, the continent’s historical
trading partner.

The report also shows that intra-Africa
trade grew sharply during the review
period, expanding by 18.6 percent to
reach US$197.2 billion in 2022.

Consistent with previous years, South
Africa was the leading intra-African
trading nation, accounting for more
than 20 percent of total intra-African
trade in 2022. However, despite the
strong performance, intra-African
trade remains low even by developing
country standards. At US$197.2 billion,
it represented 13.8 percent of total
African trade, down from about 16
percent in 2021. This compares
unfavourably with Asia, where intra-
regional trade is more than 55 percent
of total Asian trade, and Europe, where
intra-regional trade surpasses

70 percent.

The AfCFTA has the potential to
catalyse the emergence of RVCs and a
successful manufacturing-led growth
model and thus, to significantly boost
African trade and growth in the
medium term. However, in the short
term, the risks to global and African
growth are tilted toward the downside.
The report highlights that the
combination of heightening geopolitical
tensions, sustaining the trade war, and
tight financial conditions in response to
persistent inflationary pressures will
continue to weigh on global growth and
trade in the near term.

In terms of prospects, forecasts show
that world output will expand by 2.8
percent in 2023, down from 3.4 percent
last year. Similarly, world merchandise
trade volume is projected to grow by
1.7 percent, down from 2.7 percent in
2022. These developments could weigh
on the continent’s growth prospectsin
the short term, even though the
geographical diversification of its
trading partners and growing South-
South trade will mitigate these risks.
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2.1 INTRODUCTION

This thematic study was conducted at a
time when a growing number of studies
(Rodrik 2013, 2022; Stiglitz 2021; Fofack
and Mold 2021) had proclaimed that
export manufacturing-led growth was
no longer a valid model. However, the
shifting geopolitical environment and
prospects for structural transformation
associated with the African Continental
Free Trade Area (AfCFTA) will provide
tremendous opportunities to catalyse
the development of regional value
chains (RVCs), which will accelerate the
diversification of sources of growth for
export manufacturing in Africa. RVCs are
central to the mandate of the African
Export-Import Bank (Afreximbank),
which is actively supporting the
implementation of the AfCFTA.

Against this backdrop, this study has
two overarching objectives. First, it will
show that the current African and global
geopolitical environment is ripe for the
development of RVCs for export-
manufacturing-led growth in Africa.
Second, it will reflect on the set of
policies and initiatives that will enable
African countries to leverage an
emerging new world order to develop
robust RVCs for a successful export-led
growth manufacturing model in the era
of climate change.

The African continent is the world’s
richest continent in natural resources,
yetitis the poorestin terms of per
capita gross domestic product (GDP).
The impressive, combined growth
performance of the continent before the
COVID-19 pandemic was not sufficient to
achieve the necessary catching up.
Recent severe crises, including the
pandemic, the war in Ukraine, and
disruptions in food and energy supplies,
in addition to the impact of climate
change, have significantly slowed the
pace of growth. Although African total
merchandise trade! has more than
tripled in the past two decades, its share
of world merchandise trade represented

only about 2.8 percent in 2022—down
from 3.4 percent in 2012 (Figure 2.1).

Figure 2.1: Total merchandise trade of
goods, per African region
(2000-2022) (USD millions)
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Source: African Development Bank statistics, 2023

The recent growing interest in the
development of Africa is largely informed
by the continent’s potential, as
stakeholders underscore the need for
Africa to move away from supplying raw
natural resources to focus on building
infrastructure, digitalisation, agribusiness,
retail, and services. These opportunities
are based on its human resources, its
regional integration potential including
being part of the RVC, and its structural
transformation (i.e., industrialisation and
digitalisation).

With a population expected to reach 2.5
billion by 2050, Africa will become the
world’s largest workforce. This will create
an opportunity for the continent to
exploit the demographic dividend and
become an exporter of labour-intensive
products, particularly as wages in China
have increased substantially (Lin, 2011).

Moreover, the implementation of the
AfCFTA, which came into effect in 2021,
presents another opportunity to move
toward integrated markets, first for goods
through the elimination of tariffs on
intra-African trade and the reductionin
non-tariff barriers (NTBs), then through
the removal of barriers to trade in

services. Both will favour the development
of RVCs to accelerate industrialisation and
diversify the sources of growth in Africa
(Fofack 2018). In addition, the African
Union (AU) has established an ambitious
strategy for a prosperous Africa, called
Agenda 2063-The Africa We Want, which
is based oninclusive and sustainable
development and aims to transform Africa
into a global powerhouse.

While greenfield investment in Africa
decreased in all sectors at the height of
the pandemic between 2020 and 2021,
information and communication
technology (ICT) and internet industries
doubled in 2021 compared with 2015 (AU
and OECD 2022). This represents great
growth potential for Africa toward
service-oriented structural
transformation, as it will normally trigger
related manufacturing in all phases of
production, from design and innovation to
recycling and waste management. Unlike
other sectors, services have not suffered
from “slowbalisation.”

These opportunities exist in a challenging
global environment, where recent crises
have led to protectionism, uncertainty,
and heightened geopolitical tensions, as
well as trade and technology wars. The
COVID-19 crisis highlighted the strong
dependence on Asia, particularly China,
for the supply of intermediate goods. This
geographical concentration was
compounded by concentration in the
number of producers. This awareness of
the high risk of supply chain disruption
prompted buyers to diversify their
suppliers. In addition, environmental and
social concerns, which are reflected in
changes in consumer choices in developed
countries and in the implementation of
more restrictive social and environmental
regulations, will have animpact on large
companies' choices regarding both their
industrial sites and the origin of their
suppliers. Another striking fact of the last
few years is the sharp increase in the cost

1 Total merchandise trade is the value of total
merchandise exports and imports.
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of transportation, due to the (post-COVID)
sharp rise in both the demand for
intermediate goods particularly from
China and the demand for container
shipments (Attinasi et al. 2021).

The outcome should be a shortening of
supply chains. In addition to
diversification, countries are looking for
closer sources of supply, “nearshoring,” or
“friendshoring.” In fact, global value
chains (GVCs) should become shorter both
in terms of number of production stages
and average geographic distance travelled
by inputs (Augier et al. 2022; Miroudot and
Nordstrom 2020). This trend—speed of
deglobalisation—began after 2012, when
the average distance travelled by inputs
decreased by 9 percent through 2016. An
acceleration of this trend is expected in
the coming years. However, this does not
necessarily indicate deglobalisation, but
rather a restructuring of trade networks
(away from China and toward new
regions, such as Africa and Latin
America). This restructuring, when
combined with Africa’s potential,
including the AfCFTA, presents a unique
opportunity for African development.

Against this backdrop, Africa’s challenge is
to find and exploit new and existing
opportunities, given the precipitous
increase in Africa’s human resources,
rising wages in China, digitalisation,
attracting foreign direct investment (FDI).
Countervailing trends that must be taken
into account include the rise of
protectionism (tensions between China
and the United States) and the diffusion
of new social norms and environmental
regulations in the transition toward
green growth.

The following sections tackle facets of this
challenge and propose opportunities.
First, they examine the trade performance
of all African countries. They then assess
the new world order, specifically, changes
in the manufacturing industry and the
export opportunities they create, and
identify opportunities for Africa, which
may be compromised by high dependency
onimports from a few key producers and
sectors of their economy. They then
highlight the prerequisites for realising
Africa’s export potential, including RVC
and GVC and the need for industrialisation,
investment incentives, digitalisation, and
transition to clean and renewable energy.
The overview highlights the importance of
regional coordination and cooperation for
the emergence of robust RVCs and
successful manufacturing-led growth
model in Africa, including the role of
development finance institutions. The
overview concludes with suggested sets
of national policies to promote vibrant
export manufacturing Africa.

2.2 GLOBALISATION—EXPORT-
LED GROWTH OF
MANUFACTURING AND GLOBAL
VALUE CHAINS

2.2.1 Overview of the Trade
Performance of all African
Countries

Among the performance challenges to
be tackled by the continent to achieve
export-led growth are the low
percentage of exports of manufactured
goods, the high concentration of
manufactured goods, Africa’s weak
participation in supply chain trade.

Africa exports few
manufactured goods

The 54 countries of Africa combined
account for only about 2.6 percent of
global trade. This figure drops to 0.8
percent when only manufactured goods
are considered (COMTRADE/UNSTAT
2023). The share of manufactured goods
in total exports is only 34 percent for
African countries, which is relatively low
compared with 83 percent for East Asia,
74 percent for low- and middle-income
countries excluding African countries, 68
percent for South Asia, 45 percent for
Latin America, and 70 percent for the
world average (Figure 2.2) (UN
COMTRADE 2023).

The share of manufactured goods in
Africa's total exports has remained
relatively stable over the past decade,
but this average share of 34 percent
masks strong subregional heterogeneity
(Figure 2.3). Three of the subregions
have seen their share decrease over the
period (South Africa with -19 percentage
points, East Africa with -10 percentage
points, and West Africa with -9
percentage points), while in two of the
subregions, the share has increased
significantly (+40 percentage pointsin
North Africa and +22 percentage points
in Central Africa). Moreover, these
shares vary significantly. For the most
recent period, 8 percent in West Africa,
19 percent in East Africa, 25 percentin
Central Africa, 30 percent in South
Africa, and 60 percent in North Africa).

Figure 2.2 Share of manufacturing
products in total exports, for Africa and
main comparator groups (2021)
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Figure 2.2: Share of manufacturing
products in total exports, for
Africa and main comparator
groups (2021)
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Figure 2.3: Change in the share of
manufactured productsin
total exports, by African
subregions
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These manufactured product exports
are concentrated in few sectors. The
following four sectors account for 65
percent of the total exports (Figure
2.5): the manufacture of basic metals
(33 percent), the manufacture of
chemicals (13 percent), the food sector
(11 percent), and the motor vehicles
sector (8 percent). By adding only three
sectors (manufacture of coke,

6 percent; electrical machinery and
equipment, 5 percent; and
manufacture of clothing, 4 percent),
80 percent of products exported from
Africa are covered.

Figure 2.5: Sectoral distribution of
manufactured goods exports
(three-year average,
2019-2021)
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Note: The share in total manufactured exports
in these eight sectors is less than or equal to
1 percent.

Figure 2.6. Change in export manufacturing sectors in Africa in the last decade (in
US$ thousands)
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Over the last decade, the sectoral
structure of manufactured product
exports has changed slightly (Figure 2.6).
Exports have increased sharply in the
basic metals sector (+105 percent),
chemicals (+81 percent), food products
(+65 percent), the motor vehicle sector
(+90 percent), electrical machinery and
equipment (+134 percent), clothing (+62
percent), the other transport equipment
sector (+172 percent), the manufacture of
radios, televisions and communication
equipment (+97 percent), and the
manufacture of medical products (+66
percent). In the same period, the value of
exports decreased in the printing and
publishing sector (-67 percent), the
manufacture of coke (-56 perce

nt), and the tanning and leather sector
(-37 percent).

Finally, regarding the destination of
manufactured products, two-thirds of
exports are sold in the European (37
percent) and African markets (29 percent).
The other destinations are low- and
middle-income countries excluding African
countries (13 percent), East Asian
countries (7 percent), and North America
(6 percent) (Figure 2.7).
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Figure 2.7. Destination of exports of
African manufactured goods
(average flows, 2019-2021)
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2.2.2 Africa’s Participation
in Supply Chain Trade:
An Overview

In sharp contrast with other regions of
the world, especially the countries that
comprise the Association of Southeast
Asian Nations (ASEAN), African exports
have so far not been connected to
regional supply chains.

GVC trade is defined as trade that
crosses borders at least twice. The GVC
participation rate is the share of a
country's (or region’s) exports that
either makes use of value-added
imported from another country (or
region) or is exported to another
country (or region) for further
processing. This rate is expressed as a
share of gross exports.2 The
participation rate is the sum of the
backward and the forward GVC
participation rates. Exports that
participate in regional value chains
(RVCs) are those that cross borders at

least twice within the same defined
region. In this context, backward
participation measures the regional
import content of exports from a
member of region A, and forward
participation measures the value-added
in A directly exported to a member of
region A then re-exported.

Figure 2.8 presents Africa’s total GVC
participation broken down into backward
and forward participation. It shows an
increase in Africa’s GVC participation
from 1990 to 2022. The import content
of gross exports is relatively low, at
around 15 percent, while the share of
exports undergoing further processing at
destinations before reaching the final
consumer is higher throughout, in the
20-25 percent range. This patternis not
surprising, since many African countries
export primary commodities that have
undergone very little processing and
undergo further processing in
destination countries; hence the
relatively low share of backward
participation. However, between 2009
and 2014, following the 2008 financial
crisis, overall trade growth was weak.
GVC trade actually contracted in 2015
when it dipped for a second time as
geopolitical tensions picked up, notably
US-China trade tensions. Since GVC
measures are calculated at current prices,
with backward linkages falling because of
the price effect, overall GVC measures,
like those displayed in Figure 2.8, will fall.
The fall in the euro against the dollar
reduces the weight of the European
Union (EU) in supply chains and could be
another factor behind the drop observed
after 2010. In addition to these factors,
the growth of robotics and the continued
growth of economies like China and India
where the stages of production are
increasingly carried in the domestic
economy have contributed to a slowdown
in GVC activity. Between 2020 and 2022,
forward participation fell slightly due to
the COVID-19 crisis, but backward
participation increased steadily, hovering
around 15 percent.

Figure 2.8 Africa’s participation in global
value chains (1990-2022)
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Figure 2.0 shows Africa’s GVC
performance compared with that of
other regions using the UN classification
of regions. This classification includes
mixed countries at different stages of
structural transformation. Figure 2.9
plots the GVC participation rate by major
geographic regions in 1995 and 2022. All
points are above the 45° line, confirming
thatincreased fragmentation of
production was a worldwide
phenomenon. Several patterns can be
observed. Eastern Europe, which is
becoming closely integrated with
Western Europe, together comprising
“factory Europe,” is displaying the
highest degree of supply chain trade. Not
surprisingly, Western Europe and Others,
which includes North America, is the
region with the greatest fragmentation
of production and continues to increase
its degree of specialisation. Regions of
developing countries* started from lower
levels of participation in supply chains

2 Value-added imported from another country
or regionis ‘backward participation,” while
exports for further processing is ‘forward
participation.’

3 The 2008 crisis was followed by a sharp decline
in commodity prices startingin 2011.

4 Hereincludes: Africa, Asia Pacific and Latin
American and Caribbean
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but increased their participation during
the period of hyper-globalisation.

The Asia-Pacific region increased
participation the most between 1995 and
2022 (21 percentage points), closely
followed by Latin America (19 percentage
points). While Africa has increased its
participation in supply chains by about 16
percentage points only (as both forward
and backward GVCs increased by 8
percentage points each), it has recorded
the highest share of GVC participation
among developing regions in 2022, with
47 percent (compared with Asia Pacific at
45 percent, and Latin American and
Caribbean at 39.6 percent)

Figure 2.9. Global value chain
participation, by major
geographic regions
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However, African producers remain
marginal actors in global supply chain
trade. Figure 2.10 shows that regional
value chains only account for 2.7 percent
of Africa’s GVC participationin 2019,
compared with 26.4 percent for Latin
America and the Caribbean and 42.9
percent in developing Asia, often called
‘factory Asia’ to emphasise that supply
chain trade remains within the region.
Among the five AU regions, the

participation rate is lowest for North
Africa and highest for East Africa, at
around 5 percent. This is why the AfCFTA
has declared the development of RVCs a
priority objective.

The GVC participation indicators show
that among Asian and Pacific countries
(excluding high-income countries), the
degree of regional integration was almost
six times higher than in Africain 2019.

Figure 2.10. Share of participation in RVCs as a percentage of participation in GVCs by
world and African regions (2019)
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2.3. THE NEW WORLD ORDER: A
GLOBAL PERSPECTIVE AND
POTENTIAL FOR AFRICA

The section examines the emerging new
world order in terms of changes in
manufacturing industry and export
opportunities created. It then takes a
deeper look at Africa's potential given its
favourable demographic patterns. Finally,
it examines how this opportunity can be
challenged if African countries fall into the
trap of heavy dependence of their imports
on few producers and key sectors.

2.3.1. A New Wave of Changes in
Global Manufacturing

The major change in global manufacturing
in the past 30 years has been the
explosive rise of China. It became the
world's leading exporter in 2009, and in
2010 it overtook the United States,
becoming the top producer of
manufactured goods. Having been much
poorer than most countries in Africain
1980, by 2021 China had become a
middle-income country with a per capita
income of US$12,500, and its economy
now ranks second in the world. The speed
and the magnitude of China’s growth
caused a supply shock in global markets,
as the country has rapidly increased its
market share in labour-intensive
industries. For instance, China’s share in
world exports reached 42 percent for
“leather articles” in 2015, 47 percentin
2021 for “man-made filaments,” 40
percentin 2015 for “footwear,” and 38
percentin 2013 for “garments.” Such
rapid expansion reduced the
opportunities for production and export
growth for other developing countries.

A major engine of China’s rapid export
rise has been the absorption of its vast
reserves of unskilled labour. As a
consequence, China has experienced
rapid wage growth in the manufacturing
sector, rising from US$150 per month in
2005 to around US$350in 2010 and
about US$1000in 2020-21 (Lin 2011),
eroding the country's competitiveness in

labour-intensive production. As a result,
the world manufacturing industry has
been engaged in alarge restructuring
process since the mid-2010s, in which the
upgrading of China’s manufacturing
specialisation is a key component. China's
investment in more sophisticated
production has reopened several export
markets for other developing economies.

In global markets, China apparently has
reached the peak for several labour-
intensive products. The fall in China’s
market shares in labour-intensive
industries started in the mid-2010s
(Figure 2.11). Its share of garment
manufacturing in the world market
decreased by 8 percentage points
between 2013 and 2020 (from US$165
billion to US$125 billion in export value);
its share in footwear exports fell from 40
percent to 30 percent between 2015 and
2020 (-US$18 billion of exports), and for
leather products the decline was similar
(- 10 percentage points; - $9 billion).

Figure 2.11. China’s share of world
exports in garments,
footwear, and leather goods
(2002-2021)
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China’s restructuring has unleashed a

new wave of late-industrialisation and
manufacturing exports, which can be

illustrated by the following metric:

1 percentage point of world export
accounts for US$5 billion in the garment
industry, US$2 billion in the footwear
industry, and US$1 billion in leather
goods production.

2.3.2. Windows of Opportunity
for Smaller Manufacturing
Exporters in Labour-Intensive
Industries

As a result of the decline in its market
share, the cumulative value of China’s
export contraction amounted to US$244
billion between 2015 and 2020, in the
three labour-intensive industries
identified: HS 42 Leather products, HS 61
+HS 62 Garment, and HS 64 Footwear.
Much of this export loss has been
compensated by the fast growth of
exports from a small number of
developing countries. The countries
whose labour-intensive exports have
increased much faster than the
developing country average are
Bangladesh, Cambodia, Myanmar,
Philippines, Vietnam, Indonesia, Pakistan,
and Sri Lanka.

It is worth mentioning that in these
industries, there has been no re-shoring
or relocation to advanced economies, and
the prospect for such a change is slim.
Despite a recent wave of innovation, new
manufacturing technology (automation,
industry 4.0) will not cause a transfer of
production from developing countries.
Experts believe that new manufacturing
equipment will not replace mass-
production workers in most labour-
intensive industries in the next decade
(McKinsey 2019; Banga and te Velde
2018; Chang et al. 2016).° Export
potential is opened up for a new
generation of exporters.

5 McKinsey (2019) estimates that additive
manufacturing could reduce goods trade by
only 1 to 2 percent (or some $350 billion to
$790 billion annually) by 2030.
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2.3.3. Africa: The Next
Production Hub?

The new production will not come from
China, the rest of East Asia, or
Bangladesh, or from Latin America or
Eastern Europe, where wages are
already uncompetitive. They will most
likely be located in the only countries
and regions where a large supply of
low-wage workers has remained
available: India and Africa.

However, the expectation that India will
replace China as a major export base for
light manufacturing in the near future
may be unrealistic. Despite the
excitement around the “Make in India"
government initiative launched in 2014,
India’s place in world manufacturing
trade has not significantly improved. Its
export performance in industries where
it should benefit from a strong low-
wage-based comparative advantage,
such as garment (Figure 2.12), shows a
clear lack of international
competitiveness. Indian weaknesses
include the legacy of past industrial
policies, the lack of export incentives,
the weight of the bureaucracy, and
inefficient infrastructure constraints.
(Lopez-Acevedo et al. 2015).

Figure 2.12. World export shares of
garments
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2.3.4. Employment Challenge in
Africa and the Potential
Demographic Dividend

In the coming decades, the bulk of world
population growth will occur in Africa. Its
population is expected to grow from 1.3
billion in 2020 to 2.5 billion in 2050 and
4.3 billion in 2100 (Figure 2.13). Whereas
Asia has provided most of the
workforce augmentation until now, in
the next 30 years more than 700 million
additional workers will enter the labour
market in Africa. This demographic
shock will impact both the demand and
supply sides.

Figure 2.13. The African century:
increase in the working-age
population 1960-2050 (in
millions, share of world
increase)
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On the demand side, Africa’s formal
consumer markets have enormous
potential for future growth, due to (i)
population growth and urbanisation
rates; and (ii) the fact that they are
currently the least developed in the
world. Household consumption in Africa
grew at an average rate of 3.9 percent
per year between 2010 and 2015, and it
is expected to reach US$2.5 trillion by
2030 (Signé 2018). There is a huge
potential for the expansion of intra-
African trade if regional free trade is
implemented and a single continental

market, which will amount to 1.7 billion
people in 2030, becomes operational
(Fofacak 2021; World Bank 2021). By
2030, the largest consumer markets
would include Nigeria, Egypt, and South
Africa.

On the supply side, as China’s wages
have risen substantially and the supply
of cheap Asian labour has rapidly
declined, the opportunity to exploit this
demographic advantage in Africa has
become considerable. The demographic
dividend potential is huge, and will
increase, for most parts of Africa. The
concept relies on the idea that economic
growth is stimulated by anincrease in
the share of the working-age
population. Changes in population
structure follow a well-known pattern of
demographic transition at the end of
which, as fertility declines, population
growth slows, and the share of the
working-age population increases. That
is, the dependency ratio, or the number
of dependents under age 14 and over
age 65 compared with the total
population aged 15-64, decreases.

At this stage of the transition,
productivity and per capita income
increase in the economy. Potential
economic output also rises because
savings capacity increases, allowing
more capital accumulation and
technological innovation. Because of
higher and growing household income,
domestic markets can expand faster. In
addition, the availability of critical public
goods per capita (health services,
primary education, etc.) increases
thanks to the diminution of demographic
pressure. Many Asian economies already
experienced such a virtuous circle
(Bloom and Williamson 1998).

However, the demographic transition
does not deliver dividends automatically.
Obtaining these benefits requires good
public policies, sustained investment in
human capital, and a favourable
macroeconomic environment. Countries
only get a demographic dividend if the
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economy offers enough opportunities to
young workers. To realise this potential,
a dynamic labour market and a growing
demand for workers are critical, which
implies greater investment in the
productive sectors.

To benefit from these opportunities,
there is a need to adopt a balanced
approach to the nature of imports,
which are needed to grow
manufacturing, and to avoid increased
dependence on imports from a few
countries, or even a few producers.

2.3.5. A Landscape of Risky
Import Products for Selected
African Countries

Africais one of the regions most
affected by the impact of the COVID-19
and the war in Ukraine. This has further
affected its supply chain and makes it
more vulnerable. This section takes a
deeper look at the nature of imports by
the African continent to identify those
that have high dependency following
certain criteria. These are called “risky
products.” The risky manufactures for
nearly three decades (1995 to 2021) in
Africa (49 countries) and selected
African countries are as follows: large
importers by subregion (South Africa-
Southern Africa, Egypt-North Africa,
Nigeria-West Africa, Kenya-East Africa
and the Democratic Republic of Congo
(DR(C)-Central Africa) and small
importers by subregion (Malawi-
Southern Africa, Libya-North Africa,
Guinea-Bissau-West Africa, Comoros-
East Africa, and Sao Tome and Principe-
Central Africa).

Size and types of risky imports
in Africa

Between 9 and 15 percent of Africa’s
import products are risky. Low-ranked
importers have more risky products
than high-ranked importers. This
analysis reveals that 12 percent of

Africa’s imports were classified as risky
in 1995. The share oscillated at around
10 percent afterwards (1996-2011) and
later steadily increased to 15 percentin
2021. This suggests that the continent’s
vulnerability has grown over time.
Moreover, risky imports as a share of
total import products varies across
countries, with low-ranking importers
having higher shares than high-ranking
importers per subregion. This can be
seenin Figure 2.14 where the average
portion of risky imports in the total
import products for the study period for
Comoros and Sdo Tomé and Principe
(low-ranking importers) is roughly 27
percent, respectively, compared with 18
percent and 19 percent for Nigeria and
South Africa, respectively, which are
high-ranking importers.

Figure 2.14: Average share of risky
imports, in total imports by
volume in Africa (1995-
2021)
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The analysis also shows that risky
products accounted for an average of 27
percent of Africa’s import value between
1995 and 2021 (Figure 2.15). As for
countries, only South Africa has less
than 10 percent of its average share of
risky products in the import values
between 199 and 2021. The share is
highest in Sdo Tomé and Principe, at 37
percent. Overall, approximately a fifth of
the current import value of African
countries is from products that originate
from a few places.

6 Risky products are identified using three
criteria: (1) Market concentration: shows the
skewness of the number of suppliers of a
particular product. A product is considered
concentrated if its Herfindahl-Hirschman Index
exceeds 0.25. (2) Market relevance: is the
importance of a product in African import
trade by value. A productis considered
relevant if its import value is greater than
0.001 percent of the overallimport value of a
specific year. (3) Substitutability shows the
ease of changing a product for another. Risky
products have a high elasticity of substitution
such that their elasticity of substitution score
exceeds the average elasticity of substitution
of all products in a particular year.
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Figure 2.15. Average share of risky imports, in total import value in Africa

(1995-2021)
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Source: UN COMTRADE (UNSTAT). Authors’ calculations.

Africa’s risky imports are mainly
machines and electronics in terms of both
trade volume (number of products) and
value. These two products dominate the
import volume (19 percent) and value (24
percent) of risky import products in
Africa. They also dominate the import
baskets of low-ranking (such as Malawi
and Sao Tome and Principe) and high-
ranking (such as South Africa and Nigeria)
African countries: 28-46 percent in terms
of import volume and 32-55 percentin
terms of import value. Other notable
risky sectors are chemicals, transport,
metals, textiles, and clothing. Examples
of risky products include rare earth,
semiconductors, lithium, aluminium,
and nickel.

Half of the risky products are classified as
intermediate in terms of volume and 37
percent in terms of value. At the country-
level, between 43 percent and 54 percent
of risky commodities are categorised as
intermediate in terms of volume and 35
percent to 51 percent in terms of trade
value. The dominance of intermediate
goods in the category of risky products
indicates the vulnerability of the
continent’s value chain trade since
these commodities are associated with
GVC trade.

In terms of the source of risky imports,
about 40 percent of Africa’s risky import
products come from East Asia. Southern
Africais the leading exporter of risky
products to Africa among the African
subregions. Heterogeneity exists at the

country level, as East Asia, the European
Union, and West Europe feature as
leading sources of Africa’s risky import
commodities. However, it is not the lead
source of such goods in all countries
when country-level analysis is
considered. This research also reveals
that East Asia is the highest source of
Africa’s risky products, accounting for an
average of 40 percent of the import value
of risky products for the study period
(see Table 2.1). The European Union and
West Europe follow with an average of

25 percent, while Southern Africa, with
an average of 4 percent, is the leading
subregion of Africa.

However, variation exists at the country-
level: East Asia leads in Kenya, Nigeria,
and South Africa. The European Union
and West Europe lead in Egypt, Guinea-
Bissau, Sdo Tomé and Principe, Comoros,
and Libya. Southern Africa leads in the
Democratic Republic of Congo and
Malawi. China accounts for more than a
third of Africa’s risky import products,
followed by France and the United States,
which accounted for an average of 7
percent and 6.6 percent, respectively,
during the study period. Among African
countries, the Democratic Republic of
Congo and South Africa are the leading
exporters of risky products to Africa.
China is the leading source of risky
imports in the Democratic Republic of
Congo, Egypt, Kenya, Nigeria, Libya,
and South Africa. Portugal is the main
source of risky imports in Guinea-
Bissau and Sdo Tomé and Principe.
France leads in Comoros, and South
Africa dominates in Malawi.

Table 2.1: Share (%) of Africa’s risky import products, by source region

(1995-2021)

Sub region Africa DRC Egypt Kenya Guinea- Comoros Libya
Bissau
Caribbean 0 0 0 0 0 0 0
Central Africa 3 0 0 0 0 0 0
EU & West Europe 25 19 32 18 46 37 45
East Asia 41 27 25 41 18 18 23
East Europe & Central Asia 4 0 14 1 0 0 1
Eastern Africa 1 5 0 2 0 14 0
Middle East 5 2 5 3 20 14
North America 7 4 11 8 2 1 4
Northern Africa 1 0 1 1 1 0 6
Pacific 1 0 1 0 0 0 0
South & Central America 2 0 3 1 1 0 4
South Asia 4 5 3 11 9 6 1
Southeast Asia 3 1 2 5 1 1
Southern Africa 4 36 0 8 0 3 0
Western Africa 2 0 0 0 14 0 0

Source: COMTRADE (UNSTAT). Authors’ calculations.
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There is great potential for Africa to
exploit opportunities offered by the
global social and economic context and
take advantage of its favourable
demographic trends. This will, however,
require a cautious approach as to the
nature of its imports. There has never
been a better context than that which
exists now for this continent's economic
take-off. However, in order to benefit
from the new export potential, African
countries must initiate profound
structural changes.

2.4. PREREQUISITES TO ACHIEVE
EXPORT POTENTIAL, REGIONAL
VALUE CHAINS, AND GLOBAL
VALUE CHAINS: INSTITUTIONAL
AND POLICY REQUIREMENTS

Increasing exports of manufactured
goods, joining GVCs, and developing RVCs
require a structural transformation of
the productive capacity of African
countries. This will require anincrease in
both domestic and foreign investment
and more involvement of the private
sector. At the same time, a series of
measures must be taken to further
improve factors that determine the
degree of trade facilitation between
countries, including procedures,
transport, and logistics, among others.
This industrial turnaround must be based
on digitalisation and the provision of
services needed for trade and structural
change. The African structural
transformation must be deployed and
adapted to new global contexts, not only
in terms of needs, but also in terms of
environmental and energy requirements.

2.4.1 The Industrialisation of
Africais a Necessary Step

Regional value chains are poorly
developed on the African continent.
Intra-African trade remains dismally low,
accounting for about 13 percent of total
African trade. However, increasing trade
between African countries, creating RVCs
and integrating into GVCs other than
through primary goods will require the
continent to increase its exports of
manufactured goods and, hence, develop
an industrial base (Fofack 2021). Africa’s
structural transformation must be based
on industrialisation. Without this
structural transformation, overall
productivity cannot increase, job creation
will remain far below the needs of the
countries and living standards will
stagnate.

Figure 2.16 shows that the African
continent has a long way to go to achieve
structural transformation: the average
share of manufacturing value-added in
Africa's GDP has remained very low, and
has even fallen slightly in just over a
decade (Fofack and Mold 2021). This
share in 2021 amounts to 10.8 percent in
Africa, compared with 14.5 percent for
South Asia, 16 percent for Latin America
and the Caribbean, 16.6 percent for the
world as a whole, 21.3 percent for low-
and middle-income countries and 24.8
percent for East Asia. Industrialisation is
a pre-requisite for productivity growth.
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Figure 2.16. Share of manufacturing value-added for Africa compared with other

regions (percent of GDP)
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Source: World Development Indicators, World Bank. Authors’ calculations.

2.4.2. More Incentives for
Domestic and Foreign
Investment

Investment is a necessary condition
for industrialisation and the expansion
of manufactured exports. Investment
has a major role in the growth process
and in the industrial takeoff of countries.
Itis a condition for the development of a
diversified, solid, and job-creating
productive structure. Economic theory
and history have confirmed the key role
of investment in fostering economic
growth. Countries that have had enjoyed
sustained growth over a long period,
such as Hong Kong, Singapore, Korea,
Taiwan, Malaysia, Thailand, and China,
have had high investment rates
(between 30 percent and 40 percent) at
the time of their takeoff (Krueger 1995;
Diao, McMillan, and Rodrik 2019).
Investment is also necessary to improve
the competitiveness of African
products, which is a necessary condition
to increase manufacturing exports and
integrate Africa into global value chains.

The impact of private investment on
growth depends to a large extent on the
support provided by public investment
to reforms adopted by countries and by
significant progress in regional

collaboration. Without an improved
business environment, not only will the
private sector have less incentive to
invest, but the amounts invested will
have less of a positive effect on growth
and job creation. This synergy between
private investment, public investment,
national reforms, and regional and
international cooperation is
fundamental for the African continent to
accelerate wealth creation and achieve
efficiency gains. This synergy can also
help attract the FDI that all countries on
the continent need.

Attracting FDI is not enough. Countries
must also put the conditions in place to
capitalise on the positive effects of
FDI. The positive effects of foreign
investment are short term: FDl increases
the capital and labour factors in the host
country, which automatically leads to an
increase in production and employment
(direct effect of FDI induced by extensive
growth).

On the other hand, the medium- to
long-term effects induced by intensive
growth (i.e., that linked to productivity
improvements) are not automatic. In
order to observe positive medium- to
long-term impacts on the productivity

and competitiveness of local firms, the
host country must have sufficient
absorptive capacity, that is, a developed
productive base, sufficiently trained
human capital, good quality
infrastructure, properly functioning
institutions, and an environment that is
conducive to the smooth operation of
firms. One of the objectives of African
countries should be to improve its
absorptive capacity, notably by
developing its productive base and
further improving the overall business
environment.

Foreign investment is needed in the
short term to boost investment and
increase GDP and employment, and in
the medium term to support the
development of the African private
sector and facilitate the integration of
countries into GVCs. But increased FDI
should not be achieved at the expense
of domestic private investment, first,
because the sustainable development
of an economy cannot rely primarily on
foreign investment and, second,
because increased FDI and its beneficial
effects on the economy depend on a
sufficiently developed and robust
domestic private sector. One cannot
happen without the other.
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2.4.3. The Importance of
Improving Trade Facilitation

Improving trade facilitation is essential
but not sufficient to increase
manufacturing exports. Many African
countries are small markets. In this
context, it is essential to defragment
countries in order to attract foreign
investment, improve the profitability of
domestic investment, and increase the
competitiveness of products. Some of
the market defragmentation measures
are country-specific reforms and
actions, and others are regional
decisions. It is clear that the AfCFTA will
contribute to this defragmentation if
this regional cooperation instrument
succeeds in removing all barriers to
trade—both tariff and non-tariff
measures—and in improving connectivity
between countries, including logistics,
secure transport, development of rail
transport, and others.

While these measures are essential for
the sustainable economic development
of the continent, countries must also
pursue active and innovative industrial
policies to build a manufacturing
production base. The actions should be
both cross-cutting (i.e., measures to
promote the creation and development
of enterprises) and targeted to
encourage and support the emergence
of strategic sectors, including the digital
sector. These strategic sectors should
be defined according to the specific
strengths and comparative advantages
of each country.

2.4.4.Digitalisation and Services
Trade: Keys to Successful Re-
Shoring and Export-led
Manufacturing Growth

Digitalisation, or the use of digital
technologies and digitised data, impacts
how work gets done and transforms how
customers and companies engage and
interact. For African and other
developing countries, digitalisation is
considered essential for successful
structural transformation. Successful
digitalisation will require institutional and
regulatory frameworks that support
access to and use of digital technologies
and market platforms accessible for micro,
small, and medium-sized enterprises.

Digital transformation
outcomes

The shift of value creation from capital to
knowledge is often described as the
services transformation.’ It is
conveniently summarised as
digitalisation. Figure 2.17 shows that it is
complex, multifaceted, and uncertain. On
the input side, it involves combining
‘DigiTech’ (soft infrastructure) with ICT
(hard infrastructure).

Digitalisation is only starting to reach
countries in Africa, even though
COVID-19 accelerated digitalisation
everywhere. To cite an example,
industrial robots have proliferated since
2010, though not yet in many developing
countries.® Moreover, the growth of
additive manufacturing through frontier
3D systems and computer assisted
design/computer assisted
manufacturing (CAD/CAM) technologies
in developing countries depends on

the expiry of core patents and remains
expensive because of the high cost

of capital. These digital technologies,
as well as big data, cloud computing,
and access to artificial intelligence (A,
are expected to become widely
accessible in developing countries by
2025 (Mayer 2018).

Attracting FDI is
not enough.
Countries must
also put in place
the conditions to
make the
positive effects
of FDI
significant.

7 According to Baldwin and Forslid (2020),
this shift took place in the industrialised
countries in the early 1970s when many
manufacturing tasks were automated. It is
only starting now in developing countries.
As pointed out by Sturgeon (2019),
updating technology systems in the midst
of ongoing operations is akin to “changing a
tire while the car is moving.”

8 Bangaand Te Welde (2018) estimate thatin
the furniture industry, robots will become
cheaper than labour in the United States in
2023 but only in 2034 in Kenya.
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Figure 2.17 Inputs and outcomes of digitalisation
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Source: Authors’ elaboration.

The need to improve national
data ecosystems across Africa

Performing connectivity (bandwidth,
latency, and affordability) is crucial for a
successful transition to digitalisation.
Major connectivity gaps remain, resulting
in high costs for transit of data packets
across Africa.

Figure 2.18 shows that Africa’s intra-
regional bandwidth has increased from
11 percent of total bandwidth in 2011 to
16 percentin 2020, but it is still far
behind other world regions, such as Asia,
with 56 percent. Low bandwidth across
Africa has stunted the development of
e-commerce. In 2019, regional business
to consumer (B2C) turnover generated
Us$22 billion, compared with US$1.1
trillion in Asia (Lemma et al. 2022).

Digitisation
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Figure 2.18: Intra-regional internet
bandwidth, by continent
(2020)
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Note: Data reflect traffic and bandwidth utilisation
over Internet bandwidth connections across
international borders. Data as of mid-year.

Source: AU/OECD 2022. Africa's Development
Dynamics 2022 : Regional Value Chains for a
Sustainable Recovery. https://doi.
0rg/10.1787/2e3b97fd-en.
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Connecting Africa’s national digital
economies through a seamless cross-
border data flow will generate economies
of scale and attract investment in critical
areas such as colocation data centres
(CDCs). Several mechanisms, all entailing
some subsidiarity (i.e., delegation of
decision making to a supra-national
entity), would increase bandwidth.
Among others, these could include
plurilateral arrangements to harmonise
approaches to cross-border data flows,
incorporating more e-commerce- related
provisions in the AfCFTA. Addressing
major connectivity gaps is critical to
optimizing the benefits of the AfCFTA.
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Looking ahead for the
digitalisation

Until the advent of the ICT revolution,
services were plagued by a ‘cost disease’
due to the importance of face-to-face
interactions. Service providers could not
break the curse of the domestic market
through international trade. Digitalisation
breaks this curse. Services exports can
now become the engine of structural
transformation in developing countries,
provided that high costs do not constrain
the use of tele-robots. For Baldwin and
Forslid (2020), with machine learning, “it
is only a matter of time before the face-
to-face and face-to-machine constraints
are relaxed.” However, while a relatively
slow pace of adoption of robots will slow
structural transformation, it gives
breathing space for countries to exploit
their comparative advantage in low-skill
activities, which in Africa translates to
low-skill manufactures.®

However, evidence suggests that
performing national data ecosystems is
becoming increasingly important.
Estimates of the intensity of aggregate
bilateral trade show that anincrease in
telecom subscriptions in North Africa and
Sub-Saharan Africa had a stable direct
positive effect on the intensity of GVC
trade flows (as captured by shares of
backward and forward measures of GVC
participation) and an indirect effect
through a decrease in trade costs (Melo
and Solleder 2022a).

Access to internet platforms give small
and medium-sized enterprises (SMEs) the
opportunity to enter export markets, as
they pay lower fixed export costs. Fixed
costs of indirect exporting fall at a higher
rate than fixed costs of direct exporting.
Using eBay data, a study shows that the
internet provides access to exporting and
that access to platforms is associated
with a decline in the export shares of the
largest firms in bilateral trade (Lendle and
Olarreaga 2017). Similarly, another study

shows that greater access to the internet
reduces the share of the top 5 percent, or
25 percent of exporters, in bilateral trade
at the HS6 level (Meng Sun 2021).

2.4.5. An Energy Transition in
the Context of Increasing
Demand

Itis widely reported that Africa is a minor
contributor to global emissions. The
continent contributes no more than 4
percent of cumulative global energy-
related carbon dioxide (CO2) emissions.
Africa’s share of emissions rises to
almost 10 percent when including non-
energy emissions and all greenhouse
gases, but still has the lowest per capita
emissions in the world (International
Energy Agency 2022).

Greenhouse gas (GHGs) emissions from
Africa's manufacturing sector come mainly
from five industries: cement, coal-to-
liquids, petroleum refinery, ammonia
production, and iron and steel. Moreover,
four countries (South Africa, Egypt,
Algeria, and Nigeria) are responsible for 75
percent of manufacturing-sector
emissions due to their higher level of
industrialisation, the size of their economy
and their population (McKinsey 2021).

Considering rapid population growth,
expected economic performance, and
rapid urbanisation in Africa, the overall
amount of emissions is likely to increase.
CO2 emissions related to electricity and
heat, residential consumption,
transport, and other energy production
are likely to increase accordingly (Figure
2.19). Despite this future trend, Africa
will remain relatively a minor contributor
to global emissions, but yet the
continent needs to do far more than
other regions to adapt to climate risks.
According to the Africa Energy Outlook
2022, the global average temperature
rise is likely to reach 2°C with current
policies. The increase in temperature in

Africa exceeds this average growth, and
this is expected to continue
(International Energy Agency 2022).

Figure 2.19. Figure 2.19 Energy-related
C02 emissions, by sector in
Africa (MtCO2)
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Source: Adapted from Africa Energy Outlook
(2022).

Africais already experiencing widespread
damage attributable to climate change,
including prolonged droughts, sea level
rise, coastal flooding and erosion, salinity
in low-lying cities, biodiversity loss, heavy
rains, and reduced food production,
among other shocks that will intensify in
the next decade. Losses in economic
growth, migration, and regional instability
are additional negative effects of climate
change on the continent. Amid all these
effects, Africais taking action in climate
resilience and adaptation, with initiatives
such as the Africa Adaptation Acceleration
Program (AAP), an African-owned and
Africa-led initiative.

9 Data over 2000-2014 on the stock of industrial
robots from the international Federation of
Robotics shows a stock of 1127 robotsin
advanced, emerging and transition economies
and 52 in the rest of the world. The share of
Africa (all countriesincluded) was about 2
percent of world sales in 2015, 15 times lower
than its share in world GDP (Banga and Te
Velde 2018, Figure 9).
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Balancing the need for climate
adaptation and just energy
transition

Climate adaptation, or the process of
adjusting to current or anticipated
climate change effects, is a pressing
issue for Africa. However, expanding
energy access to close the energy gap is
also a pressing need, as is the need to
expand energy production to facilitate
industrialisation.

Energy transition is a complex process.
It involves moving toward renewable
energy sources as well as ensuring that
the benefits are shared equally by all
members of society. This holistic
approach of balancing the need for
energy access and the development
impact with the tempo of energy
transition of the developed countries is
referred to as part of a just energy
transition (JET).

Africa’s path to a JET includes not
leaving behind the communities that are
tied to high-emitting energy industries
(e.g., coal) when transitioning to low
emissions industries and ensuring that
energy transition projects do not lead to
forced displacements. It is also
concerned with balancing the growing
need for energy for industrialisation
with achieving universal access to
energy at affordable prices.

The expansion of reliable and affordable
electricity supplies for households is a
key driver of economic activity, higher

income, and employment. Expanding
electricity supply can foster
entrepreneurial opportunities by
providing power for small appliances.
Some studies estimate that 4 million
energy-related jobs could be created by
2030, more than half of which will come
from the provision of universal access to
modern and affordable energy to
households in Africa (IEA 2022).

In July 2022, the African Union
Commission (AUC) adopted a common
position regarding JET, in collaboration
with other pan-African institutions (AU
2022). It proposes that the continent
deploy all forms of its abundant energy
resources, both renewable and non-
renewable, for industrialisation.
According to the common declaration,
natural gas, green and low-carbon
hydrogen, and nuclear energy are meant
to play a critical role in the short and
medium term and enhance the uptake of
renewables for the long term. This
position adopted by the AUC and
endorsed by other pan-African
institutions including the African
Export-Import Bank is based on a
gradual energy transition, preferring an
incremental rather than a leapfrog
approach toward renewables. Other
alternative visions highlight many
co-benefits of an accelerated climate
action in this decade, such as improved
air quality and health, limiting damages
for humans and ecosystems, decreasing

cost-escalation, improving agricultural
productivity, and innovation and food
security, among others (IPCC 2023).

What is common ground in a highly
integrated world economy is that the
potential for economic growth in Africa
cannot be separated from global
developments. It is to be expected that
energy transition in many countries will
contain a share of fossil fuels in the
coming decades, along with a
progressive expansion of green energy
access through renewables and clean
technologies. The International Energy
Agency predicts that, in a Sustainable
Africa Scenario (in which Africa
implements all climate pledges and
achieves universal access to modern
energy services by 2030), trends will be
different across African regions. In this
scenario, renewables will grow
everywhere, but oil and gas will continue
to dominate energy use in North Africa,
and coal will predominate in South
Africa, due to local availability of
resources. Renewables will become the
predominant fuel category in the
remaining regions, their share rising
from one-fifth of energy sources today
to more than half by 2030 (IEA 2022).

The required changes are numerous, and
they must be carried on at the national,
regional, and international levels. Many
of the issues at stake are expected to be
addressed through regional cooperation.
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2.5. IMPORTANCE OF REGIONAL
COORDINATION/COOPERATION
FOR THE EMERGENCE OF
ROBUST REGIONAL VALUE
CHAINS AND A SUCCESSFUL
MANUFACTURING-LED GROWTH
MODEL

Regional cooperation is a key economic
and political ambition in Africa. It is
believed to be essential to overcome
common challenges, including facilitating
cross-border production and climate
change mitigation measures as well as
improving integration into the value chain
(Fofack 2021). The advantages of regional
cooperation are numerous, among which
are the opportunity to identify the most
valuable value chains based on regional
comparative advantages, regional
branding, and more resource mobilisation.
At the regional and sub-regional levels,
African countries have established
organisations and institutions to support
this objective, such as regional economic
communities (RECs).

The main purpose of RECs is to facilitate
regional economic integration. They have
also often been engaged in security
agendas. RECs are the official pillars of
the African Economic Community,
established by the 1991 Abuja Treaty,
which foresees a future implementation
of a common market, a common external b, ™ - . T T T T I MM ITTIL
tariff, and establishing an African L I S L "'*
Monetary Union, among other provisions. g T :." et L E T LR '. &
s . . . Y L L.
In addition, the institutional umbrella
that RECs provide can facilitate
coordination and guidance. In recent
years, RECs have been setting strategies
to define road maps for strengthening
regional value chains, although the
achievements and initiatives vary
between regions (Annex ).

The African Union officially recognises
eight RECs, with different levels of
progress achieved. These are the building
blocks of the AfCFTA Agreement. In an AU
evaluation of the progress made by each
REC, the best scores are in the dimension
of free movement of persons and trade
integration (interval between 0 and 1)
(Table 2.2).
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Table 2.2: Achievements of regional economic communities, by dimension (2022)

REC Overall Free Social Trade Financial Monetary Infrastructure Environmental Political And
Movement Of Integration Integration Integration Integration Integration Integration  Institutional
Persons Integration
ECOWAS 0.74 0.60 0.56 0.53 0.67 0.93
EAC 0.73 0.66 0.65 0.70 0.58 0.77
COMESA 0.68 0.67 0.60 0.79 0.73 0.60 0.66 0.62 0.73
ECCAS 0.62 0.62 0.58 0.64 0.55 0.58 0.62 0.75 0.60
SADC 0.61 0.65 0.70 0.67 _
CENSAD 0.54 0.62 0.66 0.51 0.55
IGAD 0.53 0.63 0.61 0.65 0.53
AMU 0.52 0.56 0.58 _I

Source: Brookings Institution (2022), based on African Union, African Integration Report (2022).

Itis important to note that overlapping
memberships in many RECs pose a
challenge for deeper integration, but
the potential of RECs to coordinate
regional and continental progress is
also recognised. Delivering public
goods, for example, is key for
successful African integration (Melo
and Byers 2021).

The past few years have witnessed an
increase in the cost of intra-Africa trade
due to non-tariff barriers, weak
infrastructure, and poor trade-related
logistical services. The AfCFTA will help
strengthen ties among African countries
and create new opportunities to
accelerate their structural transformation
(World Bank 2021; IMF 2029).

2.5.1.Implementing the
Ambitious AfCFTA Agenda

The AfCFTA will contribute to the
acceleration of structural
transformation across African countries.
The agreement is set up in two phases:
Phase lincludes protocols covering
trade in goods, trade in services, and
dispute settlement mechanisms. Phase Il
includes protocols—some still under
negotiation—covering intellectual

10Minor and Wamsley (2017) suggest that if
African countries (or LDCs) delay
implementation, customs revenues will be
less than if they avoid implementation
delays because they will attract less FDI,
which would raise customs revenues.

property rights, investment,
competition policy, digital trade, and
women and youth (described in Annex
I1). This ambitious two-phase agenda is
needed to move toward a single market
for goods and toward integrated
markets for financial services and intra-
continental labour mobility, all of which
are key for boosting manufacturing-led
export growth.

The AfCFTA’s programme is fully justified
by the large potential gains from full
market access. Its implementation will
contribute to defragmenting Africa.
Currently intra-African trade is about 15
percent of global African trade, against 67
percent intra-Asia trade in ‘factory’ Asia
and 72 percentin ‘factory’ Europe.

Thanks to the drastic reduction in
information and communication costs, the
AfCFTA Secretariat has put several tools
in place to accelerate defragmentation. By
registering on the AfCFTA Hub, African
enterprises that wish to take advantage
of export opportunities across the
continent can develop the trust and
goodwill necessary to build effective
partnerships in new markets.

The bulk of the AfCFTA benefits will be
realised if state parties efficiently manage
and eliminate NTBs. Online reporting,
monitoring, and elimination mechanisms,
where traders can file a complaint on a
specific trade obstacle they have

encountered during the process of moving
goods and services across borders, should
speed up the elimination of NTBs.

In addition, the AfCFTA Secretariat has
also putin place dispute resolution
mechanisms for the swift and transparent
resolution of possible conflicts. The
AfCFTA Dispute Settlement Mechanism
comprises vital institutions such as the
Dispute Settlement Body, the Adjudicating
Panels and the Appellate Body for second-
tier review and other appropriate avenues
for seeking redress.

2.5.2. Fully Implement the Trade
Facilitation Agreement

The Trade Facilitation Agreement (TFA)
signed in 2013 with entry into force in
2017 is the first multilateral agreement
since the creation of the World Trade
Organisation (WTO) with the participation
of all WTO members. The TFA employs a
‘bottom up’ approach where low-income
countries have extensive leeway in
implementing the agreement. In the case
of the AfCFTA, where intra-African trade
costs are still relatively high (Melo et al.
2020), slow implementation will mean that
trade costs will not fall as rapidly as under
fullimplementation.°

Implementing the TFA will enable progress
to be monitored relatively easily and is
therefore the easiest challenge to
concretise the objectives of the AfCFTA.
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Unlike negotiations on tariffs and rules of
origin, negotiations on the TFA do not
involve rent transfers across countries.

2.5.3. Adopt Simple Rules
of Origin

Rules of origin (Ro0) are key to fostering
or hindering intra-REC trade. Their
provisions vary throughout African RECs.
While the AfCFTA will not replace the
existing RECs, it has the capacity to
smooth and remove the complexity of
existing RoO. Although there is a high
degree of heterogeneity, harmonisation
may be complicated, but not impossible,
as there is a degree of convergence
among existing schemes, such as similar
“wholly obtained” rules (Tosowou and
Davis, 2021).

To become fully operational, AfCFTA
signatories must submit their tariff
concessions to the African Union.
Signatories must also harmonise RoOs
across Africa’s RECs to arrive at a
common set of continental RoOs. As of
the latest publicly available information
(December 2021), agreement has been
reached on 87 percent of harmonised
systems (HS) tariff lines.

The experience of the relatively simple
ASEAN rules of origin (usually a 40
percent regional value content with some
choice about the rule to claim) is relevant
to the likely outcome of the ongoing
AfCFTA negotiations. Econometric
estimates suggest that ASEAN RoO have
moderately restrictive effects with an
average tariff equivalent in the range 2-3
percent. Thatis, the RoO deny
preferences by an amount comparable to
one-fourth of the tariff preference
margins (Cadot and Ing 2016).

2.5.4. The Role of Development
Finance Institutions

Development finance institutions (DFIs)
can play animportant role in supporting
economic development and structural
transformation. As a group of bilateral,
regional, and multilateral financial
institutions that specialise in investing in
private sector firms, DFls aim to promote
developmental impacts and invest in
areas with the most impact. Among the
areas that relate to the transition in
Africa where DFls could make an effective
contribution are regional infrastructure,
climate-related projects, and the
transition to green economies.

In Africa, cross-border transport and
energy infrastructure present significant
constraints to leveraging regional value
chains. Therefore, multi-country
infrastructure projects are considered a
key category of regional public goods
(RPGs), because of the close association
with the intra-regional trade agenda and
economic growth. Network
infrastructures to facilitate the trade of
goods and services between African
countries offer significant multi-country
externalities, but also pose a challenge in
terms of financing.

DFls have traditionally played a leading
role in attracting private sector finance
to Africa, acting as gateways to
international capital and as lenders of
last resort. An example is their role in the
COVID-19 pandemic. The response of the
continent’s DFls was robust, and investor
confidence in these institutions remains
strong. Therefore, in the current context
of low investment in the continent,
cooperation among Africa’s DFls is critical
for the achievement of the infrastructure
for industrialisation and to leverage the
potential gains of RVCs (Afreximbank
2017). Partnerships are needed to
mobilise long-term financing required not
only to deliver RPGs, but also to boost
economic transformation.

In this context, African DFIs can also
contribute to development outcomes and
the achievement of the Sustainable
Development Goals on the continent.
Specific ways that DFls can contribute are
increasing employment and incomes,
contributing to environmental
sustainability by investing in clean
energy, considering contributions to the
International Labour Organisation’s
Decent Work agenda, addressing the
gender gap, implementing higher safety
standards through their investments,
and contributing to skill development. A
recent report suggests that aligning
investment by DFls with national
development plans and toward priority
sectors is key for contributing to
development, but it is also important to
avoid duplication and overlap with other
existing financial flows (Stockholm
Environment Institute 2022). Some
investment tools are being developed to
scale up funding and attract more private
sector climate-resilient investments to
help African DFIs lend to projects
undertaking climate-related actions
(AFAC 2021).

One example of a DFl is the Afreximbank,
which provides support toward the
transformation of the trade structure of
Africa with respect to diversification,
promoting value-added and encouraging
intra-African trade, with a vision to be
the “Trade Finance Bank of Africa.” In
2022, the Board of Directors of the Bank
approved a US$1 billion facility to
operationalise the AfCFTA Adjustment
Funds, which consist of the Base Fund,
the General Fund, and the Credit Fund.
This fund will be used as a supportive tool
in a wide range of activities, from
supporting countries that incur losses
following tariff reductions, to supporting
the public and private sector including
SMEs, youth, and women to adjust to the
new trading environment arising from
the AfCFTA.
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in Africa Under a New World Order

2.5.5. The Way Ahead for the
AfCFTA

On average, each African country is a
member of three RECs.*! Typically, each
REC includes resource-rich and resource-
poor countries, coastal and landlocked
countries, and large and small countries
with differing population densities. The
resulting differences in interests point to
an ‘integration trilemma.’ This could make
it challenging to implement the ambitious
Prosperous Africa ‘Agenda 2063. Even if
integration were to progress smoothly
within each REC, Africa cannot be at all
three vertices simultaneously.

Deep integration, as envisaged under the
AfCFTA, calls for some delegation of
authority to a supra-national entity. The
necessary level of trust is difficult to build
under any circumstances, but particularly
so under Africa’s diverse landscape.
Moreover, the establishment of
supranational entities depends on
implementation capabilities, also in short
supply across Africa.

By choosing Pan-African solidarity to get
all countries to participate, AfCFTA phase
I will not deliver the full benefits of a
single market (not all intra-African tariffs
set to zero), nor deep integration with
obligations beyond WTO scope (i.e.,
WTOX, which includes removal of non-
tariff barriers to trade in services and
harmonisation of competition policy).
This implies that some of the efficiency
gains from removing substantial barriers
to trade have been de facto sacrificed, at
least in the short term.

However, there are several promising
instruments set up under the aegis of the
AfCFTA secretariat to assist with the
defragmentation process. Taking full

11The eight AU-recognised RECs (number of
countries in parenthesis) are: Arab Maghreb
Union (5), COMESA (21), Community of
Sahel-Saharan States CEN-SAD (23), EAC(7),
Eastern Community of Central African States
- ECCAS (10); ECOWAS (15); Southern African
Development Community — SADC (16), West
African Economic and Monetary Union —
WAEMU (8).

advantage of the opportunity offered by
the obligations of the TFA would help
reduce the thickness of African borders,
as would the adoption of simple and
transparent RoO.

2.6. NATIONAL POLICIES FOR
THE EMERGENCE OF VIBRANT
EXPORT MANUFACTURING AND
REGIONAL VALUE CHAINS

In this context of a low level of
manufacturing across the continent,
relevant policy measures are needed,
first at the national level, and then at the
regional level, to ensure optimisation of
the promise of the AfCFTA. Here, we
suggest three dimensions:

® Athe macro level, African
governments must:

- Promote, and provide, stable and
predictable political and macro-
economic environment;

- Provide the minimum energy,
transport, administrative
infrastructures, and basic public
goods, without which private
producers cannot expect to become
competitive in export markets;

® At the trade policy and logistics level,
provide free and cheap access to
competitive inputs. Therefore:

- Tariffs on imported inputs must
be removed. Removing import
duty oninputsin light
manufacturing industries (first on
fabrics for garment making) would
not cost much in terms of tax
revenue. It will allow African
producers to fully exploit their
labour-cost advantage because
they will be able to rely on the
world's most competitive inputs.
After the Asian newly industrialised
countries, China widely exempted
export producers from duties on
imported inputs to strengthen
their competitiveness. Under the
US African Growth and Opportunity
Act preferential trade scheme,
African countries that export

garments to the United States can
already use fabric of any origin
(single transformation) and still
benefit from preferential access. In
this case, at the national level, the
loss of input duties can be offset by
imposing an excise tax, if needed.

Hard and soft trade logistics must
be improved, and national and
international transaction costs in
Africa must be reduced: (i) African
countries should use regional
integration to develop hard logistics
and infrastructure such as ports,
business corridors, and road
networks, and they should
consolidate energy supply; (ii) To
increase connectivity and reduce
trade costs, African governments
should improve trade governance
and regulation to harmonise and
improve customs, simplify
procedures, and reduce corruption.

® Last but not least, it will not be

possible to accelerate the growth of
manufacturing exports without the
effective design and efficient
implementation of industrial
policies. The growth of private
investment in new export sectors
depends on the set of incentives
provided by national states, including
public investment support. Without
an improved business environment,
the private sector will have few
incentives to invest, and the amounts
invested will have a scant effect on
growth and job creation. Thus,
African countries must devise active
and innovative industrial policies to
stimulate manufacturing investment
and enlarge their productive base.
The following two actions are
particularly critical:

- Improving the private producers'
access to investment financing.
Financial resources must be made
available to potential private
investors in new manufacturing
projects. Fiscal incentives will not
be sufficient to initiate an increase
in manufacturing investment.
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Innovative financial tools should be
developed with the banking sector
and/or development partners to
target funds for export-oriented
production.

Developing strategic cooperation
between state’s economic
agencies and the private sector. So
far, most initiatives were based on a
top-down approach. These have
fallen short of expectations,
illustrating the shortcomings of this
approach and the lack of
engagement with the private sector
by the institutions. Two
recommendations are suggested:

- Adopt an adaptive and problem-
driven approach for cooperation
between the public and private
sectors. This implies that adopting
a bottom-up process driven by the
private sector helps sustain the
needed political momentum while
better identifying the priorities
(Byiers et al. 2021).

Improve supra-national
coordination. Governments should
also help scale up solutions in
trade-related services, logistics,
and trade finance. African
countries also need to respect
AfCFTA's protocol.

Adopting these recommendations will
make it possible to identify priorities,
bottlenecks and other challenges, as
well as to target specific sectors and
products for export promotion.

These national-level policies must be
combined with regional integration
measures to ensure the development of
trade corridors between the five African
subregions, including developing African
infrastructure and transport channels
and lowering transaction costs. While
African countries and institutions have
carried out many programmes to
develop RVCs, including the recent

AfCFTA, it will be crucial to ensure their
proper implementation, including
appropriate coordination and
harmonisation toward integration. The
AU/OECD (2022) report on RVCs for a
sustainable recovery review the many
strategies and programmes at the
regional and continental levels, draw
lessons, and propose policies to support
the development of RVCs It concludes
with a list of promising value chains for
the five regions in the AU. In addition,
the African continent needs to grasp
opportunities toward international
cooperation, going beyond membership
in the WTO agreement (44 out of 55
African countries are members) and
strengthening cooperation with the EU,
the United States, and other potential
trading blocs.

Taking advantage of the synergies
between national reforms, regional and
international cooperation, and private
investment is vital for African countries
to accelerate wealth creation and
achieve efficiency gains. Improving the
business environment and expanding
investment in manufacturing will help
attract the FDI the continent needs. It
will also lead to increased domestic
private investment. These changes will
also strengthen host country absorptive
capacity and will increase the spill-over
effects of investment.

Under its sixth strategic plan (Plan VI -
2022-2026) dubbed “Impact 2026:
Extending the Frontiers” the African
Export-Import Bank (Afreximbank) has
identified Industrialisation and Export
Developmentto play catalytic role in
accelerating the continent’s
industrialization process and facilitate
the structural transformation of its
economies. The Bank’s industrialization
and Export Development agenda aims at
facilitating the development of both
“soft” and “hard” infrastructure
development across the continent. As
part of this strategy, the Bank is

supporting the establishment of
Industrial Parks (IPs) and Special
Economic Zones (SEZs) across Africa.
Through the IPs/SEZs initiative, which is
deployed via a programmatic approach,
Afreximbank in collaboration with
strategic partners assists African
governments, private investors, zone
developers with planning, developing,
financing, and managing commercially
sustainable IPs and SEZs. In supporting
the establishment of IPs/SEZs,
Afreximbank’s interventions cuts across
supporting the development of:

i.  Hardinfrastructure for IPs/SEZs to
strengthen the development of
regional value chains and increase
value addition, broaden market
access and promote export
development to support the
structural transformation of the
economies of its Member States;

ii. Export Trading Companies (ETCs) to
ensure that goods produced within
IPs/SEZs are traded and accessible
to both regional and international
markets; and

iii. African Quality Assurance Centers
(AQACSs) for product testing,
inspection and certification to
ensure compliance with
international technical regulations.

Under the strategy, Afreximbank has
financed the development of multiple
IPs/SEZs across the continent, notably
in Gabon, Benin, Togo, with projects
ongoing in Cote d’lvoire, Kenya,
Democratic Republic of Congo, Zambia,
Republic of Congo, and Malawi. The
Bank is also working with relevant
governments and institutions to
develop and expand IPs/SEZs in a
number of countries, including two in
Malawi and one in Cote d’lvoire, while at
the same time, talks are ongoing to
develop similar infrastructure in
Botswana, and Rwanda.
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3.1 THE GLOBAL ECONOMIC
ENVIRONMENT

3.1.1 Output Developments

While global output rebounded
impressively in the immediate aftermath
of the COVID-19 pandemic, expanding by
more than 6.3 percent, it experienced a
sharp deceleration in 2022 at an
estimated 3.4 percent (IMF 2023; Fofack
2023). The slowdown affected developed
and developing countries alike. Even
China, the leading driver of global growth
for the past decade, suffered a sharp
decline in growth in 2022, with its GDP
expanding a mere 3 percent. With the
exception of 2020, this was the slowest
growth experienced by China since the
mid-1970s.

The synchronised sharp deceleration in
growth was the result of a confluence of
global crises. The most significant were
the lingering effects of COVID-19,
particularly in China, where the country’s
zero-COVID policy led to a sharp
reduction in output; heightened
geopolitical tensions and the resulting
risk of fragmentation; and the
persistence of trade and technology wars
between the world’s two leading
economies. In addition, the Ukraine
conflict disrupted global supply chains,
while record-high inflation and tightening
global financial conditions have increased
the risk of debt crises, especially in
low-income and developing market
economies that have limited options

for refinancing.

Growth in aggregate output masks
important variations among regions and
countries. Some European nations,
severely hit by the impact of the Ukraine
war, experienced particularly sharp

decelerations in growth in 2022. For
example, after expanding by 6.8 percent
in 2021, growth in France fell to an
estimated 2.6 percent last year.

Growth in advanced economies slowed
by half from 2021 to 2022, from 5.4
percent to 2.7 percent (IMF 2023).
Supply chains disruptions, energy crises,
inflation, tightening financial conditions,
and rising geopolitical tensions all
contributed to the sharp downturn.

In the United States, initial concerns
about an economic recession after the
yield curve inversion receded, with
aggregate output expanding by 2.1
percentin 2022, significantly down from
5.9 percentin 2021 (Table 3.1 and Figure
3.1b). The sharp slowdown was driven by
the decline in real disposable income, as
the Federal Reserve embarked on a series
of jumbo rate hikes in response to record-
high inflation. The rate hikes negatively
impacted both residential investment
and domestic consumption, which
account for the lion’s share of US growth.

Figure 3.1a. Global output and Inflation 2020-2022 (%)
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Figure 3.1b. Output and inflation in key advanced economies, 2020-2022 (%)
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Growth in the Eurozone in 2022 proved
more resilient than anticipated, with the
region’s combined GDP expanding by 3.7
percentin 2022, down from 5.6 percent
in 2021 (IMF 2023) (Table 3.1). The
region’s growth resilience, however,
masks significant variation across
member countries. For instance,
Germany, which relies heavily on Russian
gas, was significantly affected by the
crisis in Ukraine. Its output expanded by
1.8 percentin 2022. Over the same
period, Spain recorded one of the
strongest rates of growth, with its GDP
expanding by 5.5 percent. Growth
decelerations within the Eurozone
reflect supply chain disruptions,
especially in the energy sector, sharp
increases in energy prices, and
tightening financial policies imposed by
the European Central Bank, which ended
its net asset purchases programme and
resorted to interest rate hikes.

Outside the Eurozone, the United
Kingdom'’s economy proved to be more
resilient to the challenging global
economic environment. Its output
expanded by 4 percent in 2022, down
from 7.6 percentin 2021. This was the
fastest pace of growth among advanced
economies, perhaps reflecting the
positive impact of fiscal stimulus
extended by the government in the
second half of the year (IMF 2023).

Growth in Japan—the second-largest
economy among the group of advanced
economies—moderated, increasing an
estimated 1.1 percentin 2022, from 2.1
percentin 2021. This reflects both a
negative shift in the terms of trade from
higher energy import bills and lower
domestic consumption, as inflation
eroded household purchasing power.

Negative spillover from the Ukraine
conflict also led to slower growth among
developing economies over the review
period, with their combined output
expanding by 4 percentin 2022 from 6.9
percentin 2021 (IMF 2023). This was well
below their annual average of about 5

percent from 2011 to 2019. The impact of
the conflict more than offset any near-
term boost to some commodity exporters
from higher energy prices. The subdued
growth was also underpinned by declines
ininvestment and domestic demand, with
household purchasing power severely
impacted by higher food and energy prices
and central banks embarking on
aggressive interest rate hikes to

contain inflation.

Asia continued to be the leading driver of
global growth, with output in the region
expanding by 4.4 percentin 2022.
Although this was significantly lower than
the 7.4 percent growth in 2021, the region
still accounted for about 40 percent of
global growth in 2022 (IMF 2023). The
region’s large contribution to global
growth reflects the strong influence of
the Indian economy, which expanded 6.8
percent and accounted for 10 percent of
worldwide economic expansion in 2022, up
from about 8 percent in 2021. China,
traditionally the fastest-growing economy
in the region, posted one of the lowest
growth rates in recent decades (excluding
2020, the year of the COVID-19 pandemic
outbreak). Its GDP expanded by 3 percent,
with the government continuing to
contend with the impact of COVID-19
pandemic and with a real estate market
crisis sparked when Beijing cracked down
on developers’ high reliance on debt for
growth (IMF 2023).

3.1.2 Price Developments

The review period was characterised by
both heightened price uncertainty and
increasing inflationary pressures, with
persistent supply chain bottlenecks
exacerbated by both the Ukraine
conflict and China’s zero-COVID policy.
Inflation soared to multi-decade highs,
prompting swift monetary policy
tightening, squeezing household
budgets just as fiscal support that had
beenimposed in response to the
COVID-19-pandemic waned.

Amid these volatile conditions, global
inflation soared to 8.7 percent in 2022,

from 4.7 percent in 2021. In advanced
economies, inflation reached 7.3 percent
in 2022, higher than at any time since
1982, and up from 3.1 percent in 2021
(Table 3.1 and Figure 3.1b). In the United
States, inflation to a 40-year high at 8
percent, up from 4.7 percent in 2021.
The Eurozone posted an average annual
inflation rate of 9.3 percentin 2022, up
from 2.9 percent in 2021. In the United
Kingdom, annual inflation in 2022 was
even higher, at 9.1 percent, up from 2.9
percent postedin 2021.

High inflation affects developing
economies the hardest, with most
countries observing a sharp
deterioration in general welfare. This is
because half of household consumption
expenditure is on food, and sharp
devaluation and/or depreciation of local
currencies further increased the price of
imported goods. For developing
economies, including those in Africa,
inflation reached 9.8 percent in 2022, up
from 5.9 percent in 2021 and the highest
rate since 1999. In some countries in
Africa and the Middle East, domestic
shortages and export bans also drove
significant increases in food prices.

3.2 THE AFRICAN ECONOMIC
ENVIRONMENT

3.2.1 Output Developments

After rebounding strongly from its first
recession in 25 years, the region’s GDP
decelerated slightly at an estimated 3.7
percentin 2022, from 4.8 percent in
2021, in the aftermath of the COVID-19
pandemic downturn (Table 3.1). Fofack
(2023) posits that notwithstanding the
fact that the region’s combined output
expanded above the global average, the
growth deceleration is consistent with
global trends and reflects its exposure
to its main trading partners, most
notably its single largest trading
partners, China, and Europe. Together,
China and Europe account for about 70
percent of total African trade.
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The growth resilience exhibited by the
region amidst the global recession and

Table 3.1 Developments in Global Output, 2020-22

debt CrIS.IS isa .comblnatlon of se.veral Real GDP Growth Interest Rate (3-month)
factors, including the asymmetric nature
of commodity terms of trade shocks. the (annual percent change) (end of period, percentage)
commitment to macroeconomic stability, 2020 2021 2022 2020 2021 2021
the strong performance of key WORLD (2.8) 6.3 3.4 3.2 4.7 8.7
economies, the increasing role of DEVELOPED ECONOMIES 4.2) 5.4 2.7 0.7 3.1 7.3
countercyclical support from
development finance institutions such as Us @8 >3 el L3 a7 8.0
the African Export-Import Bank, and the UK (11.0) 7.6 4.0 09 2.6 9.1
increasing role of intra-regional trade in France (7.9) 6.8 2.6 0.5 2.1 5.9
mitigating the region’s exposure to J— “.3) 51 i 00 ©0.2) 55
adverse global shocks (Fofack 2023).

Italy (9.0 7.0 3.7 (0.1) 1.9 8.7
The dramatic increase in energy prices Canada (6.1 5.0 34 0.7 3.4 6.8
on the back of the Ukraine conflict was a Germany (3.7) 2.6 1.8 0.4 32 8.7
major t?oon for Iead]ng ?ll-exportmg EU (5.6) 56 37 07 59 93
countries such as Nigeria and Angola. o ONO
Both countries showed strong growth DEVELOPING ECONOMIES (1.8) 6.9 4.0 5.2 5.9 9.8
resilience in 2022, with their GDP Africa (1.7) 45 38 10.6 12.8 14.5
expanding by 3.3 percent and 2.8 Developing Asia (0.5) 7.5 44 3.2 2.2 38
percent, respectively. In South Africa, Latin America and the Caribbean (6.8) 7.0 4.0 6.4 9.8 14.0
the region’s second-largest economy, Develoning £ L 3 ” 5 -
the services sector was the key driver of eveloping Europe (1.6) : 08 : b :
the recovery, and GDP expanded by 2 Sources: IMF World Economic Outlook Database - April 2023
percent. Egypt continued its pattern of
resilience, expanding its output by 6.6
percentin 2022.
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Table 3.2: Africa: Real GDP Growth,

Table 3.2: Africa: Real GDP Growth,

2020- 2022 2020- 2022
(annual percent change) (annual percent change)

Country 2020 2021 2022 Country 2020 2021 2022

Algeria (5.1) 3.4 2.9 Mauritania (0.9) 2.4 5.0

Angola (5.6) 1.1 2.8 Mauritius (14.6) 3.5 8.3

Benin 3.8 7.2 6.0 Morocco (7.2) 7.9 11

Botswana 8.7) 118 6.4 Mozambique (1.2) 2.3 4.1

Burkina Faso 1.9 6.9 2.5 Namibia (8.0) 2.7 38

Burundi 0.3 3.1 1.8 Niger 36 1 111

Cabo Verde (14.8) 7.0 10.5 Nigeria (1.8) 3.6 33

Cameroon 0.5 3.6 3.4 Rwanda (3.4 10.9 6.8

Central 1.0 1.0 0.4 Sao Tomé and 3.0 1.9 0.9

African Principe

Republic Senegal 13 6.1 4.7

Chad (2.1) an 23 Seychelles 7.7 7.9 8.8

Comoros (0.2) 21 2.4 Sierra Leone (2.0) 4.1 2.8

B‘;’r‘ﬁ;’raﬂc L7 6.2 66 somalia 0.3) 2.9 17

Republic of South Africa (6.3) 4.9 2.0

the SouthSudan  (6.5) 53 6.6

Ei;ﬁgiic 62) L5 28 Sudan 3.6) 05 @.5)

Cote d'lvoire 17 7.0 67 lonzna 48 49 a7

Djibouti 12 4.8 25 0% 18 >3 >4

Egypt 35 33 66 Tunisia (8.8) 4.4 2.5

Equatorial %2 (3.2 16 Uganda (1.3) 6.0 49

Guinea Zambia (2.8) 4.6 3.4

Eritrea (0.5) 2.9 2.6 Zimbabwe (7.8) 8.5 3.0

Eswatini (1.6) 7.9 0.5

Er— o 63 - gourcetgjz International Monetary Fund,.WorId'
conomic Outlook (WEQ) Database, April 2023;

Gabon (1.9) 15 2.8 Afreximbank Research

Gambia, The 0.6 4.3 4.4

Ghana 0.5 5.4 3.2

Guinea 4.9 4.3 4.3

Guinea-Bissau 15 6.4 3.5

Kenya (0.3) 7.5 5.4

Lesotho (3.9 2.1 2.1

Liberia (3.0 5.0 4.8

Libya (29.5) 28.3 (12.8)

Madagascar (7.1) 5.7 4.2

Malawi 0.9 4.6 0.8

Mali (1.2) 3.1 3.7

3.2.2 Regional Variations

The continent’s economic performance
in 2022 masks variations across regions.
Central Africa emerged as the fastest-
growing subregion on the continent, with
average real GDP growth estimated at
4.7 percent in 2022, up from 3 percent in
2021 (Table 3.2 and Figure 3.2). The
performance was supported by high
commodity prices for a region which
includes net-exporters of crude oil,
minerals, and other commodities. The
Democratic Republic of Congo and
Equatorial Guinea recorded strong real
growth in 2022, with their GDP
expanding by 6.6 percent and 1.6
percent, respectively. This contributed
significantly to the economic fortunes of
the subregion, especially considering
that the GDP of Equatorial Guinea had
contracted over the previous two years
(Fofack 2023).
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Figure 3.2. Africa’s output development by region, 2020-2022 (%)
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Eastern Africa was among the
subregions that avoided recession in
2020, due to better performance in
agriculture, sustained public spending on
large infrastructure projects, and
increased regional economic integration
(Afreximbank 2021). Two years later, it
continued on the same strong path,
emerging as the second-fastest-growing
subregion on the continent, with an
estimated real output expansion of 4.1
percent in 2022. However, this represents
a sharp deceleration of 2 percentage
points, reflecting the exposure of the
subregion to adverse shocks, including
commodity terms of trade and climate
change-induced drought, especially in
the Horn of Africa.

In Northern Africa, GDP growth dipped
to an estimated 3.8 percent in 2022,
from 4 percentin 2021. This was
primarily a reflection of the sharp
contraction in Libya and the effects of
droughtin Morocco, where growth
decelerated sharply from 7.9 percent in
2021 to 1.1 percent in 2022. In contrast,
Egypt’s growth doubled from 3.3
percentin 2021 to 6.6 percentin 2022,
boosted by expanded infrastructure
investments, higher gas production, and
increased vessel traffic through the Suez

Canal. Similarly, Mauritania posted
strong growth, estimated at 5 percentin
2022, from 2.4 percent in 2021, boosted
by rebounding household consumption,
greater production of iron ore, and gold,
and increased investment in natural gas
and renewable energies.

Real GDP growth in Western Africa
declined marginally to an estimated 3.7
percentin 2022, from 4.4 percentin
2021. The region’s growth resilience
reflected outputs in key countries
during the year under review. Nigeria,
the region’s largest economy, recorded
GDP growth of 3.3 percent, whilst Ghana
posted a growth rate of 3.2 percent. The
resilience of the region was also
supported by strong growth in other
countries including Cote d’lvoire, 6.7

percent, Sénégal, 4.7 percent, Niger, 11.1

percent, Benin, 6 percent, The Gambia,
4.4 percent, and Togo, 5.4 percent.

Southern Africa’s output growth fell by
an estimated 2.5 percent in 2022, from
4.5 percent in 2021, mainly reflecting
persistent weaknesses in South Africa,
the region’s largest economy and main
trading partner. South Africa’s real GDP
growth more than halved to 1.9 percent
in 2022 from 4.9 percent in 2021, due to
subdued global demand, recurrent

power outages, and devastating floods
that constrained industrial production in
the KwaZulu-Natal area. Increased
inflationary pressures also affected
household expenditures. Real outputin
Angola, the region’s second-largest
economy, expanded by 2.9 percentin
2022, supported by high prices of oil and
other minerals.

3.2.3 Price Developments

In line with global developments and an
increasingly challenging operating
environment of supply-demand
imbalance, global supply chain
disruptions, and rising food and energy
prices, average consumer price inflation
in Africa inching up to 14.5 percentin
2022, from 12.8 percent in 2021, the
highest in more than a decade. Currency
depreciation also heightened inflationary
pressures across the region. Price
development showed some variations
and was particularly pronounced in a few
countries, rising to double digits in 19
African countries (IMF 2023).
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Table 3.3 Africa: Inflation, 2020-2022
(annual percent change)

Table 3.3 Africa: Inflation, 2020-2022
(annual percent change)

Country 2020 2021 2022 Country 2020 2021 2022
Algeria 2.4 7.2 9.3 Mauritania 2.4 3.6 9.6
Angola 22.3 25.8 21.4 Mauritius 2.5 4.0 10.8
Benin 3.0 1.7 15 Morocco 0.6 1.4 6.6
Botswana 1.9 6.7 12.2 Mozambique 31 5.7 9.8
Burkina Faso 1.9 3.9 14.1 Namibia 2.e 3.6 6.1
Burundi 7.3 8.3 18.9 Niger 2.9 38 4.2
Cabo Verde 0.6 1.9 7.9 Nigeria 13.2 17.0 18.8
Cameroon 2.5 2.3 5.3 Rwanda 7.7 0.8 139
Central 0.9 43 5.8 S&o Tomé and 9.8 8.1 18.0
African Principe

Republic Senegal 25 2.2 9.7
e o 101E) 32 Seychelles 1.2 9.8 2.7
Comoros 0.8 00 120 SierraLeone 134 119 27.2
E)er?c?c'ratic 14 9.0 90 Somalia 43 46 6.8
Republic of South Africa 3.3 4.6 6.9
the South Sudan 24.0 302 17.6
Egggg]ic 14 20 35 Sudan 1633 3591 1388
Cote d'lvoire 2.4 42 5p anzenia 33 37 44
Djibouti 18 12 55 1090 18 45 6
Egypt 57 45 85 Tunisia 5.6 5.7 8.3
Equatorial 4.8 (0.1) 5.0 Uganda 8 ce 68
Guinea Zambia 15.7 22.0 11.0
Eritrea 5.6 6.6 7.4 Zimbabwe 557.2 98.5 193.4
Eswatini 3.9 3.7 4.8 Source: International Monetary Fund, World
Ethiopia 204 268 339 Economic Outlook Database, April 2023

Gabon 1.7 1.1 4.3

Gambia, The 5.9 7.4 115

Ghana 9.9 10.0 31.9

Guinea 10.6 12.6 10.5

Guinea-Bissau 1.5 3.3 7.9

Kenya 53 6.1 7.6

Lesotho 5.0 6.0 8.2

Liberia 17.0 7.8 7.6

Libya 15 2.9 45

Madagascar 4.2 5.8 8.2

Malawi 8.6 9.3 20.8

Mali 0.5 3.8 10.1

Within the Eastern African subregion,
annual average inflation increased from
9 percentin 2021 to an estimated 25.3
percentin 2022, largely driven by
record-high price growth in Sudan
(138.8 percent), Ethiopia (33.9 percent),
and Burundi (18.9 percent).

In West Africa, price growth in the CFA
franc countries was relatively low. The
currency peg to the Euro was a
stabilizing factor, keeping the regional
average price growth to 16.8 percentin
2022 (up from 5.9 percent in 2021),
despite double-digit inflation in Ghana
(31.9 percent) and Nigeria (18.8
percent), the region’s two

largest economies.

Although Zimbabwe recorded a triple-
digit inflation rate (193.4 percent),
driven partly by markup pricing of
imports as the economy continued to
grapple with prolonged economic
challenges, the Southern Africa
subregion ranked third, with an overall
average inflation rate of 13.2 percentin
2022 (lower from the 14.3 percent
reached in 2021).

Inflation rates remained in single digits
in Northern Africa, at an estimated 8.1
percent. This was largely a reflection of
relatively low inflationary pressures in
the largest economies during the review
period, most notably, Egypt (8.5
percent) and Algeria (9.3 percent).

The Central African Region recorded the
lowest rate of inflation across the five
subregions for the fourth consecutive
year, with the average inflation rate
increasing from 3.9 percent in 2021 to
7.3 percent in 2022 (IMF, 2023). As with
the group of French-speaking country
members of the West African Economic
and Monetary Union, the CFA franc peg
to the Euro enhanced price stability in
the subregion during the review period.
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3.3 INTERNATIONAL FINANCIAL
MARKETS AND FINANCING
CONDITIONS

3.3.1 Financial Markets

Financial markets around the globe
posted the worst performance in 2022
since the 2008 global financial crisis. The
Dow Jones index fell by about 9 percent,
the S&P 500 lost 20 percent of its value,
and the tech-heavy NASDAQ index
suffered the largest loss during the
review period, falling by more than 33
percent (Financial Times 2023).

The US bond market also performed
poorly in 2022, hit by inflationary
pressures and an appreciating dollar that
made bonds unattractive to investors.
The return on the S&P US Treasury Bond
Index was negative 10.7 percent in 2022,
and the 30-year US Treasury bond
posted its worst returnin a century,
closing the year at negative 35 percent.
In the corporate world, the return on
bonds issued by S&P 500 companies was
negative 14.2 percent. Reflecting poor
performance of the market across the
board, the Bloomberg Aggregate U.S.
Bond Index posted its worst results since
its inceptionin 1977.

The extremely poor performance of the
US financial markets is a combination of
several factors. These included
inflationary pressures, heightening
global volatility and uncertainty
associated with increasing geopolitical
tensions, the increasing risk of
fragmentation reflected in tech and
trade wars that set the stage for
persistent disruption in global supply
chains, and limited access to key natural
resources and minerals. In addition to
limiting economic growth, record-high
inflation reduced corporate profits.

This trend also hit technology industries,
whose productivity-driving innovations
have made them the leading drivers of
growth in recent years. One example of
the slowdown among tech giants is Tesla,
the auto-tech company that has been
the global leader in new energy vehicles.
Its growth plummeted by 70 percentin
2022, the worst performance of the
year. Amazon, Apple, Microsoft, and
Meta, the parent company of Facebook,
which have been staples for investors,
also took major hits. Meta’s growth was
down 64 percentin 2022.

The only silver lining in the US financial
markets was the energy sector, which
made up almost the entirety of Wall
Street’s gains. Excluding energy, the S&P
500, which grew by 5.1 percent in 2022,
well below its average annual increase of
8.5 percent over the last decade, would
have fallen by 1.8 percent (Financial
Times 2023).

The heightening global volatility and
uncertainty exacerbated by the Ukraine
war and the globally synchronised
acceleration of inflation also affected the
performance of financial markets in
other regions of the world. The Pan-
European Stoxx 600 closed the last
trading day of the year down by 12.8
percent, matching its worst performance
since 2018 (Financial Times 2023). Whilst
the United Kingdom'’s FTSE 100 Index
closed with a yearly gain of 1.2 percent,
the more domestic-focused FTSE 250
Index lost 19.5 percent, posting its
biggest annual loss since 2008. Across
Africa, the Johannesburg Stock
Exchange Index, the largest on the
continent, posted somewhat better
returns, with its top 40 index closing the
year down only 0.25 percent.

Growing global risk aversion shifted the

preference of investors to safe-haven
assets. In this context the US dollar
appreciated sharply against most
currencies. For example, for the first
time in two decades, the dollar was
stronger than the Euro. Developing
market economies suffered large losses.
For instance, against the US dollar, the
Egyptian pound depreciated by about 22
percent, the Ghanaian cedi by more than
40 percent, the Nigerian naira by about 6
percent, the South African rand by about
11 percent, and the Sudanese pound by
more than 35 percent, in 2022. Cross-
currency-basis swap spreads also
widened to their highest level in 2022,
especially for the euro and the yen, due
to the high premium investors had to
bear to access funding underpinned by
the US dollar.

3.3.2 Financing Conditions

With inflation at multi-decade highs in
both advanced and developing
economies in 2022, monetary authorities
aggressively shifted their policies toward
normalisation, with some, especially
among systemically important financial
institutions, resorting to jumbo rate
hikes. Russia and Brazil led the hawkish
monetary policy early in the first quarter
of 2022 as inflation in both countries
spiralled to double digits (Financial
Times 2023). In February 2022, the
Central Bank of the Russian Federation
imposed a 135 percent rate hike to
contain the inflationary shock brought
on by the crisis in Ukraine and the stiff
sanctions imposed on Russia by the
United States and European powers.
However, as Russian inflation slowed
from its peak of 17.9 in April 2022, the
Bank delivered steep policy rate cuts to
pre-Ukraine conflict levels by July 2022
and held the rate steady at around 7.5
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percent through the end of the year. In
Brazil, easing inflation led to a decision
by the country’s central bank to
decrease its policy rate to 13.75 percent
from June 2022 through year-end.

Around the globe, aggressive monetary
policy slowed price growth during the
review period and may even have
prevented inflationary pressures from
becoming entrenched (IMF 2023). The
US inflation rate eased to 8 percent by
the end of 2022, considerably lower than
at the start of the year, but still well
above the 2 percent target rate sought
by the US Federal Reserve. This was
consistent with global trends,
particularly in the Eurozone, where the
average inflation rate closed the year at
9.3 percent. As long as the inflation rate
in inflation-targeting countries remains
above the desired rate for maximum
employment and price stability, most
central banks are likely to continue in
tightening modes in 2023, albeit at a
steady rate.

The US Federal Reserve tightened its
policy rate aggressively in 2022 to
prevent inflationary pressures from
becoming entrenched. The Federal
Reserve Funds target rate rose by 75
basis points consecutively on four
occasions within six months to
November 2022. Cumulatively, the US
policy rate increased by a considerable
425 basis points over the year, from 0.25
percentin January to 4.5 percentin
December 2022.

Similarly, financing conditions tightened
within the Eurozone during the year, a
region that was particularly affected by
fallout from the Ukraine crisis. The
European Central Bank trailed behind
the US Federal Reserve and the Central
Bank of England in delivering
aggressive policy. To quell the historic
inflation surge, the European Central
Bank only commenced policy rate hikes
in July 2022 and delivered four hikes
totalling 250 basis points for its main
refinancing operations during the
second half of the year.

In China, where growth was decelerating
sharply amid the lingering effects of
COVID-19 and lockdowns that affected
domestic economic activity and
consumption, the government and
monetary authorities had difficulty
catalysing output growth. The People’s
Bank of China cut the Required Reserve
Ratio for financial institutions in April
and December 2022 by 25 basis pointsin
each case, to release long-term capital
of ¥530 billion and ¥500 billion,
respectively (Financial Times 2023).
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4.1 GLOBAL TRADE

The trade impact of the challenging
operating environment of heightening
global volatility, geopolitical tensions,
and persistent supply chain disruptions
was aggravated by trade and
technological wars in 2022. Rising trade
restrictions hit a new record. As aresult,
the most recent estimates from the
World Trade Organisation (WTO) show
that while growth in the volume of
global trade had rebounded by 9.4
percentin 2021, from a contraction of
5.1 percent in 2020, it lost momentum in
2022, decelerating by 2.7 percent. Trade
in current US dollar terms is estimated
to have increased to about US$49.88
trillion in 2022, from US$44.32 trillionin
2021, boosted in part by rising
commodity prices and generalised
inflation pressures (Figure 4.1).

Figure 4.1: Trends in Global Trade (US$
billion)
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In developed economies, the volume of
merchandise exports, which had
recovered strongly, increasing by an
estimated 7.2 percentin 2021,
decelerated sharply to just about 2.6
percentin 2022. Merchandise imports
followed a similar trend, decelerating by 7
percent after rebounding by 10.3 percent
from the COVID-19 pandemic downturn in

2022. In North America, the volume of
merchandise exports lost pace, slowing
by 3.4 percent in 2022 from a strong
recovery of 6.5 percentin 2021.
Merchandise imports also decelerated
but remained robust at about 8.5
percent, from 12.3 percent in 2021. In
Europe, the volume of merchandise
exports expanded at a modest rate of 1.8
percent, significantly down from the 7.9
percent recovery witnessed in 2021,
while merchandise imports decelerated
by 5.4 percent from an 8.3 percent
expansion over the same period.

The developing world, which has been
the major driver of global growth and
trade, also felt the impact of the
challenging global environment. The
volume of their collective merchandise
exports, which had expanded by about
5.2 percent in 2021, decelerated by 3.9
percent in 2022. Growth in their
merchandise imports was also affected,
expanding by just about 2.7 percentin
2022, significantly down from the 5.4
percent achieved in 2021. Asia’s
performance was particularly affected,
with merchandise exports falling
sharply by about 2.9 percent in 2022,
from a strong expansion of 13.3
percent in 2021. Imports also slackened
sharply by an estimated 0.9 percent,
compared with a robust growth of 11.1
percentin 2021.

In South and Central America,
merchandise imports softened by an
estimated 5.9 percent in 2022, aftera
steep jump of about 25.4 percentin
2021. Likewise, merchandise exports
slowed to 1.6 percent from an expansion
of 5.6 percent the year prior. This was
due to subdued demand from a number
of the region’s major trading partners,
most notably the European Union and
China, whose economy suffered
considerable consequences from its
zero-COVID policy stance. As a result,
exports from Argentina, Chile, Paraguay,
and Peru contracted by 2 percent, 1.9
percent, 19.6 percent, and 4.6 percent,

respectively, weighing on the region’s
overall export performance during the
review period (IDB, 2023).

Geopolitical tensions, supply chain
disruptions, and the protracted effects
of the COVID-19 significantly
undermined the volume of global
merchandise trade during 2022. Slow
demand arising from slow growth due
largely to high energy prices in Europe,
aggressive monetary tightening in the
United States, and production
disruptions in China due to lingering
effects of COVID-19, also dampened
global trade during the review period.
Downside risks remain, especially
related to persistent geopolitical
tensions, stubbornly high inflation,
tighter monetary policy, and financial
market uncertainty, given the recent
turmoil in the banking sector.

4.2 THE GLOBAL TRADE
ENVIRONMENT

The global environment in 2022 was
dominated by several headwinds. The
review period was particularly
challenging for global trade as the
outbreak of the Ukraine conflict
increased geopolitical tensions, and the
resulting Western-led sanctions against
Russia exacerbated disruptions to supply
chains with the blockade of several major
trade routes. Heightened inflationary
pressures triggered aggressive
tightening of monetary policy. These
pressures adversely affected investment
and growth, with considerable
dampening effects on global demand and
international trade. At the same time,
the lingering effects of COVID-19 in China
put further pressure on global demand
and trade.

There were other trade tensions between
several members of the WTO in 2022. One
of the most talked-about trade tensions,
which has been labelled a “tech war,” was
the standoff between China and the
United States over semiconductors. In
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August 2022, the US Congress passed the
CHIPS and Science Act, a law that
approves the provision of subsidies and
tax breaks to boost the production of
advanced semiconductors in United
States. Following this Act, the Biden
Administration imposed restrictions on
exports of chips and chip-making
technology to China. In December 2022,
China complained that the restrictions
violate several WTO Agreements,
including those related to the General
Most-Favoured-Nation Treatment and the
General Elimination of Quantitative
Restrictions. Therefore, China requested
consultations with the United States
under the WTO dispute settlement
mechanism. The United States has
notified the Chair of the Dispute
Settlement Body (DSB) that it has
accepted to enter consultations with
China but without prejudice to the United
States’ view that the measures concern
national security and therefore are not
subject to review or capable of resolution
by the WTO dispute settlement process
(WTO0 2023). The issue is still unresolved
and continues to create tensions between
the two countries.

The review period also witnessed trade
tensions between the European Union
(EU) and the Republic of South Africa
over the EU’s importation of citrus fruits
from South Africa. The tensions arose as
the EU imposed phytosanitary
requirements on citrus imports from
South Africa. The measures meant to
keep false codling moth, a citrus pest
believed to originate from South Africa,
from entering the EU region. On July
2022, South Africa requested
consultations with the EU regarding the
measures under the WTO DSB, arguing
that that they were inconsistent with
several articles of the WTO Sanitary and
Phytosanitary (SPS) Agreements. The
SPS measures are considered a major
blow to the South Africa’s citrus
industry, as they are likely to
considerably disrupt the country’s
exports. South Africa is the world’s
second-largest citrus exporter, with the

EU accounting for about 41 percent of
its export market. The measures could
also have significant adverse effects on
the country’s agriculture, as citrus
accounts for about 25 percent of
agricultural exports.

At the end of 2022, WTO membership
remained unchanged at 164 members,
covering 98 percent of global trade.
Despite the challenging global
environment characterised by the Ukraine
war and geopolitical tensions, trade
tensions, and disputes, countries
continued to maintain their membership
in the organisation. Seventeen countries,
including nine African countries (Algeria,
Comoros, Equatorial Guinea, Ethiopia,
Libya, Sao Tome and Principe, Somalia,
South Sudan, and Sudan), continued
negotiating their accession to the WTO.
Eritrea remained the only African country
not a member or observer not negotiating
for membership of the Organisation.

The year 2022 also saw continued
negotiations and steps toward
implementation of regional and
preferential trade agreements amongst
and between countries, including the
Regional Comprehensive Economic
Partnership (RCEP). Major steps have
been taken to operationalise the
Agreement. RCEP entered into force on 1
January 2022 as planned, with 15
countries as active members including
Australia, New Zealand, Brunei
Darussalam, Cambodia, China, Japan,
Laos, Singapore, Thailand, and Vietnam.
Throughout the review period, the
ratification process continued with three
countries—Korea, Myanmar, and
Malaysia—ratifying the Agreement. RCEP
offers about 92 percent tariff elimination
for goods traded amongst members and
allows businesses to benefit from
additional preferential market access for
products, including mineral fuels, plastics,
chemical products, miscellaneous food
preparation, and beverages. When fully
implemented, RCEP could connect about
30 percent of the world’s population,
contribute 30 percent of global output,

and add about US$500 billion to world
trade by 2030, making it the largest trade
blocin history.

African countries also continued to make
progress toward implementation of the
AfCFTA despite the challenges that
shaped the review period. Following the
official start of trading under the AfCFTA
in January 2021, progress has been
made, with six countries ratifying the
Agreement. This brought the number of
countries having ratified the AfCFTA to
47 by the end of 2022.

Other key milestones in the
implementation of the AfCFTA were also
achieved during the review period. In
October 2022, the AfCFTA Secretariat
launched the Guided Trade Initiative, a
platform for participating State Parties
to identify and share best practices,
success stories, and lessons learned in
implementing the AfCFTA. The Initiative
will encourage trade under the
Agreement and increase opportunities
for small and medium enterprises, youth,
and women in trade, ultimately
contributing to the establishment of a
sustainable and inclusive economic
development model for the continent.
AfCFTA also launched the E-Tariff Book
and Rules of Origin Manual as major tools
to accelerate trading. Specifically, the
E-Tariff Book provides information on
tariff schedules and applicable tariffs
rates for all AfCFTA participating State
Parties. It facilitates access and
publication of information on the rates
of duty applied by AfCFTA State Parties
under their schedule of tariff
concessions. The Rules of Origin Manual
explains how to determine the origin of
goods and helps understand the
mechanisms under which preferential
tariff treatments to goods apply.

The Afreximbank continues to provide
support to the AfCFTA through products
and initiatives to facilitate
implementation of the Agreement. The
Afreximbank and the AfCFTA Secretariat
signed an agreement in February 2022 for
the management of the Adjustment Fund
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in February 2022. This is an important
milestone in the implementation phases
of the AfCFTA, as the Fund supports
African countries and the private sector
in effectively participating in the new
trading environment established under
the AfCFTA. The Adjustment Fund has
three components. The Base Fund
consists of contributions from State
Parties, grants, and technical assistance
funds to address tariff revenue losses as
tariffs are progressively eliminated. The
General Fund aims to mobilise
concessional funding, while the Credit
Fund mobilises commercial funding to
support both the public and private
sectors, enabling them to adjust and take
advantage of the opportunities created
by the AfCFTA.

The commercial launch of the Pan-African
Payment and Settlement System
(PAPSS), the Bank’s flagship initiative,
developed in collaboration with the
African Union, is another important
milestone for boosting intra-African
trade in line with the objectives of the
AfCFTA. Specifically, PAPSS will enable
intra-African trade and commerce
payments to be made in African
currencies, thereby reducing the
challenges posed by liquidity constraint, a
major barrier in the promotion of African
trade and economic growth. PAPSS will
also reduce transaction costs in
intraregional trade and formalise a
significant portion of informal cross-
border trade. The Bank is also
implementing the Africa Collaborative
Transit Guarantee Scheme, which
facilitates the movement of goods across
borders under the AfCFTA using a single
technology-enabled transit bond. The
signing by the Bank of the Instrument of
Accession to the Inter-Surety Agreement
for the Implementation of the COMESA
Regional Customs Transit Guarantee/
Bond Agreement paves the way for the
implementation of the US$1 billion
Continental Transit Guarantee Scheme,
about US$200 million of which is
earmarked for the COMESA region.

4.3 AFRICAN EXTERNAL
RESERVES AND EXCHANGE RATE
DEVELOPMENTS

The fallout from the Ukraine conflict
and China’s zero-COVID policy adversely
affected global demand and supply.
Weak global demand and trade
performance undermined the current
account and put pressure on the
balance-of-payments. Consequently,
Africa’s foreign exchange reserves,
which had expanded by 6.4 percent
year-on-year to US$410.9 billion in
2021 from US$386.1 billion in 2020,
contracted by an estimated 2.3 percent
year-on-year to US$401.3 billion in
2022 (Table 4.4). Despite the
generalised spikes in commodity prices,
slow global demand, along with high
import bills driven by a combination of
food and energy prices, put significant
pressure on the reserve holdings of
most countries across the continent.
Except for a few countries whose
reserves increased, including Algeria
(34.1 percent), Benin (11.8 percent),
Gabon (30 percent), and the Democratic
Republic of Congo, most countries in
the region, including oil-exporting
countries and oil-importing countries,
suffered significant losses in foreign
exchange reserves. These countries
included Burkina Faso, Mali, and Sudan
where foreign reserves contracted by
50 percent, Sao Tome and Principe (48.7
percent), the Republic of Congo (43.7
percent), Ethiopia (42.3 percent),
Zimbabwe (37.7 percent), Ghana (36
percent), and Mauritius (30 percent).

Other factors weighing down the region’s
reserves were capital flow reversals
arising mainly from sharp interest rate
hikes by systematically important central
banks in response to record-high inflation
and heightening uncertainties, and
depreciation of local currencies against
major hard currencies. Moreover,
tightening financing conditions and
soaring inflation raised borrowing costs
and undermined governments’ ability to
service their external debt. This
undermined confidence and hindered FDI

inflows into the region. At the same time,
high borrowing costs made it difficult for
African countries to access international
capital markets. This had a significant
dampening effect on the level of foreign
reserves during the year. Accordingly,
average import cover fell sharply to 4.7
monthsin 2022, from 6.5 months in 2021,
but remained above the IMF threshold of
three months of imports.

Most currencies depreciated against the
US dollar, which became the safe-haven
asset par excellence during the review
period (Table 4.5). In addition to the
strengthening US dollar, currency
depreciation in most African countries
was exacerbated by several other
factors, including large-scale capital
outflows and sudden stops. The
prohibitively high cost of servicing
external debt widened fiscal and current
account deficits.

Still, the performance of national
currencies varied across countries. While
the Zimbabwean dollar recorded the
sharpest depreciation, losing 333.7
percent of its value during the review
period, the scale of depreciation was
also relatively large in other countries,
including in strong-performing
economies such as Egypt, Ghana, and
Nigeria. The Egyptian pound lost 22.4
percent of its value during the review
period. The Ghanaian cedi depreciated
by 42.5 percent, and the Nigerian naira
by about 6.1 percent. Going against the
global trend, four countries recorded a
sharp appreciation of their currencies.
The three currencies posting the largest
appreciation were the Angolan kwanza
(26.3 percent), the Seychelles rupee
(14.9 percent), and the Zambian kwacha
(17.3 percent).
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Table 4.1 Reserve Position of African Countries, 2020-22 (UPDATES) (US$ billions, unless otherwise indicated)

Reserves in Billions US$ Growth (%) Months of Import Cover
2020 2021 2022 2020 2021 2022 2020 2021 2022
Algeria 48.9 46.1 61.7 -22.8 -5.8 34.1 13.8 11.6 15.9
Angola 13.8 14.5 13.5 -15.6 5.0 -6.9 11.8 10.1 6.4
Benin 1.6 1.7 1.8 56.1 3.0 11.8 5.1 53 4.2
Botswana 4.9 4.8 4.7 -19.9 -2.8 -2.1 8.1 7.9 5.7
Burkina Faso 1.6 1.9 1.0 -8.7 22.4 -50.0 3.8 4.4 1.9
Burundi 0.1 0.3 0.2 -19.5 198.8 -35.7 11 2.9 1.4
Cabo Verde 0.7 0.7 0.6 -0.5 -3.2 -17.8 8.7 7.2 5.3
Cameroon 4.0 43 4.3 8.0 7.2 -1.2 6.0 6.5 5.0
Central Africa Republic 0.4 0.5 0.3 9.2 16.5 -28.1 6.8 8.4 5.3
Chad 0.4 0.4 0.4 291.4 -16.8 18.7 11 1 1.7
Comoros 0.3 0.3 0.3 45.8 1le.l -20.2 10.3 10.2 6.6
Congo Dem. Rep. of 0.7 3.5 4.4 -37.4 363.7 27.9 2.2 2.2 2.0
Congo Republic 0.7 0.8 0.5 -24.4 10.8 -43.7 0.6 2 0.9
Céte d'lvoire 9.5 10.6 9.1 28.0 11.8 -14.0 8.7 9.5 6.0
Djibouti 0.7 0.6 0.5 36.8 -15.9 -10.3 2.4 1.8 1.0
Egypt 34.1 35.1 27.1 -16.2 2.9 -22.8 6.4 5.8 3.8
Equatorial Guinea 0.1 0.0 1.2 56.7 -22.2 2569.7 0.3 13 3.7
Eritrea 0.2 0.2 0.2 -20.0 34.8 -10.6 18 2.1 1.6
Eswatini 0.5 0.6 0.5 23.9 4.9 -4.3 3.9 4.4 2.5
Ethiopia 3.0 1.8 1.0 2.2 -40.7 -42.3 2.1 19 0.5
Gabon 1.5 13 1.7 10.1 -14.0 30.5 3.6 5.4 3.2
Gambia 0.4 0.7 0.6 50.6 68.6 -15.5 6.7 10 7.6
Ghana 7.4 9.4 6.0 3.0 27.9 -36.0 3.7 4.7 2.8
Guinea 1.5 1.7 2.2 22.1 14.4 30.8 2.8 4 4.1
Guinea, Bissau 0.5 0.5 - - 4.6 - 12.9 15.3 10.4
Kenya 8.3 9.5 8.1 -9.0 14.4 -14.8 5.6 5.5 4.0
Lesotho 0.6 0.7 0.6 -19.8 5.3 -5.3 3.7 4 3.1
Liberia 0.5 0.6 0.4 54.1 5.9 -22.9 5.6 6.5 2.9
Libya 72.8 75.4 79.2 -7.8 3.6 5.0 48.2 38.6 28.9
Madagascar 2.0 2.3 2.2 17.0 17.9 -4.8 6.3 7.7 4.5
Malawi 0.6 0.4 0.4 -27.5 -28.0 -13.4 2.4 2.8 1.2
Mali 1.7 2.1 11 45.7 23.2 -50.0 3.4 4.3 2.1
Mauritania 15 2.0 1.9 45.2 36.5 -8.4 4.9 6 4.5
Mauritius 6.5 7.8 5.5 -3.2 19.9 -30.0 16.7 15.9 12.0
Morocco 34.7 34.4 31.0 36.8 -0.9 -9.7 9.3 7.5 55
Mozambique 3.9 3.6 2.6 4.2 -7.8 -27.5 5.9 4.3 2.1
Namibia 2.2 2.8 3.0 5.9 27.3 9.3 5.7 5.9 4.8
Niger 1.7 1.9 1.8 9.4 7.5 -0.8 6.4 6.8 5.5
Nigeria 36.7 40.2 37.3 -4.2 9.5 -71.4 6.1 7 5.7
Rwanda 1.8 19 1.7 233 4.9 -7.7 6.1 5.6 4.1
Sdo Tomé and Principe 0.1 0.1 0.0 59.7 -28.5 -48.7 7.9 8.1 2.3
Senegal 3.2 4.2 4.3 8.9 32.9 2.1 4.3 5.6 3.9
Seychelles 0.6 0.7 0.6 -3.6 25.5 -8.7 5.0 4.5 3.5
Sierra Leone 0.7 0.9 0.7 32.9 33.7 -28.1 5.6 6.7 4.3
Somalia - - - - - - - - -
South Africa 47.4 50.3 53.2 Shil 6.1 5.9 8.4 6.4 5.8
South Sudan 0.2 1.0 - - 4423 - 0.1 1.2 -
Sudan = 1.0 0.5 -100.0 = -50.0 = = 0.6
Tanzania 4.8 6.4 5.2 -14.4 33.9 -18.9 6.3 7.1 3.7
Togo 1.7 2.4 2.2 24.6 41.4 -8.2 8.7 9.5 7.7
Tunisia 9.4 8.4 6.9 23.8 -10.4 -18.3 5.6 4.3 2.8
Uganda 3.8 4.3 3.6 18.8 12.6 -17.8 4.5 4.8 3.9
Zambia 1.2 2.8 3.0 -16.9 128.8 8.9 2.5 5.7 4.8
Zimbabwe 0.0 0.8 0.5 -78.8 2519.8 -37.7 0.1 1.1 0.6
Total 386.1 410.9 401.3 -4.6 6.4 -2.3 - - -
Average 6.3 6.5 4.7

T Growth rates are Afreximbank staff calculations.
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Table 4.2 Africa: Exchange Rate Developments, 2020-2022 (per US$, unless otherwise indicated)

Percentage change between

2017 2018 2019 2020 2021 2022 (2)&(1) (3)&(2) 4)&(3) (5)&(4)
Algeria - dinar 110.97 116.59 119.44 126.75 135.00 142.10 5.06 2.44 6.13 6.50
Angola - kwanza 165.92 252.86 364.83 578.26 624.74 460.60 52.40  44.28 58.50 8.04
Benin - franc 580.66 555.45 585.96 575.59 554.70 622.50 (4.34) 5.49 (1.77) (3.63)
Botswana - pula 10.35 10.20 10.76 11.46 11.09 12.37 (1.42) 5.45 6.51 (3.22)
Burkina Faso - franc 580.66 555.45 585.96 575.59 554.53 623.80 (4.34) 5.49 (1.77) (3.66)
Burundi - franc 1,729.06 1,782.88 1,845.62 1,915.05 1,975.90 2,036.12 3.11 3.52 3.76 3.18
Cabo Verde - escudos 97.81 93.41 98.50 96.80 93.26 104.70 (4.49) 5.44 (1.73) (3.65)
Cameroon - franc 580.66 555.45 585.96 575.59 554.50 623.76 (4.34) 5.49 (1.77) (3.66)
Central African Republic - franc 580.66 555.45 585.96 575.59 552.40 628.50 (4.34) 5.49 (1.77) (4.03)
Chad - franc 580.66 51515415 585.96 575.59 552.40 628.50 (4.34) 5.49 (1.77) (4.03)
Comoros - franc 435.49 416.58 439.47 431.69 414.30 471.30 (4.34) 5.49 (1.77) (4.03)
Congo, Dem. Rep. of - Congo franc 1,464.42 1,622.52 1,647.76 1,851.12 1,989.50 2,013.20 10.80 (63.89) (1.90) (3.57)
Congo, Rep. of - franc 580.66 555.45 585.89 574.76 554.24 622.42 (4.34) 196.66 12.34 7.48
Céte d'Ivaire - franc 580.66 555.45 585.96 575.59 552.40 628.50 (4.34) 5.49 (1.77) (4.03)
Djibouti - franc 177.72 177.72 177.72 177.72 177.72 177.70 - 0.00 - -
Egypt - pound 17.78 17.77 16.82 15.82 15.70 19.21 (0.09) (5.34) (5.97) (0.75)
Equatorial Guinea - franc 580.66 555.45 585.96 575.59 554.70 622.50 (4.34) 5.49 (1.77) (3.63)
Eritrea - nakfa 15.08 15.08 15.08 15.08 15.08 15.08 - - - =
Eswatini - lilangeni 13.32 13.23 14.44 16.46 14.78 16.36 (0.67) 9.12 14.02 (10.23)
Ethiopia - birr 23.87 27.43 29.07 34.93 43.82 52.06 14.93 5.98 20.15 25.46
Gabon - franc 580.66 555.45 585.96 575.59 554.50 623.76 (4.34) 5.49 (1.77) (3.66)
Gambia - dalasi 46.61 48.15 50.06 51.50 51.22 55.40 3.31 3.97 2.87 (0.55)
Ghana - cedi 4.35 4.59 521 5.59 5.80 8.27 5.40 13.73 7.28 3.73
Guinea - Guinea franc 9,088.32 9,011.13 9,183.88 9,565.08 9,814.00 8,778.80 (0.85) 1.92 4.15 2.60
Guinea-Bissau - franc 580.66 555.45 585.96 575.59 554.10 623.80 (4.34) 5.49 (1.77) (3.73)
Kenya - shilling 103.41 101.30 101.99 106.45 109.64 117.87 (2.04) 0.68 4.38 2.99
Lesotho - loti 13.32 13.23 14.45 16.46 14.77 16.36 (0.67) 9.18 13.92 (10.26)
Liberia - Liberia dollar 112.71 144.06 186.43 191.52 166.10 156.30 27.81  29.42 2.73 (13.27)
Libya - dinar 1.39 1.36 1.40 1.40 4.48 4.81 (2.07) 2.44 (0.02) 220.74
Madagascar - ariary 3,116.11 3,334.75 3,618.32 3,787.76 3,841.00 4,090.10 7.02 8.50 4.68 1.41
Malawi - kwacha 730.27 732.33 745.54 749.53 804.10 942.10 0.28 1.80 0.53 7.28
Mali - franc 580.66 555.45 585.96 575.59 554.50 623.80 (4.34) 5.49 (1.77) (3.66)
Mauritania - ouguiyas 35.79 35.68 36.69 37.19 36.20 36.96 (0.33) 2.84 1.36 (2.66)
Mauiritius - rupee 34.48 33.93 35.47 39.35 41.55 44.30 (1.59) 4.54 10.92 5.60
Morocco - dirham 9.69 9.39 9.62 9.50 8.99 10.16 (3.16) 2.46 (1.25) (5.35)
Mozambique - meticals 63.58 60.33 62.50 69.50 65.46 63.90 (5.12) 3.60 11.20 (5.82)
Namibia - namibia dollar 13.31 13.23 14.45 16.46 14.78 16.38 (0.59) 9.18 13.94 (10.22)
Niger - franc 580.66 555.45 585.96 575.59 554.53 623.76 (4.34) 5.49 (1.77) (3.66)
Nigeria - naira 305.79 306.08 306.42 356.32 398.87 423.30 0.10 0.11 16.29 11.94
Rwanda - franc 831.55 861.09 899.35 943.28 988.90 1,030.31 355 4.44 4.88 4.84
S&o Tomé and Principe - dobra 21.74 20.75 21.88 21.51 20.89 23.53 (4.55) 5.46 (1.73) (2.87)
Senegal - franc 580.66 555.45 585.96 575.59 554.70 622.50 (4.34) 5.49 (1.77) (3.63)
Seychelles - rupee 13.65 13.91 14.03 17.62 16.83 14.32 1.93 0.88 25.53 (4.46)
Sierra Leone - leone 7,384.43 7,931.63 9,010.22 9,829.93 10,394.20 14,031.20 7.41  13.60 9.10 5.74
Somalia - shilling 23,097.99 - - - -
South Africa - rand 13.32 13.23 14.44 16.46 14.78 16.37 (0.67) 9.12 14.02 (10.23)
South Sudan - pound 113.65 141.39 - - - 24.41 #VALUE!
Sudan - pound 6.68 24.33 45.77 54.00 372.10 504.50 264.02 88.12 17.98 589.13
Tanzania - shilling 2,028.86 2,263.78 2,288.21 2,294.15 2,297.78 2,303.01 1.57 1.08 0.26 0.16
Togo - franc 580.66 555.45 585.96 575.59 554.70 622.50 (4.34) 5.49 (1.77) (3.63)
Tunisia - dinar 2.42 2.65 2.93 2.81 2.79 3.10 9.40 1087 (4.16) (0.65)
Uganda - shilling 3,611.22 3,727.07 3,699.24 3,710.71 3,580.64 3,682.79 3.21 (0.75) 0.31 (3.51)
Zambia - kwacha 9.52 10.46 12.89 18.34 20.17 16.68 9.89 23.25 42.31 9.96
Zimbabwe - US dollar* 1.00 1.00 8.50 51.30 86.40 374.70 - 750.00 503.53 68.42

Sources: IFS, 2023; EIU, 2023, 1 Growth rates are Afreximbank staff calculations.
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4.4 AFRICA'S TRADE

Despite the challenging global environment,
Africa’s total merchandise trade grew by
20.9 percent to US$1.430 trillion in 2022,
above the world’s average, although the
increase was lower than the 32.6 percent
achieved in 2021 (Figure 4.2 and Table 4.1).
The surge in global commodity prices,
particularly oil prices, which reached record
highs during the year, significantly
contributed to the growth of merchandise
trade enjoyed by the region during the
review period. The growth in trade was also
supported by anincrease in the demand for
Africa’s energy, as escalated geopolitical
tensions and trade restrictions forced
several European countries to make Africa a
major alternative source of energy. Ina
region where oil accounts for more than 36
percent of exports, the dynamics in the
energy market greatly affected export
performance. Accordingly, oil-dependent
African countries enjoyed a 40.1 percent
growth in their merchandise trade in 2022,
from 27.3 percent increase in 2021. Over
the same period, oil-importing countries
also saw their total merchandise trade
increase by 13.1 percent. These
developments raised the value of Africa’s
merchandise trade in 2022.

While the surge in oil prices was largely
driven by supply chain bottlenecks
resulting from geopolitical tensions and
trade restrictions, the agreement among
Organisation of Petroleum-Exporting
Countries (OPEC) and non-OPEC
members to maintain their schedule of
gradual production increase gave

further impetus to oil prices, which
ended the year averaging around
US$99.8 per barrel, from about US$70.4
per barrel the previous year. These
developments, alongside record-high
prices of several non-energy
commodities monitored by the Bank,
including aluminium, coffee, copper,
maize, palm oil, platinum, gold,
soybeans, and tin, significantly
contributed to the expansion of Africa’s
exports during the review period.

While several smaller economies posted
strong growth in their exports, the five
largest economies, namely Algeria,
Angola, Egypt, Nigeria, and South Africa,
contributed significantly to the increase
in Africa’s exports. These five countries
account for more than 49 percent of the
continent’s total exports. The growth in
the exports of leading oil-producing
countries, namely Algeria (73.4 percent),
Angola (59.4 percent), and Nigeria (10.7
percent), was a major driver of the
overall increase in the continent’s

total exports.

Africa’s total merchandise imports grew
by about 15.5 percent to US$706 billion
in 2022, though down from the 24.2
percent growth posted in 2021. The
increase in merchandise imports was
largely driven by the generalised
inflationary pressures led by the energy
and food sectors. Oil exporters saw their
imports increase by 14.7 percent to
US$230.5 billion in 2022 from US$200.9
billionin 2021, driven by strong import
growth in Angola (55.8 percent), and

Figure 4.2 Trends in Africa’s Merchandise Trade (US$ billion), 2011-22
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Sources: IMF Direction of Trade Statistics (DOTS), 2023, Afreximbank Research

Congo (30.3 percent), Equatorial Guinea
(23.5 percent), and Gabon (26.9
percent). The group of oil importers
performed slightly better, with their
imports expanding by about 15.9
percent to US$475.6 billion from
US$410.4 billion. This performance was
led by the sturdy growth of several
medium to large economies, including
Morocco (22.0 percent), Sudan (72.0
percent), Tanzania (18.9 percent),
Zambia (22.7 percent), and South Africa
(19.1 percent), the region’s second-
largest economy. While merchandise
imports grew by 15.5 percent, exports
had a stronger performance, expanding
by about 26.8 percent. This enabled the
region to enjoy a trade surplus of about
US$18.1 billion in 2022 after a trade
deficit of US$40 billion the previous year
(Afreximbank 2023).

Although Africa’s merchandise trade
exhibited solid performance growing by
20.9 percent, the continent remained a
marginal player on the global trade
stage, with its share of global trade
standing at just about 2.9 percentin
2022. While that share is a slight
improvement over the 2.7 percent

achieved in 2021, it remains dismally low.

It calls for bolder, sustained policies and
strategic initiatives at the national and
continental levels to diversify the
sources of growth and enhance Africa’s
integration into the global economy
where trade is increasingly dominated
by processed and manufactured goods
with high technological content. While
the start of trading under the AfCFTA in
January 2021 was a major step toward
these goals, it is critical to accelerate
and conclude outstanding negotiations
on different protocols of the Agreement
to ensure successful implementation.
This will incentivise the development of
regional value chains and accelerate the
continent’s integration into global
value chains.
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Table 4.3 Africa: Merchandise Trade, 2020-22 (in US$ billion unless otherwise indicated)

Merchandise Exports

Growth Rate

Share of Merchandise Exports

Merchandise Imports

Growth Rate

(US$ Billion) (Percentage) (Percentage) (USS$ Billion) (Percentage)

2020 2021 2022 2020 2021 2022 2021 2022 2020 2021 2022 2021 2022

Algeria 19.62 37.55 65.10 91.35 73.39 4.91 6.57 8.99 34.02 35.11 40.91 3.20 16.52
Angola 21.04 33.86 53.99 6091 59.44 5.27 5.93 7.46 9.34 11.37 17.71 21.71 55.79
Benin 0.85 1.02 130 20.94 26.82 0.21 0.18 0.18 2.66 3.19 3.64 19.68 14.17
Botswana BVE 7.11 8.42  90.54 18.38 0.93 1.25 1.16 6.26 8.03 7.73 28.34 -3.72
Burkina Faso 4.38 5.07 22.18 1584  337.16 1.10 0.89 3.06 4.12 4.72 4.56 14.41 -3.36
Burundi 0.16 0.11 0.12 -30.25 4.84 0.04 0.02 0.02 0.91 0.98 1.04 7.94 5.52
Cabo Verde 0.06 0.07 0.06 20.98 -12.69 0.01 0.01 0.01 1.13 1.16 1.27 2.84 9.37
Cameroon 3.48 4.38 596 2592 35.87 0.87 0.77 0.82 6.04 7.71 8.98 27.75 16.43
Central African Rep. 0.04 0.05 0.05 12.17 7.43 0.01 0.01 0.01 0.55 0.58 0.93 6.13 60.22
Chad 1.47 2.46 420 67.09 70.86 0.37 0.43 0.58 1.03 1.08 1.15 4.76 6.51
Comoros 0.02 0.04 0.04 7092 9.05 0.01 0.01 0.01 0.27 0.44 0.48 65.43 7.88
Congo, Dem. Rep. 13.79 27.95 40.29 102.72 44.15 3.45 4.89 5.56 11.86 14.81 19.97 24.83 34.82
Congo 4.90 2.37 3.73 -51.56 57.05 1.23 0.42 0.52 1.91 2.35 3.07 23.24 30.32
Cote d'lvoire 12.53 15.49 16.68  23.60 7.74 3.14 2.71 2.30 10.56 13.83 17.62 31.03 27.35
Djibouti 0.31 0.28 0.81 -6.98  182.96 0.08 0.05 0.11 1.48 1.60 1.60 7.49 0.14
Egypt 26.81 40.70 48.76  51.78 19.82 6.71 7.12 6.73 60.88 73.78 80.13 21.19 8.61
Equatorial Guinea 2.82 4.69 7.67 66.16 63.48 0.71 0.82 1.06 0.89 0.81 1.01 -8.17 23.50
Eritrea 1.18 0.49 0.58 -58.20 17.52 0.29 0.09 0.08 0.35 0.35 0.52 -0.29 48.99
Eswatini 1.75 2.06 2.01 17.87 -2.62 0.44 0.36 0.28 1.62 2.14 2.43 32.24 13.49
Ethiopia 3.27 3.22 3.72 -1.36 15.45 0.82 0.56 0.51 16.12 16.18 14.98 0.37 -7.42
Gabon 3.98 5.17 736 29.92 42.18 1.00 0.91 1.02 2.24 2.28 2.89 1.44 26.88
Gambia, The 0.03 0.03 0.05 0.85 67.68 0.01 0.01 0.01 0.55 0.71 0.70 28.06 -0.53
Ghana 18.76 18.46 19.57 -1.60 6.01 4.70 3.23 2.70 11.09 